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2.  BACKGROUND

A. General Conservation Assets including Legacy Conservation

BPA’s capitalization policy for conservation assets has been developed based on BPA’s unique legislative authority contained in the Pacific Northwest Electric Power Planning and Conservation Act of 1980 (Northwest Power Act or Regional Act) rather than following the industry standard.  The industry standard at the time that BPA began capitalizing conservation costs in 1982 was to expense in the current year any costs associated with conservation.  That remains the general standard today with a slow trend in the industry to allow recovery of some conservation measures over their period of benefit.

BPA, however, has been able to capitalize a significant percentage of its legacy conservation costs based solely on the recognition of BPA as a “Rate Regulated Utility” with the ability to capitalize intangible asset costs since those costs will be recovered in future rates.  These assets are treated differently than transmission assets and are recognized as intangible assets on our financial statements.  BPA’s current policy is to capitalize some conservation costs over a 20-year period, which is the composite life of the conservation measures being capitalized.  Because cost recovery was sought through future rates, future economic benefit was assumed, and the costs could be capitalized under Generally Accepted Accounting Principles (GAAP) {FAS 71 – “Accounting for the Effects of Certain Types of Regulation” which specifically address regulation created assets}.

B. Conservation Augmentation Assets

Conservation Augmentation (ConAug) is the conservation component of BPA's system augmentation effort to acquire additional aMW of power supply needed due to expected Subscription contract loads in excess of the currently available BPA resource supply for the 2002-2006 rate period.  Although BPA will make short-term market purchases to cover the majority of this projected new demand, this activity is a resource acquisition effort to purchase conservation measures to reduce BPA's load obligation.

Costs under this program are to be capitalized according to the methodology established and about which testimony was provided in the 2000 Power Rate Case.  This methodology differs from that used for BPA’s other conservation assets.

3.  PURPOSE OF THIS POLICY

The purpose of this policy is to guide BPA Managers and staff in determining whether to capitalize or expense Energy Conservation Project and Conservation Augmentation costs funded by BPA.

4.  DEFINITIONS

A. Energy Efficiency Legacy Conservation – Conservation activities that began during BPA’s major conservation acquisition efforts following implementation of the Regional Act and which had activities that carried over into the period during which Market Development activities were being developed and offered.

B. Energy Conservation Measure (ECM) – A specific action or installed device that saves energy.

C. Energy Savings – The amount of energy that is saved by implementing or installing an action or device that results in the consumption of less energy than the action that was previously followed or the device previously installed or that which would have been followed or installed had the normal or standard practice been followed.

D. Market Development – Energy efficiency activities that began following the end of new activities under BPA’s Legacy Conservation programs.  These activities encourage the development of energy efficiency programs and practices within the region but minus the funding for incentives provided under the Legacy Conservation efforts.

E. Rate Case Period (for Conservation Augmentation) – The ten-year period from October 1, 2001, through September 30, 2011.

5.  POLICY

All BPA organizations and individuals shall adhere to the following policy regarding Energy Conservation Project and Conservation Augmentation Accounting.

A. General Conservation Assets including Legacy Conservation

(1) BPA’s current policy for distinguishing between Capital and Expense conservation costs is based on the nature of the transaction and whether a future benefit will be derived.

a. When a measurable future benefit that is longer than one year exists for BPA, the transaction is classified as capital.  In other words, costs may be capitalized if an energy conservation measure is paid for at the time of installation but energy savings (future benefit) will continue to occur for some time in the future longer than one year.

b. When no measurable future benefit is identified or if the benefit is realized for less than a one-year period, the transaction is considered an expense.  Likewise, should payments be made only for the energy savings achieved in the year that the payment is made, and then the costs will be expensed.

(2) Guidelines

a. In general, costs incurred under an Energy Conservation project will be expensed.

b. Costs incurred under most current Energy Conservation projects do not meet the tests necessary to be classified as capital assets as described below.

The decision to capitalize or expense a cost is based on the nature of the transaction.  There must be a determination of a derived future economic benefit that is measurable before a cost can be capitalized.  Additionally, to be classified as capital assets, costs must also meet the tests described under the FY 2002 Financial Targets package found within the BPA Budget Handbook, updated July 2001.  There it states that “Capital expenditures (and therefore costs that can be capitalized):

· are acquired for the production of products or services, not for resale.

· are long-term in nature (greater than 1 year).

· allocate expenditures that benefit future periods as assets, rather than treating them as expenses of the current period 

Otherwise costs will be expensed at the time they are incurred.

c. Most capitalized conservation costs are amortized straight line over the composite service lives of the investments, currently 20 years.

d. Rates must have been established to recover the capitalized costs over time before costs can be capitalized.

B. Conservation Augmentation (ConAug) Assets

(1) Capitalization rules for ConAug Program costs, as established by the 2000 Power Rate Case, allow for a maximum amortization period equal to the ten-year Rate Case Period.  Costs shall be set up on an amortization schedule not to exceed the amount of time remaining in the Rate Case Period that runs from October 1, 2001, through September 30, 2011.  This differs from the traditional Legacy Conservation activities where the composite measure life of 20 years is used.  The following also apply:

a. To be classified as a capital expenditure and therefore be eligible to be capitalized, a measure must also meet the capital expenditure requirement that “a measurable future benefit will exist for BPA and the benefit will be acquired for longer than one year.”

b. Costs incurred for ECMs installed at any time during a fiscal year are considered as being installed on the first day of that year and will receive a full year of amortization.

c. When no measurable future benefit is identified or if there is less than one year remaining in the Rate Case Period (ending September 30, 2011), the transaction is considered an expense.

(2) Guidelines

a. Costs incurred for installing an ECM under the ConAug Program on July 1, 2004, where there are 8 years remaining or any time where there is 7 years plus a portion of an 8th year remaining in the Rate Case Period, may be capitalized with an 8-year amortization schedule established (see chart in section c below);

b. Costs incurred on January 15, 2006, meaning that 6 years are remaining on the Rate Case Period may be capitalized with a 6-year amortization schedule; and

c. Chart of Examples:

	Date ECM Installed & Cost Incurred
	Date Rate Case Period Ends
	Length of Amortization Period (Rounded to next whole year)

	October 1, 2001 through September 30, 2002
	September 30, 2011
	10

	October 1, 2002 through September 30, 2003
	September 30, 2011
	9

	October 1, 2003 through September 30, 2004
	September 30, 2011
	8

	October 1, 2004 through September 30, 2005
	September 30, 2011
	7

	October 1, 2005 through September 30, 2006
	September 30, 2011
	6


6.  PROCEDURES

A. General Conservation Assets including Legacy Conservation

(1) For Energy Conservation Projects under Legacy Conservation, costs will continue to adhere to the existing capitalization policy listed under Section 5.A. above.

(2) If the above terms are not met, the costs will be expensed.

B. Conservation Augmentation Assets

(1) Determine if a measurable future benefit will exist for BPA.

(2) If a benefit will exist, follow the guidance under Policy, section 5. B above, rounding any portion of a year to the next higher whole number.

(3) Establish an amortization schedule for the costs incurred, using for the term the number of years remaining in the Rate Case Period that was determined above.

(4) Capitalize the costs per the amortization schedule established.

(5) If no measurable future benefit exists for BPA, or if there is one year or less time remaining in the Rate Case Period, the cost will be expensed.

7.  RESPONSIBILITIES

A. The BPA Vice President, Finance and Chief Financial Officer (CFO) is delegated the authority by the Chief Executive Officer/Administrator to oversee the financial operations of the Agency.  The CFO in turn has delegated certain authorities to the Manager, Financial Operations, to fulfill his/her delegated responsibilities.

B. The Manager, Financial Operations, is delegated the authority by Section 21.5 of the Bonneville Power Administration (BPA) Manual, “to provide, on a BPA-wide basis, those financial management systems, policies, and procedures deemed necessary to keep complete and accurate accounts of operations, including all funds expended and received in connection with acquisition, transmission and sale of electric energy and other BPA services.”

C. BPA Managers are responsible to ensure that the financial policies described in this Energy Conservation Project Accounting Policy are followed by their organizations.

D. BPA Staff are responsible to follow the financial policies described in this Energy Conservation Project Accounting Policy.

8.  OTHER CONSIDERATIONS & REFERENCES

A. FAS 71 – “Accounting for the Effects of Certain Types of Regulation” which specifically address regulation created assets

B. Accounting Operations website: http://webip1/Corporate/DFR/dfro/accounting.htm
9.  REVIEW/UPDATE SCHEDULE

This policy will be reviewed annually no later than the anniversary of the effective date unless conditions dictate that a more frequent review is needed.  The policy will be updated as necessary following each review.
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