Prioritization of Discretionary Capital Investments
Evaluation of Stakeholder Comments (CIR)

	
	Stakeholder comment

	




	 RPG 1
	“All investments should be scrutinized for the highest degree of efficiency and cost savings, and priorities must be made . . . BPA’s Total Economic Value approach does a good job of prioritizing investments to sustain the systems.  In addition, BPA has done a good job supporting capital investments for new transmission service with long-term commitments and new revenues.”
	Prioritization criteria/method

	RPG 2
	“In making its final decision, RNP encourages BPA to consider the potential additional costs of further delaying these investments.  The one benefit of a down economy is that material and labor costs are reduced.”
	Prioritization criteria/method

	NRU 1
	“We urge you to focus on the priorities that have been developed by the Agency, and to not shift the focus of capital spending to accommodate the more politically driven priorities of outside parties.”
	Prioritization criteria/method

	NRU 2
	“While an investment may be important in one part of the Agency, when there is capital scarcity, each major project needs to be measured against the value of investment in other functional areas.  We believe the starting point for a formal methodology should include recognition that there is a likely capital constraint assuming the use of the expected financing tools, and a quantification of the potential bounds of this constraint.  “Mandatory” projects need to fit within the bounds of the constraints.  BPA can propose other mandatory or sustain commitments in excess of the financial constraint, but only with the assumption that the project moving forward is predicated on supplemental funding sources being secured.” 
	Mandatory Vs. discretionary

	NRU 3
	“BPA needs an improved methodology for prioritizing capital spending at the Agency level.  For example, should the methodology allow BPA to assume that it is going to borrow for energy efficiency programs for utilities that would rather do this on their own, instead of making necessary transmission and hydro investments?  An Agency wide view of capital priorities would hopefully get at this distinction, as opposed to the current program by program review.“ 
	Prioritization criteria/method

	NRU 4
	“Presentations by BC Hydro and Seattle City Light during the CIR meetings were interesting.  BPA should also look to other models of how cross agency capital planning is done.  By the next version of CIR we expect that BPA will actually be carrying out the lessons learned from the current review, particularly as it relates to the methodology for prioritization of projects.  It is difficult to comment on one approach or the other until we understand practical applications that could occur in the BPA setting.”
	Prioritization criteria/method

	NRU 5
	“The distinction between “sustain” and “expand” investments is a useful one and the further distinction between mandatory and discretionary is also a useful way of categorizing investments for further review.  There may be a number of instances where the Agency internally defines a commitment as “mandatory” where in hard financial times the customers would question whether the Agency can defer or possibly terminate a commitment.  It will be important here to get a set of generally accepted classification definitions that will be applied to individual investments.”
	Mandatory Vs. discretionary

	NRU 6
	“BPA service to network load needs to take priority.  We don’t know how the PTSA reform issue is going to be resolved, but we are not in favor of scarce capital going to projects are largely used to integrate wind, eat the expense of service to load.”
	Prioritization criteria/method


Note:  This is a compilation of comments from customers and other external stakeholders submitted on at the conclusion of the Capital Investment Review (May 10-11).  This compilation only includes comments that are relevant to designing a methodology and process for prioritizing capital investments.    It does not include comments received on  access to capital, capital  program spending levels, asset strategies, discount rates,  or other topics 

	NRU 7
	“As network Transmission customers of BPA, we are concerned that the CIR documents and related attachments seem to place a disproportionately high emphasis on integration of new non-federal variable output resources, particularly wind projects.  NT customers expect that BPA will emphasize transmission investments necessary for utility customers to serve load.”
	Prioritization criteria/method

	NRU 8 
	“BPA and the Corps have an important pending decision on how to fulfill the requirements of the Willamette Bi-Op.  Certain measures being considered are very expensive capital acquisitions that are not related to power production, the goals of which reportedly can be met by much less expensive actions.  We expect to be consulted on this as BPA moves forward in these deliberations.”
	Process

	SUB 1
	“SUB supports BPA’s efforts to prioritize capital projects at the strategic level, and agrees with the methodology for determining prioritization.  However, once project prioritization has occurred at BPA’s strategic level, SUB would recommend introducing the Capital Plan and implementation plan to stakeholders, particularly BPA customers, and creating a process allowing them to identify project interdependencies.  SUB believes this would allow for more coordinated efforts, and an optimized regional plan.  A collaborative process would allow for stakeholders to leverage BPA projects when interdependencies occur, creating efficiency among the projects, rather than being separate efforts.  This will aid in BPA’s goal of “maximizing the long-term operational and economic value of assets”, for both BPA and its customers.  An example would be work done on BPA facilities at BPA’s Alvey Substation which services transmission needs through the Willamette Valley and Oregon coast.  There are projects that SUB and others may wish to participate in (or add on to since BPA is already in the yard working on a project) to enhance reliability.”
	Prioritization criteria/method

Process

	NW Energy Coalition 1
	“We support continuing the prioritization of capital projects according to the assessed needs of the different program areas, and not to play them against each other.  This is particularly important to maintain consistent progress on meeting all of BPA’s statutory and policy obligations.”
	Prioritization criteria/method


	PPC 1
	In a constrained capital situation, it is critical to achieve prioritization of spending, not just within business units, but across the entire agency.  BPA’s initial proposal for a prioritization mechanism is roughly based on that of BC Hydro.  The BPA proposal is a step in the right direction, but it has a number of areas that could use improvement. ”
	Prioritization criteria/method

	PPC 2
	“First, the implementation of the process is quite slow.  BPA proposed to not implement the prioritization process until March, 2013, and even then only to cover transmission projects and information technology (IT).  Given the front-loading of BPA’s planned capital program, it is evident that much of the planned capital spending will already be underway before the prioritization program is fully implemented.”
	Process

	PPC 3
	“Second, a significant weakness in BPA’s proposed approach is that the proposed prioritization process does not consider the source of capital used to finance the project.  PPC has advocated that scarce federal capital should be spend on reliable and adequate service to preference and Northwest load, and that more commercial and market-oriented investments should utilize other sources of capital, such as third-party financing or joint ownership and investment.  This approach is in keeping with BPA’s statutory duty to operate and maintain the FCRPS, BPA’s primary obligation, and to ensure delivery of power to Northwest customers.

Also, if BPA decides to heavily rely on revenue financing for portions of its capital program, it is inevitable that there will be requests from customers to reexamine the program in light of the rate burden that extensive revenue financing would impose.  It does not help that BPA appears to be trying to create a situation where a decision to extensively revenue finance capital expenditures is presume to be independent of the overall level of capital expenditures.  
	Prioritization criteria/method

	PPC 4
	“Third, BPA should consider the timing of projects in the prioritization process.  If one assumes that projects that have made their way through BPA’s existing capital approval process are desirable, then an issue for prioritization could be when to proceed with each project, as opposed to BPA’s apparent approach of eliminating certain projects when faced with a need to prioritize . . . We believe it would be better to work out an ordering of projects that need to be done, and then work on projects up to the amount of the available capital.  This principle can also be applied to “mandatory” projects, since just because a project is “mandatory” doesn’t necessarily mean that it has a mandatory build-by date.”
	Prioritization criteria/method

	PPC 5
	“Fourth, on a related note, just because something needs to be done does not necessarily remove all flexibility on when the project should be done.  Because on of BPA’s problems is not just the level of planned capital expenditures over the next ten years, but the front-loading of those expenditures into the first five years, looking at opportunities to spread out some of the “mandatory” capital expenditures can reduce the burden of the front-loading.”
	Level , timing of capital program

	PPC 6
	“Fifth, it is critical that BPA narrow and more tightly define the criteria used to declare a project “mandatory”.   Of current planned BPA spending of roughly $9 billion, agency staff has characterized only $1.5 to $3.0 billion of that spending as discretionary, and therefore subject to agency-wide prioritization.  Thus, the majority, and perhaps the large majority of BPA’s capital spending, would not be subject to agency-wide prioritization under BPA’s initial proposal; this renders prioritization a mostly empty exercise.  Capital investments required by applicable regulations and statutes should be considered mandatory once the requirement for the proposed project is well demonstrated.

Investments that are driven by policy choices and voluntary contracts are clearly discretionary.  This discretionary category includes BPA’s Open Access Transmission Tariff, where BPA has chosen to deviate from the FERC pro forma tariff in the area of funding capital improvements ot its transmission system.  It is also includes contracts signed after April 2012, in our opinion, as BPA cannot legitimately sign new contracts containing obligations to invest in transmission or other facilities and then turn around and claim that the choice is mandatory.  We recognize that this may not be the case for contracts signed priority to this spring.

Also, as the Seattle City light representative notes, just because a project is classified as “mandatory” doesn’t mean that it should be exempt from prioritization.  The need to meet a requirement that is in some way “mandatory” does not mean that there might not be alternative ways of meeting the requirements, some more capital-intensive than others.  Part of  the process of prioritization would be to look at alternatives if an objective is really required.  This is an where the inclusion of timing as a prioritization factor would be beneficial.”  
	Mandatory Vs. discretionary

	PPC 7
	“Sixth, the BPA prioritization proposal differs significantly from BC Hydro’s approach in that it uses a value-based evaluation as opposed to the risk-based screen used by BC Hydro.  The difficult questions regarding how value is measured and to whom the value is ascribed may make this BPA approach too difficult and too subjective to effectively rank priorities agency wide.“
	Prioritization criteria/method

	PPC 8
	“Finally, another weakness in BPA’s prioritization proposal is that it doesn’t consider the inevitable over-runs and under-runs when constructing capital projects.  BPA brought the McNary-John Day transmission line to completion under budget, while there are reports that the capital spending on the Willamette BiOp is coming in significantly over budget.  What policies is BPA going to use to adapt their prioritization process to capital over-runs and under-runs?  If the agency is going to treat the limit on its ability to spend capital as a hard constraint, it will need to develop an adaptive mechanism to address how to respond when the actual costs of capital projects inevitably stray from their estimates. 
	Prioritization criteria/method

	PPC 9
	“(Federal) Hydro’s approach to prioritization is very different from BPA’s proposed agency-wide prioritization approach.  Where BPA’s proposed agency-wide approach eschews using timing as a way to prioritize projects, the BPA, Corps and Bureau prioritization approach is all about timing.  Hydro project work is prioritized in rank order.  And, barring something unexpected occurring, the project work is executed in that rank order, up to the amount of capital available.  If the hydro capital budget is cut . . . projects are executed in the same order, only more slowly.  For agency-wide prioritization, BPA needs to work out a prioritization process similar to the process used by the hydro agencies, which reflects the capital constraint that the hydro agencies face.”  
	Prioritization criteria/method

	PPC 10
	“Any decision on Keys (pumped storage project) should be deferred until there is an adequate agency-wide prioritization procedure in place . . . The (decision) cannot be made without reference to BPA’s overall availability of capital, and without considering what capital projects agency-wide should be cut to pay for Keys’ upgrade.”
	Process


	PPC 11
	“The key issue for transmission investment at this time is prioritization.  Customers know very well how critical the transmission system is, and urge BPA to focus its transmission capital program on maintaining the capability and reliability of the transmission system and expanding it to meet Northwest load service needs.  These are core service and reliability issues that should take priority for use of agency capital over the commercial needs of marketers and merchant generators wishing to reach markets and export power at the expense of regional ratepayers.  In this regard, “sustain” projects, which maintain the reliability of the system and continue to provide adequate load service, should take priority over other projects in the allocation of lower cost capital.  And, if they are deemed critical in terms of timing, “sustain” projects should move ahead of “expand” projects in the queue.”
	Prioritization criteria/method


	PPC 12
	“The fish and wildlife area of BPA’s capital spending has a number of issues of concern.  The criteria by which BPA classifies some capital expenditures as “mandatory”, and other capital expenditures as “non-mandatory” is particularly murky in the fish and wildlife area . . .

BPA needs to take a particularly close look at fish and wildlife capital expenditures to more rigorously limit the number of projects defined as “mandatory”.  Even if a project is defined as “mandatory”, scrutiny needs to b e given to whether the proposed project is the most cost-efficient way to meet a mandatory purpose.  More scrutiny also needs to be given to timing of fish and wildlife expenditures.  Even if some of the projects meet mandatory needs, the question of when these projects need to be done remains a key consideration for timing of capital expenditures.”
	Mandatory Vs. discretionary

	PPC 13
	“Given the constraints on the availability of capital to BPA, a hard look needs to be taken at the justification for the corporate capital projects added between the FY 09 and the FY 10 IPRs, at the timing of when facilities improvements need to be made, and at the extent to which these improvements can be delayed.”
	Prioritization criteria/method

	PPC 14
	“In the absence of prepay, the region is not well-served if adequate prioritization methods are dismissed in favor of raising rates, while keeping planned capital spending unchanged.  If BPA’s intention is to fall back on financing a substantial portion of that program through revenue financing, then the entire capital program should be subject to review again at that time.”
	Process

	Flathead  1
	“The capital prioritization that the Corps and Bureau uses for the hydro system seems to be the most  well-developed and implements the concepts of applying a timing flexibility to the potentially “mandatory” capital investments.  It also recognizes, as a starting point, the capital constraint.  This seems like an approach that could be more widely utilized . . .  

The economic value approach that incorporates both BPA’s direct cost and the outage-reduction benefit to customers also seems to have merit, but should be applied to the timing of “mandatory” capital investments instead of just being focused on discretionary items.  Taking most of the items off the table doesn’t lead to a robust agency-wide prioritization. “ 
	Prioritization criteria/method


	PNGC 1
	“We complement BPA for taking on the issue of capital project prioritization.  Developing a method to prioritize BPA’s capital needs is important for the long term regardless of the adequacy or inadequacy of available capital funding.  Ultimately, we think that it is important to prioritize BPA capital spending within the business units and across the agency.  Further, BPA should apply prioritization across all of its capital spending and not limit the approach to discretionary transmission projects and information technology.  We think it is important to establish a sound prioritization methodology and apply it across the capital spending program on an ongoing basis.”
	Process

Prioritization criteria/method

	PNGC 2
	“The approach outlined above (PNGC 1) most likely means that the “mandatory” capital project category should be eliminated.  We are concerned that this category will become a device for protecting capital projects from the prioritization screen.  We don’t recommend that BPA retain the “mandatory” category, however, if BPA does retain the category then additional work is needed to establish strict rules for including a capital project in the mandatory category.  In the alternative, BPA could apply the prioritization criteria to projects in the mandatory category as well.”
	Mandatory Vs. discretionary

	PNGC 3
	“The development of the prioritization methodology is scheduled to take long enough that it will be of limited value for the capital program costs in the IPR leading to the 2014/2015 rate proceedings.”
	Process

	PNGC 4
	“Finally, PNGC Power believes that the development of a prioritization methodology should be continued under the current collaborative effort to ensure that the end result is clear and acceptable to BPA and its customers.”                   
	Process

	ICNU 1
	“Most fundamentally, ICNU is concerned with the relatively low level of planned expenditures that BPA has declared as “discretionary” and therefore subject to significant prioritization . .  . A prioritization process that results in the vast majority of BPA’s capital program as being considered mandatory has limited value to BPA or its customers.”
	Mandatory Vs. discretionary

	ICNU 2
	“For capital prioritization efforts to be effective, BPA must take a harder look at what investments are truly mandated by law or extant contracts and those that are motivated by policy choice.  This isoften a difficult distinction given the competing demands and regulatory governing the Federal Columbia River Power System.  ICNU acknowledges that BPA may now be obligated to make investments in compliance with contracts it has already signed on a discretionary basis.  Going forward, however, it is essential that BPA consider the potential capital impacts of contracts it enters into on a discretionary policy basis.”
	Mandatory Vs. discretionary

	ICNU 3
	“ICNU noted in BPA’s previous workshops that the capital investment priority includes certain nebulous social economic value considerations.  Although attempting to include an economic value such as the social cost of an equipment failure (in terms of lost worker productivity or other measures) may be informative, ICNU is concerned that these types of considerations are too vague and difficult to quantify.  BPA would be better served to prioritize investments that meet reliability and load service obligations at the lowest financial cost and risk to itself and ratepayers.”
	Prioritization criteria/method

	WAPAG 1
	“. . . BPA is also engaged in an aggressive expansion program.  For instance, from FY 2012 through FY 2015, BPA is projected to spend about $800 million on “expand program” transmission projects.  Much of this investment in expansion projects are to accommodate the integration of renewable resources, the vast majority of the output from which is not expected to serve Pacific Northwest load but to instead sink outside the region.  Another example of a capital project that BPA is considering is the potential $200 million to $300 million upgrade of the John W. Keys III Pump Generating Plant to, in part, provide balancing reserves for the wind fleet, the majority of which serves load outside the BPA Balancing Authority and which will provide little or no discernible benefit for BPA ‘s preference customers.  These projects, in part, reflect a capital program that is trying to be all things to all customers.  It is not reflective of a capital program that is focused on meeting BPA’s core mission of providing adequate, reliable and low-cost power to the Pacific Northwest.”
	Prioritization criteria/method

	WAPAG 2
	“BPA should evaluate a 20% reduction in spending levels for each year during the next 10-year period.  In making this evaluation, BPA should look at cuts to both its sustain and expand capital projects.  Show customers what a cut at that level would look like, and then engage with them in a serious discussion on how to prioritize the capital budget with the objective of restoring some the cuts to achieve an overall target reduction of 15%.”  
	Level of capital program


	WAPAG 3
	“Appoint preference customer representatives to BPA’s Capital Allocation Board (CAB) . . . the representatives should be selected by the preference customers.  This will give the Administrator and other CAB members the perspective on capital projects they are ranking from those who will ultimately pay for those projects.  It will also allow preference customers to develop a collection of staff that will have a knowledge base comparable tot hat of their BPA counterparts.  This, in turn, will allow them to engage in capital spending discussions as equals and not simply as an audience, creating an overall better process.”
	Process

	WAPAG 4
	“Capital projects should be evaluated and priority should be given in accordance with BPA’s core statutory responsibilities.  BPA is obligated under its organic statues to act “in accordance with sound business principles”, “maintain the electrical stability and electrical reliability of the Federal system”, and encourage “the widest possible diversified use of electric power at the lowest possible rates to consumers consistent with sound business principles.”  Rather than focusing directly on total economic benefits, BPA’s proposed framework should prioritize capital projects in accordance with these statutory standards.  In particular, BPA should give priority to the capital needs required to generate and deliver federal power to preference customers.  This will allow BPA to meet its responsibility to provide the region with an adequate, reliable and low-cost power system.  If BPA meets this objective, it will be the economic engine that Congress intended and economic value to the region will flow from that.”
	Prioritization criteria/method

	WAPAG 5
	“BPA’s consideration of total economic value in prioritization should not conflict with its legal obligations.  Under the proposed framework, BPA proposes to consider the total economic value of proposed projects, including costs and benefits, in their prioritization.  BPA should not consider the economic benefits of proposed projects in instances where the benefits primarily local in nature.  For instance, wind developers often cite to the economic benefits that their projects will have in the local area where they will be located in the form of new jobs and increase local tax revenue. While these are admirable features of these projects, they are considerations that the Ninth Circuit has held cannot be used to justify a BPA action that would otherwise be inconsistent with BPA’s own bet interest.  Accordingly, a prioritization scheme that makes a capital project a priority due to its high total economic benefit, stemming from intense and focused localized benefits (but with little benefit to BPA), over a capital project that has a lower total economic benefits (but with a greater benefit to BPA) may be illegal.  BPA should be careful to not imbue the proposed prioritization framework with such a shortcoming.  Capital projects are added to the federal system, and it is the benefits to that system that should be the primary driver of the economic valuation of capital projects. 
	Prioritization criteria/method


	WAPAG 6
	“Discretionary capital projects that may arise from contracts should be prioritized before they become mandatory.   Under the proposed framework, only projects that are considered discretionary are subject to the priority ranking at the agency level.  The proposed framework defines discretionary projects as those projects that are not considered mandatory.  Mandatory projects are tentatively defined in the framework as investments that a law, appropriations act, regulation, tariff, or contract requires be made.  Mandatory projects are limited to investments that, if not made, will result in non-compliance.

BPA should sync up the timelines of those processes that may result in contracts that obligate BPA to undertake a capital investment with the timelines under the proposed framework.  Otherwise, capital projects may become mandatory through execution of a contract before the CAB can in fact prioritize the project on an agency wide level and determine whether the project should actually be undertaken.  For example, under the Precedent Transmission Service Agreement (PTSA) there may be as many as three opportunities for BPA to exercise its discretion to not undertake a transmission build before the project becomes mandatory . . .”


	Prioritization criteria/method

Process


	WAPAG 7
	“Mandatory projects should be subject to prioritization.  Even though BPA may be bound to make capital investments for mandatory projects at some point in time, the fact remains that all of them are not required to be done simultaneously, and there are varying timing requirements (and relief from timing requirements) that attach to such projects.  Further, the capital requirements of such projects are not uniform.  As a consequence, mandatory projects need to be prioritized to ensure that BPA’s limited borrowing authority is husbanded carefully even for mandatory projects.”  
	Mandatory Vs. discretionary


	WAPAG 8
	“ . . . it is not clear who or how a project will be determined to fall into the mandatory project category, as opposed to the discretionary project category.  Since the CAB should be making prioritization decisions on both mandatory and discretionary projects, it would be make sense that he CAB also make the final d3etermination on whether a particular project falls into the mandatory or discretionary category.  This will provide a single, transparent determination of how particular capital project will be categorized. “
	Process

	Benton 1
	“CAB:  Although only referenced in side comments, this review group sounds as if they are at a senior management level and have the authority to review capital projects from a funding approval perspective before they are approved to go forward. It would be helpful to understand the authority and workings of this group to see how it fits into the management and control process. For example, does the CAB review projects before they are approved and can they deny approval if funding is not available? More visibility of this team’s functioning would be helpful.”


	Process

	Benton 2
	“We agree that cross-functional prioritization of capital projects (requirements) that vie for a common resource must be the standard. With a limit on available capital funding, BPA must emphasize the most valuable capital projects first regardless of the functional area. A full cross-functional prioritization must be implemented applicable to the 2014-2015 rate case and not delayed for several years after the bulk of the capital spending has already taken place.  In the BPA presentations we do not see a common evaluation methodology between functional areas and thus don’t understand how BPA will evaluate across functions.”
	Prioritization criteria/method

	Benton 3
	“The fact that BPA is willing to pursue major projects that require capital funding, Banks Lake Upgrade for instance, is a major failure to manage a limited resource. If BPA feels there is another way to fund the project outside the cross-prioritization process, then why isn’t that funding available for the cross-prioritization review? Even those projects that are fully paid for in advance by third parties, not leased, should go through the cross-prioritization review since they impact availability of BPA resources other than capital funding.”

	Prioritization criteria/method

	Benton 4
	“In the meetings on prioritization of capital projects the term “Mandatory Test” was used to differentiate Sustain and Expand projects from Discretionary projects. There was no real definition of the term or test, but in discussion the test would include just about anything that anyone felt was mandatory, whether or not it is legally or contractually required.  Also, there was no review to determine whether the proposed project could be modified to meet capital funding requirements and still meet the “Mandatory Test”.

A strict definition of “Mandatory Test” is needed and this same definition needs to be applied across all functional areas.”

	Mandatory Vs. discretionary

	Benton 5
	“In the BPA Capital Investment Review meetings, there was an absence of discussion but hint that BPA is fully engaged in reviewing current projects, both in progress and planning. A lot of discussion has taken place on how to manage and what to manage, but the when to manage seems to have been left out. Next spring is too late to start. Billions of dollars will be committed between now and then. All of the projects being implemented now and ongoing should be reviewed in light of the sudden need for external capital funding mechanisms and apparent restriction of borrowing authority.”

	Process


As of:  9/21/2012 
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