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REBUTTAL TESTIMONY OF
NADINE M. COSEO, DANIEL H. FISHER, REBECCA E. FREDRICKSON,
AND ALEXANDER LENNOX

Witnessesfor Bonneville Power Administration

SUBJECT: JOINT POWER AND TRANSMISSION REVENUE FINANCING ISSUES

Section1: Introduction and Purpose of Testimony

Q

A
A.
A

>

Please state your names and qualifications.

My name is Nadine Coseo, and my qualifications are contained in BP-22-Q-BPA-08.

My name is Daniel H. Fisher,and my qualifications are containedin BP-22-Q-BPA-11.
My name is Rebecca Fredrickson, and my qualifications are containedin
BP-22-Q-BPA-13.

My name is Alexander Lennox, and my qualifications are contained in BP-22-Q-BPA-21.
Please state the purpose of your testimony.

The purpose of our testimonyisto addressissuesraised by the parties’ Direct Cases that
eitherdirectly or indirectly impact both the Powerand Transmission revenue financing
proposals. Ourjointresponse is providedin thistestimony. Specificobjections or
concerns raised inthe parties’ Direct Casesregarding only one of the Poweror
Transmission revenue financing proposals are addressed in the applicable rebuttal
testimony: Fisheret al., BP-22-E-BPA-35 (Power) or Fredrickson et al., BP-22-E-BPA-36

(Transmission).
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Section 2: Overall Policy Context

Q

Please describe the overall policy context foryour proposalto revenue finance in both
Power and Transmission rates.

The Power and Transmission revenue financing proposals are focused on two equally
important and related issues: maintaining available borrowing authority and concerns
about the overall amount of outstanding debt. The reasons that each businessline has
proposedto take action in relation to these issuesin BP-22 are somewhat different.

For the borrowing authority issues, Staff has concerns about both near-termand
long-term availability of borrowingauthority. The Initial Proposal shows that
Transmissionis the primary contributor to the near-term concerns about available
borrowing authority and that no transmission revenue financingin BP-22 would likely
translate into severe rate impacts in BP-24 and subsequentrate periods. As explainedin
the testimony of Fredrickson et al., BP-22-E-BP-36, the near-term constraints contribute
significantly to the basis for the transmission revenue financing proposal for BP-22, but
this inno way minimizes the more general need for Transmission to begin taking rate
action, like revenue financing, to help address concerns about the overall amount of its
outstanding debt and the unsustainable trajectory of its net borrowing.

Powerstands ina different position than Transmission with respect to the near-
term borrowing authority issue. Poweris payingback more in Federal debtthan itis
taking out, making itan overall net Federal debt repayer. Viewedinisolation, the near-
term borrowing authority constraint would not appear to be a primary reason to include
revenue financingin Power rates this rate period. However, Power’s positionas a net
payer of Federal debt does not answer whether Powershould, nonetheless, take
prudent financial actionsin this rate period to reduce its own outstanding debt and

improve its financial flexibility. Aswe explainat lengthin the testimony of Fisheret al.,
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BP-22-E-BPA-35, Poweris uniquely positioned this rate period to revenue finance a
portion of its capital assets, thereby avoiding debt, and creating both near-term and
long-term benefitsto Power rates. Those benefitsinclude furtherdeleveragingthe
Powerbusinessline, preserving Power’s current liquidity, increasing rate stability,
reducing future interest costs, helping maintain BPA’s credit rating, preserving
borrowing authority, and positioning Power as the supplierof choice in 2028.

Importantly, we can support all of these objectives without raising Power rates.

Section3: Process Concerns with BPA’s Revenue Financing Proposal

Section 3.1: Pre-Rate Case Process

Q.

Several parties raised concerns with how BPA developed its proposals to revenue finance
in BP-22 forboth Power and Transmission rates. Please describe their general concerns.
It was a common theme in many of the parties’ direct cases that the way our revenue
financing proposals were developed was faulty. Several parties noted that BPA typically
develops policies and positions before the rate case in pre-rate case workshops, but that
the revenue financing proposals were developed late inthe workshop process with little
discussion with stakeholders. E.g., Chalier, BP-22-E-AW-01, at 7. The Alliance of
Western Energy Consumers (AWEC) specifically notes that it was “not the resultof a
careful, reasoned process.” Id.

JointParty 02 (JP02) makes a similarargument, notingit “was only at the last
pre-rate case workshop on September 20, 2020, that customers were informed about
the extentof the borrowing authority problemand BPA’s apparent urgency to address
the matterin BP-22.” Morrison et al., BP-22-E-JP02-01, at 3. JP02 also notes customers
were given only two weeks to comment on the merits of the concept before the

proposal wentinto BPA’s Initial Proposal. /d. at 3-4.
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The Northwest Requirements Utilities (NRU) raised similarissues, and contrasted
BPA’s developmentofits revenue financing proposal with other policiesitdeveloped,
such as the Financial Reserve Policy (FRP). Stratman, BP-22-E-NR-01, at 14. NRU notes
that the FRP collected $40 million, and was the product of a robust process, while here,
BPA proposesto collect $95 million with no guiding policy and a limited publicprocess.
Id. at 15. NRU notesthat BPA’s revenue financing proposal deserves equal policy
developmentasthe FRP. /d.

The Snohomish County Public Utility District (Snohomish) acknowledges that
“[c]ustomers have beenaware of the financial challengesthe Agency isfacing,” but
notes that “it was only at the final pre-rate case workshop on September 29, 2020, that
customers were informed about the extent of the borrowing authority problemand
BPA’s stated urgency to take action in BP-22.” Morrison & Hunter, BP-22-E-SN-01, at 2.
Snohomish argues that the process and analysis for Staff’s proposal is insufficient.

Id. at 3.

The M-S-R Public Power Agency (M-S-R) argues BPA created “an element of
procedural shock” by not presentingthe revenue financing proposals until the end of
the pre-rate case workshops. Arthur, BP-22-E-MS-01, at 29. M-S-R findsit troubling
that BPA would impose revenue financing after creating customer expectations—at the
July 28, 2020 workshop—that it would not be imposed underthe Leverage Policy.

Id. at 29-30.

Powerex Corp. (Powerex) expresses concern that, “[i]n contrast to the
anticipated and collaborative publicprocess,” BPA provided “little opportunity for
customer engagement or exploration of long-term solutions” by first proposing revenue

financingat the last pre-rate case workshop. Opatrny, BP-22-E-PX-01, at 7.
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Joint Party 03 (JP03) argues that inadequate process denied partiesthe
opportunity to adequately analyze the issues, discuss alternatives, and discuss customer
feedback. Kesteret al., BP-22-E-JP03-01, at 4.

Other partiesraised similarconcerns. Gray & Mendonca, BP-22-E-PN-01, at 6;
Andersenet al., BP-22-E-WG-01, at 5-6; Deen & Linn, BP-22-E-PP-01, at 2-3. The Public
Power Council (PPC) noted that despite pre-rate case workshops starting in October of
2019, BPA did not provide customers notice of its proposal until September 29, 2020.
Deen & Linn, BP-22-E-PP-01, at 3. The general sentiment from these partiesis that BPA
should not continue withits revenue finance proposals until this process can occur and
a comprehensive policy that considers otheralternativesis established. Andersenetal.,
BP-22-E-WG-01, at 5-6; Stratman, BP-22-E-NR-01, at 16, 21; Gray & Mendonca, BP-22-E-
PN-01, at 12.

How do you respond to these concerns as they relate to the Power revenue financing
proposal?

We acknowledge that the pre-rate case process that led to the current proposal was
shorter and less robust than what BPA typically uses before making a proposal for
Power. The timing of the pre-rate case discussion of our Power revenue financing
proposal was due to the fact that the unanticipated prospect for a rate decrease was
not known until later in the pre-rate case workshop process. Certainly, had we known
about that decrease in Powerrates earlier, we would have incorporated our proposal
for revenue financinginto the workshop schedule and been able to engage in a longer
dialogue with customers. Once it became clear that a rate decrease was possible, BPA
Staff began evaluatingalternatives based on present circumstances, whichincluded the

opportunity to take out lessdebtto benefitfuture rates.
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What about the timing of the discussion of Transmission revenue financing in pre-rate
case workshops?
For Transmission, the September 29, 2020, workshop was the first pre-rate case
meetingthat Staff was ready to presentthe issuesand options after the completion of
internal discussion of near-term borrowing authorityissues. As in previous workshop
procedures, we requested customerfeedback on the Staff recommendation and shared
what we would be proposingin the October customer meeting. As describedin the
Initial Proposal, Staff calibrated the forecast leverage calculation discussedin the July
2020 workshopto betteralign with actuals. These changes resultedin revised
assumptions about revenue financingin Transmission rates under the Leverage Policy
for BP-22. The need for internal analysis and discussion of the issues resulting from the
change in assumptions contributed to the timing of when Staff was able to address the
proposed level of Transmission revenue financingin pre-rate case workshops.
Some parties noted that BPA did not follow its “six step process” for pre-rate case
workshops in reaching its revenue financing proposals. Kester et al., BP-22-E-JP03-01,
at 3-6. For instance, JP0O3 contends “[t]his failure denied parties the opportunity to
adequately analyze the issues, discuss alternatives and discuss customer feedback.” Id.
at4. How do you respond?
We disagree. BPA noted, when describingits workshop process, that “multiple steps
might be addressedina single workshop.” Second Exhibitto Direct Testimony of JP03,
BP-22-E-JP03-03, at 3. The presentation at the September29, 2020, pre-rate case
workshop introduced and described the issue, provided data and analysis, discussed
alternatives and Staff’s proposed solution, and requested comments from customers.
Further, while we value the dialogue with stakeholders, the pre-rate case

process is not a substitute or prerequisite forthe formal proceedings where BPA must
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make actual decisionson the record about its rates. BPA’s Initial Proposal is part of the
nine-month BP-22 rate case process, in which parties are able to seek additional data,
provide comments, and suggest alternatives before the Administrator makes a final
decision based upon the whole record. BPA need not identify anissue and hold pre-rate
case workshops inorder to include that issue withinits Initial Proposal.

NRU agrees that the rate case is a public process, but also notes that BPA traditionally
holds robust public processes prior to the rate case to work with its customers.
Stratman, BP-22-E-NR-01, at 15-16. NRU specifically notes BPA developed its Financial
Plan, FRP, and Leverage Policy entirely, or largely, outside of the rate case. Id. at 16.

The Pacific Northwest Generating Cooperative (PNGC) also recognizes that BPA has
taken certain complex policies through the rate-case process, but only after conducting a
robust process outside of the proceeding. Gray & Mendonca, BP-22-E-PN-01, at 11-12.
How do you respond?

We are not proposinga new long-term policy in or through our proposals for revenue
financing. Therefore, the ideathat a robust policy developmentworkshop process
should have occurred before makingthe revenue financing proposalsin the BP-22 rate
case is inapposite. Our proposal islimited to the facts in thisrate case. Whether each
business line should revenue finance overthe BP-22 rate period, and what amount, isan
issue to be decided based on the record inthis rate case. Both Power and Transmission
have included a certain amount of revenue financingintheir respective proposalsin
response to each businessline’s current circumstances and financial position. BPA has
already committed to addressingits financial health, including access to capital issues,
sustainable capital fundingapproaches, and other financial health objectives, inanother

forum.
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Powerex cites modifications to Minimum Required Net Revenue (MRNR) as evidence of
“the expediency of putting into place the revenue financing proposal. . ..” Opatrny,
BP-22-E-PX-01, at 7-8. How do you respond?

Modelingis oftenfluid and dynamic. Itis not unusual for repayment studiesand
revenue requirementsto evolve as the Initial Proposal isdeveloped. Thisdoesnot
mean that we are acting hastily. Instead, it is a recognition that there is a degree of
uncertainty and fluidity embeddedin any process, and that Staff needsto be flexible
and responsive to changing assumptionsand results. The change in MRNR cited by
Powerex is evidence of Staff adapting the modelingto a changing assumption. That is,
the change in MRNR in this case is the indicator of the existence of revenue financing.

Lennox et al., BP-22-E-BPA-20, at 5.

Section 3.2: Long-Term Policy

Q

Several parties raised concerns that BPA’s revenue financing proposalwas not guided by
a long-term policy. Please describe their general concerns.

AWEC argues that, because BPA has not adopted a comprehensive, long-term access-to-
capital strategy, BPA cannot demonstrate an appropriate level of revenue financing for
this rate period. Chalier, BP-22-E-AW-01, at 22. AWEC argues that a policy “would help
define whatis appropriate and ‘sound’ in this proceeding.” Id. at 16. Powerex argues
revenue financingis not neededin BP-22 because BPA does not have a policy “designed
specifically tomanage BPA’s limited borrowing authority, nor does it have a policy/rate
mechanism that requiresrevenue financing.” Opatrny, BP-22-E-PX-01, at 4. Snohomish
notes “BPA is conducting a separate process outside the rate case to discuss additional
measures to address the Agency’s debt-managementchallenges [and] Snohomish views

these upcoming discussions as an opportunity to develop a framework that setsa level
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of revenue financing that accomplishes Transmissions’ long-ter[m] goals.” Morrison &
Hunter, BP-22-E-SN-01, at 4.

NRU argues that BPA’s financial health “should be governed by thoughtful, well-
vetted policy that has beendevelopedina publicprocess, is supported by robust
analytics and is developedinthe context of other existing policies and practices.”
Stratman, BP-22-E-NR-01, at 5. NRU states, “[i]tis inappropriate, risky and sets bad
precedentto make ad hoc decisionsto include revenue financingin rates without the
guidance of an established and well-vetted policy.” Id. M-S-R states, “[i]t seemsto me
that the policy should be addressed before BPA seeks to impose significant revenue
financingon customers.” Arthur, BP-22-E-MS-01, at 18. JointParty 01 (JPO1) and the
Calpine Corp. (Calpine) note that “while BPA has formally adopted a Financial Reserves
Policy (to manage its financial reserves) and a Leverage Policy (to manage its debt-to-
asset ratio), BPA has not formally adopted any policy related to management of its
borrowing authority between specificbusiness units.” Tilghman & Goggin, BP-22-E-
JP01-01, at 63; Smith, BP-22-E-CP-01, at 1.

Do you agree with the parties’ comments that it was necessary for BPA to develop a
policy on access to capital before making the revenue financing proposals?

No. While BPA has placed an emphasisin recent years on the development of policies
to guide Agency financial decisions consistent with the 2018 Financial Plan, nothing
requiresthe establishmentof a policy before taking rate action. As with any business,
BPA must have flexibility to adjust to changing circumstances. SometimesBPAis able to
propose takingan action along with developinga policy to guide how and when future
rates should also take similaractions. The FRP isan example of such a policy. In other
instances, BPA may take a one-time action that has both long-and short-term benefits

based on what is known at that time. Either way, BPA needs flexibility to choose which
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path makes the most sense. Based on current circumstances, it isappropriate to
introduce our revenue financing proposalsin this case withoutan established policy.
Powerex argues that BPA’s access to capital issues require discussions with customers
regarding long-term solutions, and that “BPA does notappear to have a defined plan to
address its capital concerns.” Opatrny, BP-22-E-PX-01, at 8-9. Other parties raise similar
concerns, contending that BPA should first develop a policy, and then consider
alternatives, like revenue financing. Chalier, BP-22-E-AW-01, at 6-8; Deen & Linn, BP-22-
E-PP-01, at 12; Andersen et al., BP-22-E-WG-01, at 10-11; Morrison et al., BP-22-E-
JP02-01, at 8; Stratman, BP-22-E-NR-01, at 10-11. How do you respond?

The 2018 Financial Plan, as didits two predecessors, identifies access to capital as an
Agency priority. The 2018 Financial Plan also establishes agoal of maintaining

$1.5 billioninavailable borrowingauthority, but it provides little detail about achieving
those objectives. We acknowledge that the dual revenue financing proposalsin this
proceeding could have been aided by a long-term policy that addresses those details.
We heard from customers that they would like to be part of the discussionto address
the capital concerns. We agree that thereis value in collaborating with customers and
plan to have that long-term discussion after the BP-22 rate proceeding. That does not
suggest, however, that we lack a defined objective orsound basis for taking action in
this rate period. The facts of this case provide the urgency and opportunity to take
actions in thisrate period.

The specificaction we can take to achieve this objective forboth businesslinesis
simple:incurlessdebt. How we fold this action into a broad-sweepingstrategy on
access to capital, deleveraging, and the other financial issues facing BPA would require a
much broader (and longer) conversation. We are supportive of having those

conversations, but we do not think that means we cannot take measured steps now. To
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put it simply, no matter what policy, plan, or criteria BPA may ultimately adopt on the
broader financial issues facing the agency in a separate process, we do not see how
decidingto take out less debt today would in any way be contrary to that policy or plan.
Indeed, our proposals generally support the purposes of the Financial Plan, e.g.,
strengtheningfinancial health by improving the balance sheet which reducesinterest
expense, provides financial flexibility, and supports a strong credit rating.

Has BPA historically taken debt managementactions without a long-term policy?

Yes. BPA does not have a policy on debt management. Nonetheless, BPA frequently
takes debt management and debt financing actions without formal policy guidance.
Since the late 1990s, BPA has worked successfully with Energy Northwest (EN) on efforts
to refinance EN bondsto reduce interest expense (e.g., Accelerated Front-end Savings
and Regional Cooperation Debt (RCD) or to extend access to U.S. Treasury borrowing
authority (e.g., Debt Optimization/Debt Service Reassignment and Regional Cooperation
Debt phase 2 (RCD2)). BPA embarked on a Power prepay program that generated over
$300 milliontofinance capital investments. Transmission’s cost structure includes over
S$1 billion of lease-financed assets. Powerand Transmission rates have both occasionally
included revenue financing. Transmission rates from 2006 through 2017 included the
use of current financial reserves to finance capital investments. All of these efforts were
completed on a case-by-case basis, without a formal policy in place.

Does this mean BPA is opposed to establishing a policy later that will account for any
revenue financing adopted in this proceeding and other actions the business lines have
taken previously to support BPA’s long-term financial health?

No. We intend to have a more robust discussion with stakeholders outside of the rate
case on the broader question of BPA’s financial health, including access-to-capital

issues, sustainable capital funding approaches, and other financial health objectives.
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Because these are long-termissues, we plan to have the broader financial health and
long-term debt managementdiscussion with customers after the rate case. We
anticipate this process kicking off in the fourth quarter of FY 2021.

NRU, PPC, and PNGC also make suggestions on the topics BPA should consider in its
external access to capital process. Please summarize these positions.

NRU contends that BPA’s access to capital process needsto consider an “all of the
above” strategy. Stratman, BP-22-E-NR-01, at 16. This means lookingat equityissues
betweenthe businesslinestoensure each is supportingthe Agency’s financial health to
meetits resiliency objective. NRU notes that the FRP and the Leverage Policyinclude
substantial efforts to ensuring equitable treatment between the businesslines. The
access-to-capital policy should do so also. /d. NRU and PPC both make a variety of
specificrecommendations for the policy to consider, such as business line capital
spendinglevels, historical and forecast borrowing authority use, and others.

Id. at 16-17; Deen & Linn, BP-22-E-PP-01, at 12-13. PNGC supports PPC’s
recommendations. Gray & Mendonca, BP-22-E-PN-01, at 12. PPCrecommendsthat the
outcome of this policy process should be agreementon a clearly articulated leverage
trajectory for each businessline andthe Agency as a whole, along with the pursuit of an
“all of the above” access to capital strategy within that context. Deen & Linn, BP-22-E-
PP-01, at 13. The Western PublicAgencies Group (WPAG) contends that in any post-
rate case process, the actions and “down payments” power customers have made
through RCD, expensing energy efficiency, and beinga net repayer of borrowing, should
be considered. Andersenet al., BP-22-E-WG-01, at 11.

How do you respond?

The parties identify anumber of helpful suggestions as to what the scope and topics of

the follow-on policy process should consider. We appreciate these suggestionsand
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agree that they cover a wide range of areas that BPA and stakeholders should evaluate
as BPA weighs crafting a broader policy.

PNGC notes that BPA needs to do a “better job” of balancing its concerns and the
concerns of its customers. Gray & Mendonca, BP-22-E-PN-01, at 13. PNGC is deeply
concerned with undertones in BPA’s testimony that it is “running out of money.” Id.
PNGC notes that this is a serious physical and financial risk to the region, and those
problems must be addressed, but BPA’s “opportunistic” proposaldoes not do enough to
holistically evaluate thoselong-term issues. Id.at 13-14. How do you respond?

BPA has never said or implied thatit is “running out of money.” We have said that
borrowing authority is being depleted and that we risk violating the Financial Plan’s limit
to retain $1.5 billion of borrowing authority. This is not the same as “running out of
money.”

Moreover, none of the issues described by BPA are new. BPA has engaged its
customers to address its limited Treasury borrowing authority for decades. The holistic
approach to capital financing has been describedinthree differentfinancial plans (1993,
2007, and 2018) and inmultiple publicworkshops over the decades. The general tools
are no differenttoday than they were inthe 1990s. BPA has beenable to delay, but not

solve, its access-to-capital challenge. We fully expectto continue to address this

challenge with our customers in the future.

Section 4: Equity Considerations

Section 4.1: Intergenerational Equity

The parties raised a number of concerns with the Power and Transmission revenue
financing proposals as it relates to intergenerational equity. Starting from a broader

perspective, what were some common themes you saw in their respective Direct Cases?
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The parties raise two common themesintheir Direct Cases. The firstcommon theme s
the claim that our proposal violates the traditional application of the principle of
intergenerational equity as understood in ratemaking literature. The second theme
guestions our reference to intergenerational equity in the context of preserving
borrowing authority.
Please explain the first theme.
In general, these parties contend that the intergenerational equity principle demands
recoveringthe cost of a long-lived asset overthe asset’s useful life, which ensures that
current and future ratepayers pay commensurate amounts for their use of that asset.
These parties generally claim that our proposal to revenue finance a portion of our
capital assets in this case violates this principle. They argue that it is inequitable for
current ratepayers to pay more for an asset than is justified by theiruse while future
ratepayers will receive the benefit of that asset without the attendant cost. That, as we
understand it, is the “inequity” that our proposal allegedly creates.
How do you respond to this first theme?
First and foremost, we are aware of the intergenerational equity rate making principle
as mentionedinrate making literature —it is one of many considerations that utilities
often consider when settingrates. Other principlesand considerationsinclude revenue
sufficiency, understandability, feasibility, fairness stability, simplicity, efficiency,
effectiveness, and acceptance. It isalso quite well established thatthese widely applied
principlesand considerations can be in competition with each other, which means their
applicationis far from absolute and must be balanced.

Second, the parties’ concerns with intergenerational equity all presume that BPA
has an unconstrained source of borrowing for its capital program or, at the very least, an

absolute way to solve that constraint later. Our testimony recognizesand considers the
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relative limitations and benefits of different financing alternativesin proposing to
revenue finance a portion of BPA’s capital program this rate period.

As we have described extensivelyin our Direct Case, and again in this rebuttal,
BPA is facing serious borrowing authority challengesin the near-termand overthe
longer-term horizon. We believe the situation requiresaction now, rather than waiting
until BP-24 or when we are up against our borrowing authority limit. Once that limitis
reached, BPA may have no choice but to include revenue financing or some similar
mechanismto pay for its capital expenditures. Inall of the parties’ referencesto
intergenerational equity, we have not heard how considerations of “equity” will address
a situationin which BPA has no available borrowing authority to fund capital
expenditures. Nordo we believe it prudentto pinthe financing of our capital program
on the basis of hope for a future “creative solution” which, heretofore, has not been
identified oris uncertain to be implemented by the time we reach the constraint. See
Chalier, BP-22-E-AW-01, at 15. Also, as we explain more fully below, our proposal
preserves borrowingauthority, thereby mitigating a greater inequity to future
ratepayers. The fact that this constraint isnow acute —after years of discussions—
demonstratesthe needto begintaking action.

Third, the parties’ rigid definition of the intergenerational equity principle quickly
unravels when evaluated against the reality of financingassets inthe utility industry and
the recovery of the costs of those assets. Followingthe parties’ logic, to comply with
theirdefinition of intergenerational equity, allassets with a long useful life should be
100-percent debt financed to ensure that the assetis appropriately “paid” by each
generation of ratepayers. Further, the debt would needto be extendedtoits maximum
maturity to match the full useful life of the assets. However, as far as we understand,

most if not all the utilities served by BPA have debt-to-assetratios that are significantly
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lessthan 100 percent. Regardless of the specificfinancial vehicle that causes assets to
be greater than debt, this effectively meansthat utilities are recovering the cost of their
assets overa period shorter than the assets’ useful life. Takentogether, this shows that
application of the intergenerational equity principle in utility asset financing and
ratemaking is, in practice, not as rigid as the parties suggest. In other words, having a
debt-to-assetratiothat is lessthan 100 percent can also be equitable, orat the very
least, unavoidable once other ratemaking objectives are considered and applied.

In your response above, and in your Direct Case, you mention that investor-owned
utilities (I0Us) and public utilities (Publics) do not debt finance 100 percent of their
capital programs, but are not accused of similar intergenerational equity issues. Fisher
et al., BP-22-E-BPA-15, at 20-21. Several parties describe this comparison as inapposite.
Please describe your understanding of these parties’ position.

AWEC contendsthat BPA’s reference to the financingactions of I0Us and Public
customers is inapplicable to BPA. Chalier, BP-22-E-AW-01, at 12. For I0Us, AWEC notes
that these utilities must minimize the capital cost to theircustomers and use equity
financing, whichis equivalenttorevenue financing and is the most expensive form of
capital. /d. 10Us that collect equity for capital will be expectedtoearn an equity return,
which AWEC contends transfers dollars from customers to investors. AWEC contrasts
this situationto BPA. BPA’s healthy equity component helps ensure BPA’s credit rating,
which isalready generally higherthan most IOUs. AWEC asserts that this comparison is,
thus, inappropriate. /d. AWEC grants that most consumer-owned utilities (COUs) have
an elementofrevenue financingin theirrates. /d. However, AWEC notes that for
cooperatives, the beneficiaries of the reserves of the utility are its members, which
receive distributions onan annual basis. /d. at 12-13. AWEC claimsthis is “clearly

differentfromthe situation BPA faces withits customers.” Id. at 13. As for
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municipalities and peoples’ utility districts (PUDs), AWEC claims these entities are
political subdivisions and are held accountable by its members through the utility’s
governance structure. Id. This, AWEC claims, shows “there is no meaningful analogy to
BPA’s revenue financingscenario.” Id. AWEC contends comparison to other entitiesis
“inapt,” and inclusion of revenue financingin BPA’s rates must be measured against
BPA’s rate directive to setrates as low as possible consistent with sound business
principles. Id. The PPCmakes similarpoints inits testimony. Deen & Linn, BP-22-E-
PP-01, at 7.

JP03 raises a similarargument and contends that BPA’sreferencesto how other
utilities’ financing processes assign costs and benefits does not establish that BPA’s
proposal is consistent with intergenerational equity. Kesteretal., BP-22-E-JP03-01,
at 18-19. JPO3 also notes that BPA’s survey of other utilities does notinclude other
power marketing administrations (PMAs), which JP0O3 claims BPA did not consider.

Id. at 19.

Do you agree?

This argument is not convincing. Taken at its face value, this argument would imply that
the “consistent with sound business principles” component of BPA’s statutes has no
meaning whatsoevergiven no other businesses are like BPA. AWEC and the PPC
painstakingly evaluate what BPA is not, but provide no evaluation for what BPA is. If
BPA is not to evaluate sound business principlesin comparisonto other electric-power
utilities co-located inthe Pacific Northwest, it’s hard to imagine the source of those
business principles. Itisimminently reasonable and consistent with sound business
principlesfor BPA to considerits financing practices in comparison to other utilitiesin
the region. In doing that, we find utilitiesin the region are operating at debt-to-asset

ratios less than 100 percentand, therefore, conclude that theyrecover the costs of
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assets overa period shorter than theiruseful life. Moreover, itisevidentfrom
documents posted by utilities thatit is common for utilities torevenue finance up to

60 percentof their capital programs, a claim uncontested by the parties. If these
utilities can finance their assets with somethinglessthan 100 percent debt, we believe it
is a sound business practice for BPA to do so as well.

JP03’s contention that we should have considered the financing approach used
by other PMAs is also misplaced. Other PMAs have vastly different obligationsand
statutory authoritiesthan BPA. One, the Southeastern Power Administration (SEPA), is
purelya marketingagent for energy produced at U.S. Army Corps of Engineers (Corp)
facilities. Allthree—SEPA, the Southwestern Power Administration (SWPA), and the
Western Area Power Administrations (WAPA) — historically have relied on
appropriationsto fund capital projects. Thus, these entities bearvery little resemblance
to BPA. Nevertheless, evenif thiscomparison were relevant, BPA’s proposal would be
reasonable. Both SWPA and SEPA have notedin publicreports that customer financing
has been used for some capital projectsin theirrespective systems. The Tennessee
Valley Authority (TVA), while nota PMA, uses funds from operations as well as debt to
finance capital investments. Ithas a leverage ratio of approximately 60 percent. Thus,
our proposal to include revenue financingin current rates is appropriate and is not
inconsistent with the practice of other PMAs or federally-chartered entities.

Earlier you mentioned that there were two majorthemes presented in the parties’ Direct
Cases. Please further explain the second major theme.

The second theme questions our reference to intergenerational equity in the context of
preserving borrowingauthority. For example, AWECargues that intergenerational
equityis an established principle of ratemaking that refers to the notion that each

generation usinga utility asset should pay theirfair share of that asset. Chalier, BP-22-
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E-AW-01, at 9-10. AWEC contends that intergenerational equityis not about preserving
a scarce resource, but about ensuring each generation pays its fair share of an asset.

Id. at 10-11. JPO1 and Calpine raise a similarargument, notingitis inappropriate to
apply intergenerational equity “tothe immeasurable and entirely speculative costs and
benefits of the preservation of BPA’s borrowingauthority.” Tilghman & Goggin, BP-22-
E-JP01-01, at 65; Smith, BP-22-E-CP-01, at 1. They argue “BPA’s assertion that the
deferral of borrowing creates benefits forfuture generationsis self-defeating” because
itis not reasonable for current customers to pay for the benefit of future generations.
Tilghman & Goggin, BP-22-E-JP01-01, at 66. Powerex also disagrees with Staff’s
characterization as “inappropriately focus[ing] on spreadingthe benefits of the federal
borrowing authority across multiple generations and miss[ing] the more common
interpretation. . . that those customers who benefit fromthe use of investments should
contribute to the costs of those investments.” Opatrny, BP-22-E-PX-01, at 13. M-S-R
believesthat BPA’s characterization “obfuscates the issue” because, although BPA’s
current borrowing authority is limited, itcouldincrease. Arthur, BP-22-E-MS-01, at 23.
M-S-R argues that “the lack of a current proposal to increase [BPA’s] borrowing
authority does not mean that it is fair for current ratepayers to pay for assets to be used
by future generations of customers.” Id.

What is your response?

We find these objections unpersuasive. Many of the parties that challenged our
application of intergenerational equity fail to recognize the directimpact BPA’s limited
borrowing authority can have on the amount of time BPA would recover the assets’
costs from its customers. Parties myopically conclude that anything less than

100 percent debt financingfails the intergenerational equity principle, butthen

completelyignore the intergenerational impact that would resultif BPA had unmet
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capital needsand no remaining borrowing authority. Intergenerational equity should
considerthe impact on presentand future ratepayers, both of revenue financingand of
deciding not to revenue finance. As discussed above, the parties’ arguments presume
that BPA can forever meet its growing capital needs while maintaining 100 percent debt
financing. BPA’s capital spending projections have shown that this is not the case and
thus the parties are effectively arguingto create a bigger intergenerational problem, as
they definedit, for future rate payers.
In your view, how is intergenerational equity supported by the revenue financing
proposals in this rate period?
In our view, maintaining BPA’s borrowing authority so that it is available for both
current and future rate payersresultsin a more equitable allocation of that resource.
By way of example, Table 1 below shows two hypothetical scenarios for addressing
BPA’s borrowing authority constraint. Scenario A shows an example where BPA waits
until the borrowing authority problem becomes “acute” and then takes action. Scenario
B shows an example of where BPA takes rate action early on and spreads it across
multiple rate periods. In both scenarios, on average, the same amount of revenue
financingis achieved overthe 10-year period.

'_I'_a_[:al_e 1: Two Hypothetical Scenarios for Revenue Financing
Scenario A Yearl Year2 Year3 Year4 Year5 Year 6 Year7 Year 8 Year9 Year10 10-Year Average

Debt Finance % 100% 100% 100% 100% 100% 60% 60% 60% 60% 60% 80%
Revenue Finance % 0% 0% 0% 0% 0% 40% 40% 40% 40% 40% 20%

Scenario B Yearl Year2 Year3 Year4 Year5 Year6 Year7 Year8 Year9 Year10 10-YearAverage
Debt Finance % 80% 80% 80% 80% 80% 80% 80% 80% 80% 80% 80%
Revenue Finance % 20% 20% 20% 20% 20% 20% 20% 20% 20% 20% 20%

The question we ask ourselvesisunderwhich of these scenarios isintergenerational
equity betterrepresented? We believe the answeris Scenario B because it spreads the
rate action across multiple generations of ratepayers. It seemsto us that most of the
partiesare contendingthat Scenario A should be adopted in the hope that “something
BP-22-E-BPA-34
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else” will be decided before the crisis becomes unavoidable (hypothetical year6). While
this may be an expedient way for keeping near-termrates low, it does not strike us as
eitherequitable nora sound business action. Given our history discussingthese issues,
itis unlikelythata solutionwill be identified that does not include revenue financing.
Even if some alternative course is implemented, it may (as was the case of the Leverage
Policy) turn out to be less effective than originally expected. Without “somethingelse,”
ratepayers in hypothetical year 6 face a steepincrease in theirrates for no other reason
than BPA’s inactionin the prior five years. We thinkthat is a less equitable outcome for
that and all future generations.
What other broad policy issues do you see with the parties’ perspective that
intergenerational equity requires BPA to debt finance its capital program for the life of
the assets?
Foundationally, we see the parties’ claimthat we tie specificfinancing decisionstothe
“useful life” of assets as unreasonably constraining BPA’s ability to economically and
efficiently manage the financing of its capital asset program. For alarge capital program
such as BPA’s, intergenerational equity is properly evaluated from the perspective of the
capital portfolioas a whole rather than a focus on individual assets. From a portfolio
perspective, the amount of revenue financing proposed in this proceedingrepresents
only a small percentage of BPA’s total capital expenditures. Some degree of
acceleration or deceleration of cost recovery withinthe period of use for certain assets
does not necessarily mean that rates are inequitable. Itjustreflectsthe reality of
financinga large utility capital program and the availability of more than one source of
financing.

Acceleratingthe recovery of the initial cost of an asset also recognizes a broader

view of the costs of the asset. Maintenance costs of an asset can change dramatically as
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the asset ages, with verylittle spendinginthe early years and significantly more nearer
the end of its life. Acceleratingthe recovery of the initial cost reduces the impact of
other increasing costs, such as maintenance costs, that can occur as assets age.

Furthermore, if intergenerational equity requires BPA to tether the financingand
useful life of an asset togetherto ensure “everyone pays the same” for the asset, then
BPA has no choice in the source and timing of its capital funding. This approach to
financingwould completely disregard sensible business factors such as interestrates,
the timing of bond maturities, and other important financing elements potentially
costing BPA, and thus its customers, millions of dollars. Considera simple example.

Assume BPA needsto purchase a piece of equipment with a useful life of
50 years for $45 million. Suppose the current U.S. Treasury borrowing interestrate is
10 percentfor a 50-year term. Over the 50-year useful life of the asset and financing
period, BPA would incur approximately $225 millionininterest expense for this bond.
Assume also that a shorter term bond for $45 million over 10 years isissued for
5 percent interest, fora total of about $23 millionininterest expense overthe 10-year
financingperiod. If intergenerational equity considerations control decisions—as put
forward by these parties — BPA would not be able to take advantage of the lower
interestrate because futurerate payerswould pay less for that asset. Instead, following
the parties’ logic on intergenerational equity, BPA should pay the high-interest rate debt
so that all generations “pay the same amount” for the same asset, eventhough the
resultinginterest expense to BPA isabout 10 timesthe cost.

Taking the parties’ ideasto itslogical extreme, BPAwould even be precluded
from refinancingits high-interest debt forlow-interest debt wheneverterms of the two
debts do not match the original life of the asset. Obviously, this nonsensical practice is

not what is intended by intergenerational equity, as no utility would be required to
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make such irrational business decisions. The more logical and sound business approach
is what we propose here:that, inaccordance withintergenerational equity, BPAshould
considerthe impact on all generations of ratepayers in exercisingits discretion to make
sound businessdecisions. That discretionincludes makingsound business decisionson
how to finance the capital program —whetherit be through incurring debt (forany
length of time) or financingit with current rates.

The parties also raise specific intergenerational issues with Power’s and Transmission’s
respective revenue financing proposals. Beginning with the Power proposal, what
specific intergenerational issues did the parties raise?

AWEC argues that using up borrowing authority today will not harm future rate payers.
AWEC says BPA's assets have a useful life of 30-50 years. The benefitof the asset will be
spread to all customers who use the asset. Chalier, BP-22-E-AW-01, at 11.

How do you respond?

AWEC appears to misidentify the source of the potential intergenerational inequity that
can arise when BPA’s borrowing authority is abruptly exhausted. We agree that there is
not an inequity with using borrowing authority; rather, the potential intergenerational
inequity resultswhen a future generation needs access to capital that previous
generations exhausted. Our proposal is for BPA to take action now, so that the benefits
of available borrowing authority can be enjoyed by past, current, and future rate payers.
WPAG also raised a specific intergenerational equity argumentregarding Power. What
did they argue?

WPAG contends that our proposal does not follow intergenerational equity because it
does not have a “long-term” planin place to equitably assign revenue financing
responsibilities between currentand future generations. Andersenet al., BP-22-E-

WG-01, at 13. Instead, WPAG claims BPA is proposing to impose an ad hoc $190 million
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of additional revenue financing on the current generation of Power ratepayers because
it can do so withoutraising rates. This requires current ratepayers to pay too much for
these assets, while future ratepayers could nevertruly be made whole because of the
passage of time and “generational churn.” Id. at 13-14. WPAG further contends this
inequity is exacerbated by the fact that current generations of Power customers are
beingcalled to pay more to preserve borrowing authority while the benefit of those
actions are not guaranteedto be available for future Power customers. /d. at 13.
What is your response?

WPAG has rightly identified thatan inter-business line policy on access to capital could
help guide each businessline’s responsibility for managing limited borrowing authority.
This has become increasingly clearas the ramifications of a long-identified problem
becomes more imminent. Ideally, the region would have adopted a long-term policy to
deal with this problem three decades ago whenit was first identified, but unfortunately
we did not. Rather, the region has done what we are proposingto do now —work to
address the issue on a case-by-case basis through actions like lease financing, prepay,
redesignating capital regulatory assets to expense, non-federal debtactions, and
revenue financing. Our proposal aligns with past precedent, though we do agree that a
policy would have been helpfulinthe past and also at this moment.

That said, we do not have a policy to guide us as we face an access to capital
problem that could hitus in earnest as early as BP-24. Rather than wait to adopt a
policy and allow the potential BP-24 problem to worsen, we propose to maintain the
status quo approach and take mitigating actions based on the opportunities available to
us at the time. In this rate period, the opportunityin front of us is the ability to include
revenue financingin power rates without raising rates. As discussedin Section 4 of

Fisheret al., BP-22-E-BPA-35, this revenue financingalso provides otherimportant
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benefitsto Power. Further, our Power proposal allows planned revenue financingto be
repurposed for liquidity if needed to maintain BPA’s financial reserves.

Said another way, this problemis not new, our proposal to mitigate the problem
alignswith BPA’s past practices, our proposal has an undeniably modestimpact on
customers relative to BP-20 rate levels, and our proposal has the ability to dial itself
back to the extentactual financial performance is worse than forecast.

Let’s move to Transmission. What specific intergenerational equity issues did parties
raise in regards to the Transmission revenue financing proposal?

JPO3 argues that preservingborrowing authority does not support intergenerational
equity because BPA has not demonstrated “the extent, if any, to which depletion of
federal borrowingauthority is unavoidable.” Kesteret al., BP-22-E-JP03-01, at 18.
Therefore, “BPA has not shown that any particular amount of revenue financingin the
BP-22 rate period is consistent with intergenerational equity.” Id. at 19. Second,JP03
asserts that “BPA appears to be proposingto address the great majority of what it
considersto beits near-term debt-capacity gap,” and argues “BPA has not shown that
addressingthe great majority of any near-term debt-capacity gap in BP-22 is consistent
withintergenerational equity.” /d. at 19-20.

How do you respond to JP03’s first argument?

JP03 is correct that BPA’s forecast borrowing authority shortfall is not certain. Forecasts
are always uncertain. The problemis that we will only have certainty whenitis too late
to act. Parties have pointed at a numberof issuesarguing that there is uncertaintyin
the forecast. If theyare correct, the only way to be certain is to wait for the eventto
happen or be so close to it occurring that there is no way to forestall it.

How do you respond to JP03’s second argument?

We disagree. JP03’s argument seemsto be that BPA should revenue finance equal
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amounts in BP-22 and BP-24 to solve for the borrowing authority shortfall in BP-24.
Such an analysis would be overly simplistic. Itignores the purpose of revenue financing
to address the unsustainable trajectory of Transmission’s reliance on debt, and that the
borrowing authority shortfall will continue to grow larger as Transmission continues to
be a net borrower. Fredrickson et al., BP-22-E-BPA-36, addresses the reasonableness of
$45 million peryearin light of various considerations and potential alternativesto
revenue financing.

What additional concerns did parties raise with the Transmission revenue financing
proposal?

JPO1 and Calpine argue “[t]he use of revenue financing creates measurable,
inappropriate, and discriminatory intergenerational inequities.” Tilghman & Goggin,
BP-22-E-JP01-01, at 62; Smith, BP-22-E-CP-01, at 1. JPO1 and Calpine describe BPA’s
proposal as essentially amethod to generate excessrevenue inorder to fundlong-lived
capital investments directly from ratepayers through rate increases. Tilghman &
Goggin, BP-22-E-JP01-01, at 62-63. They argue this isinequitable because future
customers obtain the benefits of long-term capital investments without sharingany of
the costs. /d. at 64-65. Thisinequityis “measurable” as is the difference betweena
revenue requirementincluding revenue financingand one with debt-financed principal
and interestand operations and maintenance (O&M). /d. at 65.

Powerex argues that BPA’s proposal violates the intergenerational equity
principle because revenue financing resultsin collecting costs from customers who may
not get the benefitof the assets they are funding. Opatrny, BP-22-E-PX-01, at 12. M-S-R
definesintergenerational equity as “the ratemaking principle thateach generation of

customers should fund the portion of assets they utilize.” Arthur, BP-22-E-MS-01, at 22.
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How do you respond?
These arguments fall within the first “general theme” that we address near the
beginning of this Section 4.1.

We also disagree with JP01’s and Calpine’sargumentthat BPA’s proposal isa
method to generate excessrevenue. Revenue financingis a capital-financing decision.
Revenue financing has always been a potential tool for financing capital investments,
evenif BPA has not used it extensively. Moreover, until recently, it was an expected
tool inimplementing BPA’s efforts to deleverage the Transmission business line through
the Leverage Policy. Prior borrowing authority analysis assumed revenue financingin
Transmission rates as large as $135 millionto $200 million peryear to achieve the
Leverage Policy’s mid-term and long-term targets, beginningin BP-22. Finally, aswe
noted earlier, revenue financingis used by other utilities.

As discussed above, intergenerational equity should look at the capital portfolio
as a whole. Revenue financingdoes not occur in isolation. Itis donein conjunction with
debtissuancesand debt repayment. For BPA, this means considering how highly the
Agency and the business unitsare leveraged, i.e., comparing debtto assets. BPA’s
strategic and financial plans identify mid- and long-term targets for leverage ratios.

The mid-termtarget is to keep the business unitratios in the 75-85 percent range.
The Initial Proposal finds Transmission with a forecast ratio of 77.12 percent at the end
of the BP-22 rate period. From that perspective, keeping Transmission’s debt portfolio

withinthe desired range helps address intergenerational equity concerns.

Section 4.2: Inter-Business Line Equity

Several parties contend BPA is not considering “inter-business line equity.” What does

the term “inter-business line equity” mean?
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The phrase “inter-business line equity” generally referstoa consideration of how a BPA
action or policy affects Power rates (and customers) and Transmission rates (and
customers). This equity consideration arises because not all Transmission customers are
Powercustomers, and so the way a proposed action affects those different customer
groups is a considerationin taking that action.

Are Power and Transmission customers aligned on their inter-business line equity
arguments?

In general, no. Power customers generally contend Transmission should be responsible
for the bulk of any revenue financingthat BPA proposes, while Transmission customers
note that borrowing authority isa shared resource and addressing any shortfall should
be shared between the businesslines.

Beginning with the Power parties, what inter-business line equity issues did they argue
exist regarding the proposal to include revenue financing in power rates?

WPAG argues BPA did not take into account inter-businessline equity when developing
its proposal. Andersenet al., BP-22-E-WG-01, at 9. WPAG argues this is important
because Power customers are already providing support to BPA’s borrowing authority
through a series of actions, such as expensingenergy efficiency, conducting RCD and
RCD2, and being a net-repayerof borrowingauthority. /d. at 11-12. In contrast,

WPAG notesthat from FY 2020-2030, Transmission will be a net borrower from the

U.S. Treasury for approximately $3 billion, andis on a path to consume all borrowing
authority by 2037. Id.at 7. WPAG further notesthat for every S1 of net repaid debt by
Power, Transmission borrows $2. /d. at 12. If any revenue financingis needed, WPAG
argues “it needsto be focused on Transmission Services.” Id. at 15. WPAG contends

that BPA’s omission of a discussion of inter-business line equity is a “fatal flaw.” Id. at 9.
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AWEC makes a similarargument, notingit is highly questionable to have power
customers pay to relieve an access-to-capital problemthat has been exacerbated by
Transmission debt management. Chalier, BP-22-E-AW-01, at 14-15.

What is your response?

We disagree that inter-businesslineequity concerns require a modificationto our
proposal. As we stated earlier, the benefits of this proposal to Power rates go beyond
simply replenishingscarce borrowing authority. Notincurringdebt has multiple benefits
to Power, which we describedin Section 2 of Fisheret al., BP-22-E-BPA-35. Most
importantly, those benefits can be achieved withoutincurring additional rate pressure.
We think those facts alone explain why inter-business line equity considerations would
not cause BPA to abandon its proposal.

This is not to say that we are ignoringthe concerns parties are raising. Power
certainly does have an interestin maintaining borrowing authority for the Agency and
how each businessline contributes to supporting that authority isan importantissue.
This follows from the fact that U.S. Treasury borrowing authorityis an Agency resource.
Both business units use it and both benefitfromits existence. Asdiscussed earlier,
Powerrates rely on the availability of the $750 million Treasury Note (which comes from
borrowing authority) for liquidity. If BPA’s borrowing authority is exhausted — no matter
the reason — there would be significant financial repercussions to both business lines.
Thus, having Power contribute to the availability of that resource is reasonable.

Are there other ways Power benefits from the availability of borrowing authority ?

Yes. Power benefits fromthe availability of borrowingauthority in that unencumbered
borrowing authority is of interestto credit-ratingagencies when they assess BPA’s credit
worthiness— whichis measured on an agency basis, not by business unit— prior to EN

bond transactions. There are $3.5 billion of such bond transactions within RCD2,
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plannedthrough 2030, that will directly benefit Power. Additionally, BPAand EN
regularly enter into bond transactions to fund capital projects at the Columbia
Generating Station (CGS), for fuel purchases and to refinance existingbonds to take
advantage of interestrate savings. Depleted borrowingauthority would jeopardize
BPA’s creditrating and potentially reduce the benefits of these upcoming bond
transactions. Furthermore, revenue financingdirectly supports BPA’s efforts to reduce
and manage leverage, as measured by the debt-to-assetratio. Less debtresultsinan
improved balance sheet, which produces concomitant benefits on the income
statementin the form of lowerinterest costs for years to come.

PPC mentions that Power is including $95 million in revenue financing, which is almost
21 percent of the Power capital program, while at the same time Power is an overall net
repayer of debt, is not contributing to the consumption of borrowing authority, and will
pay off almost S1 billion in borrowing authority by 2031. Deen & Linn, BP-22-E-PP-01,

at 8-9. PPC contrasts these facts to Transmission, which is the primary user of borrowing
authority and is expected to continue to be so for the next 10 years. Id. at 7. Yet, BPA
proposes to only require Transmission to revenue finance 545 million, which is 8 percent
of Transmission’s capital program. Id. at 9. PPC argues this approach is not consistent
with inter-business line equity or cost causation. Id. at 6-7. How do you respond?

PPC’s comparison focuses on the relationship between the respective revenue financing
proposals as a percentage of each business unit’s capital program. However, this
comparison is misplaced. As stated above, the reasonsthat each business has proposed
to take action in relation to these issuesin BP-22 are somewhat different. Power’s
revenue financingis a function of what, as we describe in Fisheret al., BP-22-E-BPA-35,
Powercan afford. We describe in that testimony how the $95 millionis affordable so

far as it maintains a flatbase Power rate.
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Transmission’s revenue financing proposal, however, isfounded on a different
starting point. Transmissionis facing a rate increase independent of the revenue
financing proposal, but alsois more likely to be impacted by the near-term borrowing
authority constraint. As a result, the Transmission revenue financing proposal is for a
specificamount, rather than beingconditional. Thus, itis not appropriate to try to
calibrate the two proposals against each other. We are explicitly not proposingsuch an
approach, nor are we determininga long-term policy in this rate period.

Fundamentally, as discussed above, our proposals are not intended to assign
relative responsibility for long-term management of borrowing authority. Instead,
following historical practice, each business line’s proposal is based on the unique
circumstances facing that businessline.

BPA notes that Power may become a net consumer of borrowing authority in 2031.
AWEC, however, contends that BPA has not provided sufficient analysis or
documentation to demonstrate Power’s need. Chalier, BP-22-E-AW-01, at 15. How do
you respond?

BPA noted that starting in 2031, while still beinga net debtrepayer overall, Power will
become a net consumer of borrowingauthority. Beginningin 2031, Power’s debt
repayment focus switches from repayment of Federal debtto payment of the non-
Federal debt that will be extended intothe 2031-to-2044 timeframe underthe RCD2
program. This highlights that all forms of non-Federal tools for borrowing authority
replenishmentare temporary in nature, pushing the borrowing authority problemoutin
time but not resolvingthe issue. Moreover, BPA followed its standard process for
conducting its borrowingauthority analysis, which included incorporatingall currently

planned access to capital toolsand forecasted capital spending (borrowing) and
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repaymentlevels. Asdiscussed above, Power benefits from the availability of borrowing
authority.

NRU, WPAG, and PPC note that without a guiding policy in place, there is no assurance
that the investment power customers make in BP-22 would have any impact on Power’s
future ability to access capital. Stratman, BP-22-E-NR-01, at 20; Andersen et al., BP-22-
E-WG-01, at 10; Deen & Linn, BP-22-E-PP-01, at 9. What do they mean?

NRU argues that BPA’s borrowing authorityis used up on a “first-come, first-served”
basis. Based on projections, NRU notes that it appears Transmission will consume the
borrowing authority freed-up by Power. Stratman, BP-22-E-NR-01, at 20-21. NRU
argues it is “fundamentally inequitable” to expect power customers to directly fund
restoration of borrowing authority without commensurate ability to use that borrowing
authority inthe future. /d. at 20. WPAG raisesa similarargument inits testimony,
noting itis “manifestlyinequitable and inconsistent with cost causation principlesto
require Power Servicesto pay $190 millioninrevenue financingjustso Transmission
Servicescan borrow an additional $190 million.” Andersen et al., BP-22-E-WG-01, at 10.
WPAG argues that it is unreasonable to ask power customers to do more to preserve
borrowing, only to have the fruit of that sacrifice consumed by Transmission Services.
Id. at 12. PPC makes a similarpoint inits testimony. Deen & Linn, BP-22-E-PP-01, at 9.
How do you respond?

As stated earlier, NRU, WPAG, and PPC have identified along-standing problem for
which BPA has no policy to guideits solution—namely that BPA has shared, limited
borrowing authority and two different business lines that have historically used and
replenisheditindifferent ways. To date, BPA’s past practice has been to address this
problemon a case-by-case basis consistent with the opportunities that arise. This case-

by-case approach is consistent with our BP-22 proposal.
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Both NRU and PPCidentify historical actions that BPA has taken to help mitigate
BPA’s access-to-capital problem, such as RCD2, expensing energy efficiency, and others,
all of which were decided withoutan inter-businessline policy. Stratman, BP-22-E-
NR-01, at 17-18; and Deen & Linn, BP-22-E-PP-01, at 8. We see no reason why BP-22
actions that support the availability of [imited borrowing authority cannot be made
withouta policy whereas all previous actions that also impacted available borrowing
authority could be made without a policy. Having said that, we do appreciate and
support NRU and PPC suggestions that previous actions be considered as BPA
establishesitslong-term policy. Consistentwith that support and past practice, we also
wouldinclude the actions we propose to take in BP-22.
Turning now to the Transmission customers, whatinter-business line concerns did they
raise with regard to the Transmission revenue financing proposal?
JP03 argues that it isarbitrary and unfair for BPA to assume “in estimatingthe rate
impact from revenue financing that any borrowing authority shortfall would be
remedied by transmissionrevenue financingalone.” Kesteret al., BP-22-E-JP03-01,
at 10. JPO3 notesthat both Powerand Transmission have substantial outstanding and
projected Federal borrowing, and that Power reliesonthe U.S. Treasury to meet its TPP.
Id. at 10-12.
How do yourespond?
Although BPA has not established how much each businessline should contribute to
solvingthe borrowingauthority shortfall in BP-24, there can be little question that
Transmission will be responsible forsome portion of it. As described throughout our
testimony, Transmissionis a net borrower of agency borrowingauthority and may see
a significant constraint on its ability to use that authority in BP-24 even with the rate

action we propose here. Absentsome near-termactions, fundingfor Transmission’s
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capital program will likely have to be supplemented from some other source in BP-24.
Giventhe near-term impact, itis prudent for Transmission to make moderate stepsto
address the shortfall, leavingroom for further discussions and alternative tools, evenif
we have not determined the business lines’ relative responsibility for managing
borrowing authority. Taken together, we fail to see how having Transmission customers
contribute to solve a problemthat directly affects their primary source of capital
fundingviolatesinter-businessline equity.

JPO3 is also incorrect in suggesting that Power issomehow not supporting the
joint Agency need for borrowing authority. Power has proposed to revenue finance
$95 millionayear. To be clear, the reason we believe thisamountis appropriate for
Poweris not tied to Power’s responsibility for solving the near-term shortfall; rather, as
described above, other important policy considerations are driving that decision,
includingthe ability to revenue finance and maintain flat Power rates (without
sacrificingliquidity). Nonetheless, both business lines are proposingto include revenue
financingin rates for this rate period, and any actual revenue financingachieved during
the rate period will reduce the near-term shortfall. How these contributions are
reflectedina long-term policy on relative responsibility for managing borrowing
authority could be a topic during our discussions after the rate case.
JP0O3 also argues that, “[ilnasmuch as both BPA power and transmission customers seem
likely to be exposed to current financial strain as a result of the wildfires and COVID-18,
the disparate proposed power rate increase (zero) and transmission rate increase
(11.6 percent) appearinequitable.” Id. at 16-17. How do you respond?
JP03’s comparison of Powerand Transmission rates is inapt. The costs and revenues
that go into Powerrates are fundamentally differentthan the cost and revenues that go

into Transmission rates. For example, almost half of the Transmission rate increase is
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due to the expiration of the BP-20 rate settlement, in which BPA used an average of

$55 million of financial reserves to offset operating expenses. To state that these rates
should, in some way, be “equitable” in comparison to each other suggests that BPA
shouldignore its well-established methods of setting Power and Transmission rates and
adopt a wholly unknown methodology of cost recovery. As far as we know, there is no
statutory or sound businessreasonto tie the level of either Powerrates to Transmission
rates nor Transmission rates to Power rates.

Indeed, as history has shown, the rate changes by businessline are a function of
each businesslines’ cost and do not move in tandem. In the current rate case, Power
rates are not proposedto change while Transmission’s are proposed to increase.
Conversely, in BP-18, Transmission’s rate were roughly flat while Power’s rates were
increasing. See Administrator’s Final Record of Decision, BP-18-A-04, at P-1. During
BP-18, there were no callsfrom transmission customersto equitably reduce Power’s
rates. Insofar as equityinthe level of Powerand Transmission rate increases did not
require BPA to depart from its normal ratemaking considerationin BP-18, it similarly
follows that equity does not require a departure here.

Does this conclude your testimony?

Yes.
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