SN-03 BPA Data Response

Request No.:
CR-BPA:002

Request:
Witnesses:  Keep, Leathley, and Andrews

Exhibit:      SN-03-E-BPA-04, Page 3, Line 25

Please explain what “FAS 133” is and the nature of the adjustments referred to in this section of the testimony.

Response:  It appears that the correct reference for this question is page 4 of the referenced testimony, rather than page 3.  FAS 133 refers to the Financial Accounting Standard FAS 133, “Accounting for Derivative Instrument and Hedging Activities,” as amended, which BPA adopted on October 1, 2000.  FAS 133 requires that certain forward contracts, that meet the definition of a derivative under the standard, be accounted for on a “mark-to-market” basis.  In other words, they are recorded at fair value (also referred to as mark-to-market) for accounting purposes based on the market value of the contracts as of a particular day – typically the end of the month or quarter.  This is done by making an adjustment to net revenues based on the difference between the fair market value of derivative instruments recorded on the balance sheet and the previous carrying amount of those derivatives.  This mark-to-market adjustment has significant volatility, and can result in values that do not necessarily reflect the settlement or delivery value of the contract.  The referenced section of testimony indicates that the net revenues used for the purposes of FB CRAC, and proposed for SN CRAC, are net revenues prior to the adjustment that reflects the current fair market value of derivative contracts.
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