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Exhibit:  SN-03-E-CR/YA-01, Page 19, lines 24-28

In this section, CRITFC states that capitalizing land and water acquisitions and certain propagation facilities “is appropriate and would lessen the rate effects.”  Please identify which propagation facilities BPA is not planning to capitalize.  Please explain the basis of the determination that capitalization of these objects is appropriate and document your answer.  Please identify other utilities that capitalize fish and wildlife habitat acquisitions and if possible document their justification for doing so.

Response:
The Statement of Financial Accounting Standards (SFAS) 71 allows utilities to capitalize long-lived facilities that produce revenue.  To be capitalized, non-revenue producing facilities (such as those associated with fish and wildlife mitigation) must be identified in the rate case as facilities for which rates will be collected. BPA must also identify facilities to be capitalized in the Executive Budget each year.

Following Section 4(h)(10)(B) of the NW Power Act, “capital facilities” costing more than $1 million and having a useful life exceeding fifteen years must be capitalized.  In the past BPA has defined capital facilities indirectly through its practices.  It has:

· Capitalized the planning and design costs as well as the construction costs;

· Combined costs of several small separate facilities to meet the threshold (e.g., Yakima Phase II Screens); and,

Aggregated costs over several years (i.e., costs less than $1 million in any one year).  

The Executive Budget for FY 2003 summarizes BPA’s intended use of capital borrowing for fish and wildlife:

Bonneville’s fish and wildlife capital program is directed at activities that increase numbers of Columbia River Basin fish and wildlife resources including projects designed to increase juvenile and adult fish passage in tributaries and at mainstem dams, increase fish production and survival through construction of hatchery and acclimation facilities, fish monitoring facilities, and fish habitat enhancement.  Funding is also included for pre-engineering design and studies for new and developing projects.  The priority for capital project funding will focus first on implementing the reasonable and prudent alternatives contained in the NMFS and USFWS Biological Opinions, and second on implementing the Planning Council’s Fish and Wildlife Program…

In addition to a number of specific hatchery and tributary passage programs, the Executive Budget identifies the following facilities that BPA intends to capitalize in FY 2003:

· Construct habitat improvement, passage projects and small irrigation screening projects including development and enhancement of model watersheds.  The design and construction is expected to continue.

· Continue implementation of high priority Endangered Species Act related projects, and activities associated with the USFWS BO and the NMFS BO.

The fish and wildlife managers have developed a definition for BPA capital facilities that is similar to those used by other public agencies, which we shared with BPA. (See attached February 18, 2003 letter to Therese Lamb, BPA-CR-020B.doc)  It is:

Additional borrowing authority made available under this provision [providing $700 million in additional BPA borrowing authority] shall be used to implement the Columbia Basin Fish and Wildlife Program and the 2000 FCRPS Biological Opinion.  Specifically, Bonneville may use its permanent borrowing authority to acquire land and interests in land, water or water rights, and to finance construction of capital facilities and improvements to land including, but not limited to, buildings, roads, culverts, stream bank stabilization, fences, utilities, sewage treatment and discharge, diversion screens and ladders, instream structures, fish propagation facilities, and other tangible improvements.

We recommend that BPA specifically include this definition in the rate case to be clear that it intends to collect revenue from rates to purchase land.  

Based on the above requirements, we identified current BPA-funded fish and wildlife projects that could be capitalized and compared the list with those projects that BPA actually capitalized in FY 2002.  The attached table indicates that, although BPA had the ability to fund $36 million in fish and wildlife capital projects, it chose to capitalize only $5.9 million (see BPA-CR-020A.xls).  

BPA has not yet identified which projects it intends to fund in FY 2003, so it is not possible to identify which facilities it is not planning to capitalize.  However, the attached table lists $81 million in FY 2003 projects that meet the above requirements for capitalization.
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