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CHAPTER 3: REVENUE RECOVERY

3.1 Introduction

3.1.1 Purposeof the Generation Revenue Recovery Study. This Study is a supplement to
the Revenue Requirement Study filed by BPA in support of its 2002 wholesale power ratesin
May 2000 (WP-02-FS-BPA-02). The purpose of this Study isto demonstrate that the revenues
from BPA’s current wholesale power rates (including LB and FB CRACS), as adjusted by the
SN CRAC, are sufficient to recover, in accordance with sound business principles, the Federal
Columbia River Power System (FCRPS) costs associated with the production, acquisition,
marketing, and conservation of electric power. These costsinclude: recovery of the Federal
investment in hydro generation, fish and wildlife recovery, and conservation; Federal agencies
operations and maintenance (O& M) expenses allocated to power; capitalized contract expenses
associated with such non-Federal power suppliers as Energy Northwest; other purchase power
expenses, such as short-term power purchases; power marketing expenses;, cost of transmission
services necessary for the sale and delivery of FCRPS power; and all other generation-related
costsincurred by the Administrator pursuant to law. This Study does not address spending levels

or cost recovery for BPA’s transmission function.

Typically, BPA conducts a current revenue test to determine whether revenues projected from
current rates can meet cost recovery requirements. If the current revenue test indicates that cost
recovery and risk mitigation requirements can be met, current rates could be extended.
However, the provisions of the SN CRAC specify that it is available to the Administrator to
adjust rates if either of the following conditions exist: BPA forecasts a 50 percent or greater
probability that it will nonetheless miss its next payment to Treasury or other creditor, or BPA
has missed a payment to Treasury or has satisfied its obligation to Treasury but has missed a

payment to any other creditor.

SN-03-E-BPA-01
Page 3-1



© 00 ~N oo o s~ w N P

N NN NN N DN P P PR R R R R R
o o0 A WO N P O © 00 N OO 01 W N B O

The“SN Trigger Case” isthe demonstration that the first of these conditions exists. The results
of the SN CRAC trigger were presented in aworkshop prior to the formal process. See
SN-03-PR-01. It istherefore the forecast of missing a Treasury payment, rather than the current

revenue test, that is prompting this SN-03 process.

The proposed SN CRAC is an adjustment to the current wholesale power rates for the fina
3yearsof BPA’s FY 2002-2006 rate period, FY 2004-2006. The cost evaluation period, as
defined by the Federal Energy Regulatory Commission (FERC), is the period extending from the
last year for which historical information is available, through the proposed rate test period. The
cost evaluation period for this rate filing includes FY 2003-2006.

This study outlines the policies, forecasts, assumptions, and cal culations used to revise the total
generation expenses included in the revenue requirements for the May 2000 rate filing. BPA is
adhering to the planned generation amortization paymentsincluded in that filing. Consequently,
repayment studies have a diminished role in these proceedings. The Documentation for this
chapter, SN-03-E-BPA-02, Chapter 3, contains key technical assumptions and calculations, the
results of the generation repayment studies, and a further explanation of the repayment program
and its outputs. Legal requirements related to revenue requirements are summarized in Section 4

of this Chapter.

Consistent with RA 6120.2 and the standards applied by FERC on review of BPA’ srates, the
adequacy of proposed rates must be demonstrated. The revised revenue test demonstrates that
projected revenues from the adjusted power rates will meet cost recovery requirements for the
remainder of the rate test and repayment period. The revised revenuetest is contained in

Section 3 of this Chapter.
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Table 1 summarizes the revised revenue test and shows projected net revenues from proposed

rates over the remaining three years of the 5-year rate period.

Table 3-1

PROJECTED NET REVENUES FROM PROPOSED RATES

($000s)
Fiscal Year Generation
2004 Projected Revenues From 3,217,040
Proposed Rates
Projected Expenses 3,040,679
Net Revenues 176,361
2005 Projected Revenues From
Proposed Rates 3,258,278
Projected Expenses 3,060,661
Net Revenues 197,617
2006 Projected Revenues From
Proposed Rates 3,142,887
Projected Expenses 3,012,561
Net Revenues 130,326
Average Projected Revenues From
FY s 2004- Proposed Rates 3,206,068
2006
Projected Expenses 3,037,967
Net Revenues 168,101
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Table 3-2 shows planned generation amortization payments to the U.S. Treasury during the rate
test period, asfiled in the May 2000 Final Proposal Revenue Requirement Study,
WP-02-FS-BPA-02.

Table 3-2

PLANNED AMORTIZATION PAYMENTSTO U.S. TREASURY
FY 2004-2006
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($0009)
. Annual
Fiscal Year |\ nortization
2004 ! $93,024
2005 $148,319
2006 $126,242
Totd $367,585

! Includes Irrigation Assistance payment of $739 ($000).

3.1.2 Public Involvement Process. BPA conducted a major public review process to examine
BPA’sfinancial challenges and alternatives for addressing them. The objective of the Financial
Choices process was to review BPA’ s expenses and cost structure and consider alternatives
including cost cuts and deferrals to close the net revenue gap and reduce the need for an SN
CRAC rate adjustment. See Section 2 of this Chapter for a chronology of the spending level

development process. The Financial Choices decisions form the basis of the costs in this revenue

recovery study. See Keep, et al., SN-03-E-BPA-04.
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The assumptions on fish and wildlife recovery funding levels that resulted during the
development of the Fish and Wildlife Funding Principles (Principles), which were included in
the May 2000 Final Proposal, have been supplanted by the devel opment of the Action Agency
Implementation Plan. See Keep, et al., SN-03-E-BPA-04. The fish and wildlife funding levels
reflect both the Plan and recommendations from the Northwest Power Planning Council’s

(NWPPC) Fish and Wildlife Program.

3.2  Spending Level Development And Financial Policy

3.2.1 Development Processfor Spending Levels

3.2.1.1 Spending L evelsin the May 2000 Proposal. The development of spending levels
reflected in the May 2000 Proposal revenue requirement was largely driven by the Regional Cost
Review (Cost Review), areview of FCRPS costs launched jointly, in September 1997, by BPA
and the Northwest Power Planning Council. The result of the Cost Review was a set of
recommendations to reduce the costs of BPA’s commercial operations and constrain the costs of

its public benefit programs.

The Cost Review was built on the earlier Comprehensive Regional Review (Comprehensive
Review), which envisioned adramatically shrinking role for BPA. Getting BPA’s existing
system power sold at cost was viewed as a mgjor challenge in alow-price wholesal e power
market. The intent was to drive costs down and get the entire Federal Base System committed
under long-term power sales contracts. Thiswas viewed as the most certain means of achieving
the goals of the Comprehensive Review, which were: adding no risk for the U.S. Treasury and
third-party bondholders; fulfilling responsibilities for funding fish and wildlife recovery; and
retaining the substantial long-term benefits of the FCRPS for the Northwest.

SN-03-E-BPA-01
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The Cost Review recommendations presumed that keeping the price of the Federal system
competitive and covering costs required: an emphasis on cost-minimization over output-
maximization in managing generating plants; cutting generation function staffing by more than
half by eliminating or nearly eliminating most functions except those required to operate the
system; cutting the Northwest Power Planning Council costs by almost 20 percent; cutting

conservation spending by almost 30 percent; and cutting a variety of other functions.

Both the Comprehensive Review and the Cost Review are described in the May 2000 Revenue
Requirement Study, WP-02-BPA-FS-02, Chapter 2.

BPA accepted the direction in the Comprehensive Review and adopted the overall cost reduction
targets recommended by the Cost Review. Considerable effort and planning took place from
1997 through 1999 to achieve the overall cost reductions defined in the Cost Review, though
with a somewhat different mix of actions than specified in the Cost Review. It was recognized at
the time that achieving al the cost reductions would be a challenge, and many have not been
realized. The Non-Operating Risk Model was used to reflect some probability that some of the

reductions would not be achieved.

3.2.1.2 Financial Choices. Sincethe May 2000 Proposal, BPA’s customers have put much
larger loads on BPA, requiring augmentation of the system to serve the load, and the energy
market became exceptionally volatile. See Keep, et al., SN-03-E-BPA-04. Faced with a
deterioration of its overall financia condition, BPA sent aletter to rate case parties and other
interested entities in the region on July 2, 2002, announcing the beginning of the Financia
Choices public comment process. The Financial Choices process described BPA’ s financial

outlook and actions BPA had already taken to address the problem, and examined a variety of
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potential financial aternatives and program options that, separately or in combination, could

form the basis of a solution to PBL’sfinancial situation.

During the course of the process, BPA held 10 public meetings and workshops with customers,
public interest groups, tribes, and other interested persons to explain the nature of the problem, to
show program level costs and the potential effects of cost reductions, and to solicited suggestions
to address its growing financial problem. The public comment period closed on September 30,
2002. Asaresult of the Financial Choices process, BPA made decisions to cut, eliminate, or
defer certain costs and expenses. BPA issued a Financial Choices close-out letter to the region
on November 22, 2002, outlining BPA’s plan, in part, for meeting the PBL’ s financial
challenges. The plan takes into consideration the extensive public input BPA received during the
Financial Choices public process. The actions BPA has taken, and will take, as described in the
Financial Choices close-out |etter, include the identification of $350 million in expense savings,
expense deferrals, and other actions for the FY 2003-2006 period. See Lefler, et al.,
SN-03-E-BPA-06. These are reflected in the program levelsin BPA’s Initial Proposal.
Approximately $500 million of other potential savings and deferrals are being pursued, but are

uncertain since they largely involve actions by other partiesin the region.

The Financial Choices process alowed extensive review and comment on PBL’s costs. In
addition, the decisions made in the Financial Choices process implemented prudent cost
management to enhance TPP while minimizing rate impacts. These decisions are reflected in

assumptions regarding program spending levels in the SN-03 Initial Proposal.

3.2.1.3 Fish and Wildlife Costs. In BPA’s May 2000 Proposal, potential fish and wildlife
costs were reflected probabilistically, based on 13 system configuration alternatives arrived at

during the development of the Fish and Wildlife Funding Principles (Revenue Requirement

SN-03-E-BPA-01
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Study Documentation, Volume 1, WP-02-FS-BPA-02A, Chapter 13). These aternatives were
developed specificaly to inform and guide PBL’ s Subscription Process and power rate-setting,
keeping options open because those processes would be concluded prior to decisions being made

on system reconfiguration to aid threatened and endangered salmon.

In December 2000, both the National Marine Fisheries Service (NOAA Fisheries) and U.S. Fish
and Wildlife Service (USFWS) issued Biological Opinions on the operation and configuration of
the FCRPS, to address threatened and endangered salmon and Endangered Species Act listed
sturgeon and bull trout. The Action Agencies (U.S. Army Corps of Engineers (Corps), Bureau
of Reclamation (Reclamation), and BPA) released a Final FY 2003-2007 Implementation Plan
for the FCRPS on November 6, 2002, that identifies and describes the specific measures that the
three agencies plan to implement in FY 2003-2007 and addresses the actions called for in the
NOAA Fisheries and FWS 2000 Biological Opinions for the FCRPS. The Implementation Plan
forms the basis for fish-related hydro-operations assumptions and spending level assumptionsin

the Initial Proposal. See Keep, et al., SN-03-E-BPA-04.

BPA’sfish and wildlife program spending levels are devel oped to implement not only the Action
Agencies Implementation Plan, but also a set of operational, habitat, harvest, and hatchery
measures to protect, mitigate, and enhance non-ESA listed species affected by the FCRPS.

When BPA initiated Financial Choices, fish and wildlife spending levels were presented and
comments were taken. Those spending levels, including expenses and capital, are reflected in

this proposal.

3.2.2 Capital Funding. FCRPS capital investments include Corps, Reclamation, and BPA

capital investments and third-party resource investments for which debt is secured by BPA

SN-03-E-BPA-01
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(capitalized contracts). Current FCRPS capital outlay projections are $1,402 million for the
FY 2002-2006 rate period. These investments include:

e efficiency and reliability improvements and replacements in hydro generation;

e investment in fish and wildlife recovery funded by BPA and by appropriations and
implemented by various groups in the Northwest including the Corps and
Reclamation. Fish and wildlife investment includes tributary passage, habitat
construction, supplementation construction, gas abatement, and mainstem passage;
and

e investment in Information Technology (IT) and other capital equipment.

BPA may include capitalization of investment in land acquisition for fish and wildlife, provided
such costs exceed $1 million, and such investment provides a creditabl e/quantifiable benefit
against adefined obligation for BPA.

Table 3-3: Sourcesof Capital, FY 2002-2006
($in millions)

Investmentsin fish and wildlife recovery

Bonds Issued to U.S. Treasury 150
Federal Appropriations* 667
817

Investments in revenue producing assets

Bonds Issued to U.S. Treasury 525
Federal Appropriations* 5
PBL Capital Equipment 51
Capitalized Bond Premium 4
Non-Federal Debt 0
585

Other
Conservation Augmentation 141
Total 1,543

V' Reflects projected plant-in-service, not Congressional appropriations for the period.
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This Study does not project that any capital investments will be funded from current revenues.

3.2.2.1 Bondslssued tothe Treasury. Bondsissued to Treasury will be used to finance

FY 2002-2006 BPA capital program investments and Corps and Reclamation investments that
BPA has agreed to direct-fund under P.L. No. 102-486. These expenditures include a projected
$871 million: $150 million in BPA Fish and Wildlife Program investments, and $525 million in
generating resource investments of the Corps and Reclamation. Projections for Conservation
Augmentation are $141 million, $51 million for PBL Capital Equipment, and $4 million for
Capitalized Bond Premiums.

Interest rates on bonds issued by BPA to the U.S. Treasury are set at market interest rates
comparable to securities issued by other agencies of the U.S. Government. Interest rates on

bonds projected to be issued are included in Documentation, SN-03-E-BPA-02, Chapter 3.

3.2.2.2 Federal Appropriations. This Study assumes that all Corps and Reclamation capital
investments of the FCRPS will be financed by Federal appropriations unless they are
direct-funded by BPA. Such investments are projected to total $672 million during the rate
period, $667 million for Corps investments for fish and wildlife recovery and $5 million for
generating resource additions and replacements. Capital investments funded by this source do

not become a repayment obligation until the investment is placed in service.

The interest rate forecast for appropriated capital investments expected to be placed in serviceis
found in Documentation for the Study, Chapter 3, SN-03-E-BPA-02. Practices for assigning
interest rates to new appropriations investment and for determining interest during construction
were changed by the Bonneville Power Appropriations Refinancing Act (Refinancing Act). See
Documentation to the Revenue Requirement Study, WP-02-FS-BPA-02A, Chapter 8. Each new

SN-03-E-BPA-01
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capital investment is assigned arate from the Treasury yield curve prevailing in the month prior
to the beginning of the fiscal year in which the new investment is placed in service. In
determining interest during construction for new capital investments, for each fiscal year of
construction the prevailing Treasury one-year rate is applied to the sum of: (1) the cumulative
expenditures made; and (2) interest during construction that has accrued prior to the end of the

subject fiscal year. See Documentation, SN-03-E-BPA-02, Chapter 3.

3.2.2.3 Third-Party Debt. Third-party debt differs from Treasury debt in that entities other
than BPA or Treasury issue the debt. BPA’s promise to make payments serves as security for
bonds or other debt that the third-party issues, resulting in wider market access and potentially
more favorable interest rates for the seller. Examples of acquisitions financed in this way
include Energy Northwest’s (ENW) Columbia Generating Station and WNP-1 and -3 nuclear
power projects, and the Lewis County Public Utility District Hydroelectric Project (Cowlitz
Falls).

3.2.2.4 Debt Optimization Program and Related Assumptions. BPA hasinstituted a debt
optimization program that involves extending lower-interest ENW debt that has come due and
using the savings to repay an equivalent amount of Federal debt. The amortization payments to
Treasury are in addition to the amounts planned in rate filings. This program has the primary
purpose of restoring and extending BPA borrowing authority and is expected to result in lower
interest expense overall aswell. Because BPA intendsisto follow this plan, and has committed
to ENW that it would follow this plan absent dire financial circumstances, current repayment
studies reflect this policy. For FY 2003, the studies include the effects of advance refinancings
of ENW debt that are reflected in the current ENW budget, with the savings being applied to

additional Federal amortization. Future ENW refinancings are not projected.

SN-03-E-BPA-01
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In the revenue recovery study, net revenues are determined using the ENW debt service as
forecasted in the May Proposal, and do not include the mark-to-market adjustment required by
Financial Accounting Standard (FAS) 133. Thisis consistent with the Accumulated Net
Revenues (ANR) definition used in the FB CRAC (see GRSPs, WP-02-E-BPA-03).

See Table 3-4 for projected capital funding requirements for the current rate period.

3.3  Generation Revenue Recovery

This section describes the cost accounting formats that display the expenses and cash
requirements used in the tests of revenues under both current and adjusted rates for

FY 2004-2006. Section 3.3.1 provides a line-by-line description of the Income Statements
(Table 3-5A and 3-6A) and Section 3.3.2 provides a similar description of the Cash Flow
Statements (Tables 3-5B and 3-6B). These Tables are found at the end of this section. See

Documentation, SN-03-E-BPA-02, Chapter 3, for more detailed income statements.

3.3.1 Income Statement. Below isaline-by-line description of the components in the Income
Statement (Table 3-5A and 3-6A). Documentation, SN-03-E-BPA-02, Chapter 3, provides

additional information on the data contained in the tables.

Revenues (Line 1). The revenues are those projected from either current rates (Current
Revenue Test) or from the adjustments devel oped through the SN CRAC (Revised Revenue
Test). See Chapter 6 of this Study.

O&M (Line3). O&M represents FCRPS system O& M expenses incurred by the Corps,
Reclamation, USFWS, and BPA. Specific BPA O&M expenses include generation oversight,

power scheduling (including upstream benefits), power marketing, Civil Service Retirement

SN-03-E-BPA-01
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TABLE 3-4: FEDERAL COLUMBIA RIVER POWER SYSTEM (FCRPS)

PROJECTED CAPITAL FUNDING REQUIREMENTSFOR THE POWER BUSINESS LINEY
2003 SN CRAC RATE PROPOSAL

(Annual Outlaysin Millions of Dollars)

POWER

Capital Requirementsfor Revenue Producing | nvestments
Corps & Bureau Additions/Replacements - Direct Funded
Corps & Bureau Additions/Replacements - Appropriations
PBL Capital Equipment
Capitalized Bond Premium
WNP-2: Additions/Replacements
Other Non - Federa

Annual Capital Requirementsfor Revenue Producing I nvestments
Cumulative Capital Requirementsfor Rev Producing Investments

Capital Requirementsfor Non-Revenue Producing and Public Ben€fit | nvestments
Conservation Augmentation
Fish Investment
BPA Fish and Wildlife Investment
Corps & Bureau Fish Investment - Appropriations
Total Fish Investment
Other Third Party

Annual Capital Reg. for Non-Rev. & Public Benefit | nvests.
Cumulative Capital Reg. for Non-Rev. & Public Benefit I nvest.

ANNUAL FUNDING REQUIREMENTS FOR POWER
CUMULATIVE FUNDING REQUIREMENTS FOR POWER

FOOTNOTES:
’l Reflects plant in service, including IDC, not expenditures.
? FY 2002 data is actual

Average
FY 2002”7 FY 2003 FY 2004 FY 2005 FY 2006 FYs'02-'06
50.0 150.6 101.0 110.0 113.0 104.9
5.1 0.0 0.0 0.0 0.0 1.0
47 319 5.1 5.8 34 10.2
11 0.6 0.6 0.6 0.6 0.7
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
60.9 183.1 106.7 116.4 117.0 116.8
60.9 244.0 350.7 467.1 584.1
25.3 34.9 28.0 26.0 27.0 28.2
6.1 36.0 36.0 36.0 36.0 30.0
8.8 383.4 315 44.2 199.4 1335
40.2 454.3 95.5 106.2 262.4 191.7
0.0 0.0 0.0 0.0 0.0 0.0
40.2 454.3 95.5 106.2 262.4 220.0
40.2 494.5 590.0 696.2 958.6
101.1 637.4 202.2 222.6 379.4 336.8
101.1 738.5 940.7 1,163.3 1,542.7
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System pension expense, inter-business line expenses, administrative and support
services, General Transfer Agreements (GTA), and the costs of the NWPPC. Thisline also
includes payments to the Confederated Tribes of the Colville Reservation as called for under the

Colville Settlement Act.

Short-Term Power Purchases (Line5). Short-term purchases of power and off-system
storage services are made to provide operational flexibility, displace higher cost purchases, and
augment the system output to serve Subscription loads. System augmentation purchases are
made to achieve load/resource balance on an annual basis. Balancing power purchases are made
to achieve load/resource balance on an hourly, daily, and monthly basis. See Documentation,

SN-03-E-BPA-02, Chapter 2.

Long-Term Power Purchases (Line 6). Long-term power purchases are acquisitions of
cost-effective resources intended to meet BPA’s load obligations. These long-term commitments
include the Idaho Falls and Cowlitz Falls hydroel ectric projects, the billing credits and
competitive acquisitions programs, and renewabl e resources such as wind and geothermal

resource development. See Documentation, SN-03-E-BPA-02, Chapter 3.

Trojan (Line 7). Through net-billing arrangements, BPA acquired Eugene Water and
Electric Board's (EWEB) 30 percent ownership share of the now-terminated Trojan Nuclear
Project. BPA’s cost includes EWEB’ s share of Trojan phase-down, decommissioning costs,
EWEB' s debt service, and other Trojan-related costs. EWEB’s other Trojan-related costs
include contributionsin lieu of taxes and EWEB’ s direct costs. See Documentation,

SN-03-E-BPA-02, Chapter 3.

SN-03-E-BPA-01
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WNP-1, -2, and =3 (Lines 8, 9, and 10). Through project and net-billing agreements
with Energy Northwest and BPA preference customer participants, and through exchange
agreements with |OUs, BPA has acquired 100 percent of the capability of WNP-1 and -2 and
70 percent of the capability of WNP-3. Under a settlement agreement, BPA has certain rights to
and obligations for the IOUs 30 percent share of WNP-3.

BPA isobligated to fund all cash requirements associated with its share of these projects. These
cash requirements include debt service and legal costs for WNP-1; debt service, operating,
decommissioning, and capital costs for WNP-2; and debt service, 70 percent of preservation, and
|OU settlement costs for WNP-3. 10U settlement costs for WNP-3 include the remaining

30 percent of preservation costs for that project.

Debt service costs include interest on outstanding Energy Northwest bonds, retirement of bonds
according to schedules in each bond issue, reserve and contingency amounts, less investment
income on various accounts (Bond Fund Reserve Account, Bond Fund Interest Account, Reserve
and Contingency Fund, Bond Fund Principal Account, and Revenue Fund), and transfer of any
prior year’s surplus reserve and contingency. In these Income Statements, ENW debt service
from the May 2000 Final Power Rate Proposal isused. See Documentation, SN-03-E-BPA-02,
Chapter 3.

Residential Exchange Program (Line 11). Under the Residential Exchange Program,
as provided in Section 5(c) of the Northwest Power Act, 16 U.S.C. § 839¢(c), BPA purchases
power from a participating utility at the utility's Average System Cost (ASC). BPA then sellsan
equivalent amount of power to the utility at BPA’s applicable Priority Firm rate. The Residential
Exchange Program provides regional utilities' residential and small farm customers with benefits

of the Federal power system. The exchange of power is not a conventional power transaction.

SN-03-E-BPA-01
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No power is actually transferred to or from BPA under the Program; rather, participating utilities
receive benefit payments from BPA that represent the difference between “selling high” to BPA
and “buying low” from BPA. BPA reached a settlement agreement with the |OUs subsequent to
May 2000. The settlement contains the monetary benefit payments shown here aswell asa

power sale.

BPA Fish and Wildlife O& M (Line 12). BPA funds projects designed to accomplish
measures in the NWPPC'’s Columbia River Basin Fish and Wildlife Program and the
2000 NOAA Fisheries and USFWS Biological Opinions, and to be consistent with the Action
Agencies Implementation Plan. Thisline item includes the expense portion of BPA’s Fish and
Wildlife direct Program, including staff costs and operating expenses of fish and wildlife

activities.

Amortization of Fish and Wildlife Investment (Line 13). Amortization of Fish and
Wildlife is the annual expense associated with the write-off of BPA capital investmentsin BPA’s
Fish and Wildlife Program. The annual write-off is calculated using the straight-line method of
depreciation over an expected average life of 15 years. See Documentation, SN-03-E-BPA-02,
Chapter 3.

Conservation (Line 14). The Northwest Power Act requires BPA to treat cost-effective
conservation as an electric power resource in planning to meet the Administrator’ s obligations to
serve loads. The current competitive market situation is driving the need for alternatives to
traditional approaches to developing conservation resources. BPA istransitioning from
centralized BPA-funded programs to new customer-driven approaches. The costs shown here

reflect BPA’ s participation with other regional entities supporting marketing transformation and
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development activities, as well as facilitating activities which meet the needs of customers and

create business opportunities for the private sector. See Table 3-4.

Amortization of Conservation Investment (Line 15). Amortization of Conservation is
the annual expense associated with the write-off of BPA’ s investmentsin energy conservation
measures. The annual conservation write-off for legacy conservation is calculated using the
straight-line method of depreciation over an expected life of 20 years. For the Conservation
Augmentation program, the investments are written-off only over the 10-year Subscription

Power Sales Contract term, 2002-2011.

Federal Projects Depreciation (Line 16). Depreciation isthe annual capital recovery
expense associated with FCRPS plant-in-service. Reclamation and Corps (including lower
Snake River Fish and Wildlife Compensation Plan) plant, including assets for fish and wildlife
recovery, is depreciated by the straight-line method of calculation, using the average service life
of each project. Capital equipment (office furniture and fixtures and information technology
hardware and software) is also depreciated by the straight-line method using the average service

life for the categories of capital investment.

Total Operating Expenses (Line 17). Total Operating Expensesis the sum of the above

expenses (Lines 3 through 16).

Interest on Appropriated Funds (Line 20). Interest on Appropriated Funds includes
interest on BPA, Corps, and Reclamation appropriations as determined in the generation

repayment studies. See Documentation, SN-03-E-BPA-02, Chapter 3.
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Interest on Long-Term Debt (Line 21). Interest on long-term debt includes interest on
bonds that BPA issuesto the U.S. Treasury to fund investmentsin capital equipment,
conservation, fish and wildlife, and to fund Reclamation and Corps investments under the
Energy Policy Act of 1992 (EPA-92) (P.L. No. 102-486, 1992 U.S. Code Cong. & Admin.
News, 106 State. 2776). Such interest expense is determined in the generation repayment
studies. Any payments of premiums for bonds projected to be amortized are included in this
line. Alsoincluded isan interest income credit calculated in the generation repayment studies on
funds to be collected during each year for payments of Federal interest and amortization at the

end of thefiscal year. See Documentation, SN-03-E-BPA-02, Chapter 3.

Interest Credit on Cash Reserves (Line22). Aninterest income credit isalso
computed on the projected year-end cash balance in the BPA fund attributable to the Power
Marketing function that carries over into the next year. It is credited against bond interest.

See Documentation, SN-03-E-BPA-02, Chapter 3.

Amortization of Capitalized Bond Premiums (Line 23). When abond issued to the
Treasury isrefinanced, any call premium resulting from early retirement of the original bond is
capitalized and included in the principal of the new bond. The capitalized call premium then is
amortized over the term of the new bond. The annual amortization is a non-cash component of

interest expense. See Documentation, SN-03-E-BPA-02, Chapter 3.

Capitalization Adjustment (Line 24). Implementation of the Refinancing Act entailed
achange in capitalization on BPA’sfinancial statements. Outstanding appropriations were
reduced by $2,142 million in the generation function as aresult of the refinancing. The
reduction is recognized annually over the remaining repayment period of the refinanced

appropriations. The annual recognition of this adjustment is based on the increase in annual

SN-03-E-BPA-01
Page 3-18



© 00 ~N oo o B~ w N P

N NN NN N DN P PR PR R R R R R
o o1 A WON P O © 00 N OO 01 W N P+ O

interest expense resulting from implementation of the Refinancing Act, as shown in repayment
studies for the year of the refinancing transaction (1997). The capitalization adjustment is
included on the income statement as a non-cash, contra-expense. See Volume 1, Chapter 8 of

Documentation for Revenue Requirement Study, WP-02-FS-BPA-02A.

Allowance for Funds Used During Construction (AFUDC) (Line25). AFUDC isa
credit against interest costs on long-term debt (Line 20). This reduction to interest costs reflects
an estimate of interest on the funds used during the construction period of facilities that have yet
to be placed in service. AFUDC is capitalized along with other construction costs and is
recovered through rates over the expected service life of the related plant as part of the
depreciation expense after the facilities are placed in service. AFUDC, which is calculated
outside the generation repayment studies, is associated with the Corps and Reclamation capital
investments direct-funded by BPA.

Net Interest Expense (Line 26). Net Interest Expense is computed as the sum of Interest
on Appropriated Funds (Line 20), Interest on Long-Term (Line 21), Interest Credit on Cash
Reserves (Line 22), Amortization of Capitalized Bond Premiums (Line 23), Capitalization
Adjustment (Line 24), and AFUDC (Line 25).

Total Expenses (Line 27). Total Expenses are the sum of Total Operating Expenses
(Line 17) and Net Interest Expense (Line 26).

Net Revenues (Line 28) Net Revenues are the difference between the projected

revenues (Line 1) and the Total Expenses (Line 27).

SN-03-E-BPA-01
Page 3-19



© 00 ~N oo o s~ w N P

N NN NN N DN PR PR R R R R R R R
o o1 A WON P O ©O 0 N OO 01 A W N P+ O

3.3.2 Statement of Cash Flows. Below isaline-by-line description of each of the components
in the Statement of Cash Flows (Tables 3-5B and 3-6B, found at the end of this section).
Chapter 3 of Documentation, SN-03-E-BPA-02, provides additional information related to the

data contained in this table.

Net Revenues (Line 2). Net Revenues are the amounts cal culated on the Income

Statement as revenues less total expenses.

Federal Projects Depreciation (Line 4). Depreciation is from the Income Statement
(Line 16). Itisincluded in computing Cash Provided By Operations (Line 8) becauseitisa
non-cash expense of the FCRPS.

Amortization of Conservation/Fish and Wildlife Investment (Line5). Amortization
of Conservation and Fish and Wildlife Investment is from the Income Statement (Lines 13

and 15). Similar to Depreciation (Line 4), it is a non-cash expense.

Amortization of Capitalized Bond Premiums (Line 6). Amortization of Capitalized

Bond Premiums, from the Income Statement (Line 23), is also a hon-cash expense.

Capitalization Adjustment (Line 7). Capitalization Adjustment is from the Income
Statement (Table 5A, Line 22). It isanon-cash (contra) expense. See Volume 1, Chapter 8 of
Documentation for Revenue Requirement Study, WP-02-FS-BPA-02A.

Cash Provided By Current Operations (Line 8). Cash Provided By Current

Operations, the sum of Lines 2 through 7, is available for the year to satisfy cash requirements.
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Investment in Utility Plant (Line 11). Investment in Utility Plant represents the annual
increase in additions to plant-in-service for Corps and Reclamation and BPA’ s capital
expenditures, including construction work-in-progress funded by bonds. See Documentation,

SN-03-E-BPA-02, Chapter 3.

Investment in Conservation (Line 12). Investment in Conservation represents the
annual increase in capital expenditures associated with the Conservation Augmentation program.

See Table 3-4.

Investment in Fish and Wildlife (Line 13). Investment in Fish and Wildlife represents
the annual increase in BPA’ s capital expenditures to fund projects designed to comply with the
NWPPC'’ s Columbia River Basin Fish and Wildlife Program and Biological Opinions issued by
NOAA Fisheries and USFWS.

Cash Used for Capital Investments (Line 143). Cash Used for Capital Investmentsis
the sum of Lines 11, 12, and 13.

Increasein Long-Term Debt (Line 16). Increasein Long-Term Debt reflects the new
bonds issued by BPA to the U.S. Treasury to fund capital equipment, conservation, and fish and
wildlife capital programs and to direct-fund Reclamation and Corps investments under the
EPA 92. Alsoincluded in this amount are any notes issued to the U.S. Treasury. See Chapter 3,
Documentation, SN-03-E-BPA-02.

Repayment of Long-Term Debt (Line 17). Repayment of Long-Term Debt isBPA’s
planned repayment of outstanding bonds issued by BPA to the U.S. Treasury as determined in
the generation repayment studies. See Documentation, SN-03-E-BPA-02, Chapter 3.
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Increasein Congressional Capital Appropriations (Line 18). Increasein
Congressional Capital Appropriations represents Congressional appropriations projected to be
received during the year for Corps and Reclamation capital projects. See Table 3-4 and
Documentation, SN-03-E-BPA-02, Chapter 3.

Repayment of Capital Appropriations (Line 19). Repayment of Capital
Appropriations represents projected amortization of outstanding Corps and Reclamation
appropriations as determined in the generation repayment studies. See Documentation,

SN-03-E-BPA-02, Chapter 3.

Payment of Irrigation Assistance (Line 20). Payment of Irrigation Assistance
represents the payment of appropriated capital construction costs of Reclamation irrigation
facilities that have been determined to be beyond the ability of theirrigators to pay and allocated
to generation revenues for repayment. See Documentation, SN-03-E-BPA-02, Chapter 3.

Cash From Treasury Borrowing and Appropriations (Line 21). Cash from Treasury
Borrowing and Appropriations is the sum of Lines 16 through 20. Thisisthe net cash flow
resulting from increases in cash from new long-term debt and capital appropriations and

decreases in cash from repayment of long-term debt and capital appropriations.

Annual Increase (Decrease) in Cash (Line 22). Annual Increase (Decrease) in Cash,
the sum of Lines 8, 14, and 21, reflects the annual net cash flow from current operations and
investing and financing activities. Projected revenues must meet all projected annual cash flow
requirements, as included on the Statement of Cash Flows. A decrease shown in this line would

indicate that annual revenues would be insufficient to cover the year’ s cash requirements.
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3.3.3 Current Revenue Test. Consistent with RA 6120.2, the continuing adequacy of existing
rates must be tested annually. The current revenue test (see Tables 3-5A and 3-5B) determines
whether the revenues expected from current rates can continue to meet cost recovery requirements.
However, the SN CRAC trigger study determined the need to modify the existing rates in this

process and a current revenue test was not relied upon.

3.34 Revised Revenue Test. Consistent with RA 6120.2, the adequacy of proposed rates
must be demonstrated. The revised revenue test determines whether the revenues projected from
proposed rates will meet cost recovery requirements as well asthe U.S. Treasury payment
probability risk goal for the rate period. The results of the revised revenue test demonstrate that
modified rates are adequate to fulfill the basic cost recovery requirements and meet risk

mitigation policy for the rate period of FY 2004-2006.

For the rate test period, the demonstration of the adequacy of adjusted rates is shown on
Tables 3-6A (Income Statement) and 3-6B (Cash Flow Statement).

Table 3-6B, Statements of Cash Flows, tests the sufficiency of the resulting Net Revenues from
Table 3-6A (Line 28) for making the planned annual amortization and irrigation assistance
payments and achieving the Administrator’ s financial objectives. Thisis demonstrated by the
Annual Increase (Decrease) in Cash (Line 22). Asexplained in Section 3.3.1, the annual cash
flow (Line 22) must be at least zero to demonstrate the adequacy of the projected revenues to

cover all cash requirements.
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1 REVENUES FROM CURRENT RATES

2
3
4
5
6
7
8

9
10
11
12
13
14
15
16
17

18
19
20
21
22
23
24
25
26

27

28

OPERATING EXPENSES:
OPERATION & MAINTENANCE

TABLE 3-5A

INCOME STATEMENT
($thousands)

PURCHASE AND EXCHANGE POWER-
SHORT-TERM POWER PURCHASES
LONG-TERM POWER PURCHASES

TROJAN

WNP NO. 1
WNP NO. 2
WNP NO. 3

RESIDENTIAL EXCHANGE - IOU SETTLEMENT

FISH & WILDLIFE

AMORTIZATION OF FISH & WILDLIFE

CONSERVATION

AMORTIZATION OF CONSERVATION
FEDERAL PROJECTS DEPRECIATION

TOTAL OPERATING EXPENSES

INTEREST EXPENSE:

INTEREST ON FEDERAL INVESTMENT-

ON APPROPRIATED FUNDS
ON LONG-TERM DEBT

INTEREST CREDIT ON CASH RESERVES
AMORTIZATION OF CAPITALIZED BOND PREMIUMS

CAPITALIZATION ADJUSTMENT
ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION
NET INTEREST EXPENSE

TOTAL EXPENSES

NET REVENUES

SN-03-E-BPA-01
Page 3-24

GENERATION CURRENT REVENUE TEST

A B C
FY 2004 FY 2005 FY 2006

2,909,435 2,935,455 2,904,212

566,462 576,042 581,646

848,864 828,145 776,501
75,676 101,779 103,281
22,164 18,389 13,709

174,623 167,910 179,992

437,710 440,193 418,180

149,232 149,480 147,836

143,802 143,802 143,802

139,000 139,000 139,000
21,034 22,764 23,904
76,421 76,330 76,255
54,791 54,657 53,571

103,681 105,821 109,393

2,813,460 2,824,312 2,767,070

234,389 232,693 235431
57,792 65,082 71,702
(14,344)  (13,594)  (13,746)

613 613 613
(47,875)  (44,790)  (44,790)
(3,356) (3,655)  (3,719)
227,219 236,349 245491

3,040,679 3,060,661 3,012,561

(131,244) (125,206) (108,349)
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10
11
12
13
14

15
16
17
18
19
20
21

22

TABLE 3-5B
GENERATION CURRENT REVENUE TEST
STATEMENT OF CASH FLOWS
($thousands)

CASH FROM CURRENT OPERATIONS:
NET REVENUES
EXPENSES NOT REQUIRING CASH:
FEDERAL PROJECTS DEPRECIATION
AMORTIZATION OF CONSERVATION/F&W INVESTMENT
AMORTIZATION OF CAPITALIZED BOND PREMIUMS
CAPITALIZATION ADJUSTMENT
CASH PROVIDED BY CURRENT OPERATIONS

CASH USED FOR CAPITAL INVESTMENTS:
INVESTMENT IN:
UTILITY PLANT
CONSERVATION
FISH & WILDLIFE
CASH USED FOR CAPITAL INVESTMENTS

CASH FROM TREASURY BORROWING AND APPROPRIATIONS:
INCREASE IN LONG-TERM DEBT 1/
REPAYMENT OF LONG-TERM DEBT
INCREASE IN CONGRESSIONAL CAPITAL APPROPRIATIONS
REPAYMENT OF CAPITAL APPROPRIATIONS
PAYMENT OF IRRIGATION ASSISTANCE

CASH FROM TREASURY BORROWING AND APPROPRIATIONS

ANNUAL INCREASE (DECREASE) IN CASH

1/ Includes ENW refinancing proceeds of:

SN-03-E-BPA-01
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A
FY 2004

(131,244)

103,681
75,825
613

(47,875)
1,000

(137,600)
(28,000)
(36,000)

(201,600)

225,100
(77,400)
31,500
(69,885)

(739)
108,576

(92,024)

55,000

B
FY 2005

(125,206)

105,821
77,421
613

(44,790)
13,859

(160,000)
(26,000)
(36,000)

(222,000)

217,800
(125,948)

44,200
(62,149)

0

73,903

(134,238)

40,000

C
FY 2006

(108,349)

109,393
77,475
613

(44,790)
34,342

(315,800)
(27,000)
(36,000)

(378,800)

239,400
(20,000)
199,400

(168,476)

0
250,324

(94,134)

60,000
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TABLE 3-6A

GENERATION REVISED REVENUE TEST

INCOME STATEMENT
($thousands)

1 REVENUES FROM ADJUSTED RATES

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16

OPERATING EXPENSES:

OPERATION & MAINTENANCE
PURCHASE AND EXCHANGE POWER-
SHORT-TERM POWER PURCHASES
LONG-TERM POWER PURCHASES
TROJAN
WNP NO. 1
WNP NO. 2
WNP NO. 3
RESIDENTIAL EXCHANGE - IOU SETTLEMENT
FISH & WILDLIFE
AMORTIZATION OF FISH & WILDLIFE
CONSERVATION
AMORTIZATION OF CONSERVATION
FEDERAL PROJECTS DEPRECIATION

17 TOTAL OPERATING EXPENSES

18 INTEREST EXPENSE:

19
20
21
22
23
24
25

INTEREST ON FEDERAL INVESTMENT-
ON APPROPRIATED FUNDS
ON LONG-TERM DEBT
INTEREST CREDIT ON CASH RESERVES
AMORTIZATION OF CAPITALIZED BOND PREMIUMS
CAPITALIZATION ADJUSTMENT
ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION

26 NET INTEREST EXPENSE

27 TOTAL EXPENSES

28 NET REVENUES

SN-03-E-BPA-01
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A
FY 2004

3,217,040

559,301

848,864
75,676
22,164

174,623

437,710

149,232

143,802

139,000
21,034
76,421
54,791

103,681

2,806,299

234,389
57,792
(7,222)
613
(47,836)
(3,356)
234,380

B
FY 2005

3,258,278

576,862

828,145
101,779
18,389
167,910
440,193
149,480
143,802
139,000
22,764
76,330
54,657
105,821
2,825,132

232,693
65,082

(13,267)

613

(45,937)
(3,655)

235,529

C
FY 2006

3,142,887

589,764

776,501
103,281
13,709
179,992
418,180
147,836
143,802
139,000
23,904
76,255
53,571
109,393
2,775,188

235,431
71,702
(20,717)

613
(45,937)
(3,719)

237,373

3,040,679 3,060,661 3,012,561

176,361

197,617

130,326
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TABLE 3-6B
GENERATION REVISED REVENUE TEST
STATEMENT OF CASH FLOWS

($thousands)
A B C
FY 2004 FY 2005 FY 2006

1 CASH FROM CURRENT OPERATIONS:

2 NET REVENUES 176,361 197,617 130,326

3 EXPENSES NOT REQUIRING CASH:

4 FEDERAL PROJECTS DEPRECIATION 103,681 105,821 109,393

5 AMORTIZATION OF CONSERVATION/F&W INVESTMENT 75,825 77,421 77,475

6 AMORTIZATION OF CAPITALIZED BOND PREMIUMS 613 613 613

7 CAPITALIZATION ADJUSTMENT (47,836)  (45,937) (45,937)

8 CASH PROVIDED BY CURRENT OPERATIONS 308,644 335,535 271,870

9 CASH USED FOR CAPITAL INVESTMENTS:
10 INVESTMENT IN:
11 UTILITY PLANT (137,600) (160,000) (315,800)
12 CONSERVATION (28,000) (26,000) (27,000)
13 FISH & WILDLIFE (36,000) (36,000) (36,000)
14 CASH USED FOR CAPITAL INVESTMENTS (201,600) (222,000) (378,800)
15 CASH FROM TREASURY BORROWING AND APPROPRIATIONS:
16 INCREASE IN LONG-TERM DEBT 1/ 225,100 217,800 239,400
17 REPAYMENT OF LONG-TERM DEBT (77,400) (125,948) (20,000)
18 INCREASE IN CONGRESSIONAL CAPITAL APPROPRIATIONS 31,500 44,200 199,400
19 REPAYMENT OF CAPITAL APPROPRIATIONS (69,885) (62,149) (168,476)
20 PAYMENT OF IRRIGATION ASSISTANCE (739) 0 0
21 CASH FROM TREASURY BORROWING AND APPROPRIATIONS 108,576 73,903 250,324
22 ANNUAL INCREASE (DECREASE) IN CASH 215,620 187,438 143,394

1/ Includes ENW refinancing proceeds of: 55,000 40,000 60,000

34  Revenue Requirement Legal Requirementsand Policies
This section summarizes:
e the statutory framework that guides the development of BPA’ s revenue requirements
and the alocation of FCRPS costs among the various users of the system, and
e therepayment policies that BPA follows in the development of its revenue
requirement.
Because this SN-03 proposal is not setting base rates as in atraditional rate case, not al of the

policies and statutes are pertinent to this proceeding.
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3.4.1 Development of BPA’s Revenue Requirements. BPA’s revenue requirements are
governed by four main legidative acts. The Bonneville Project Act of 1937, P.L. No. 75-329,
50 Stat. 731; the Flood Control Act of 1944, P.L. No. 78-534, 58 Stat. 890, amended 1977; the
Federal Columbia River Transmission System Act (Transmission System Act) of 1974, P.L.

No. 93-454, 88 Stat. 1376; and the Pacific Northwest Electric Power Planning and Conservation
Act (Northwest Power Act), P.L. No. 96-501, 94 Stat. 2697. Other statutory provisions that
guide the development of BPA'’ s revenue requirements include the Energy Policy Act of 1992
(EPA 92), P.L. No. 102-486. 106 Stat. 2776; the Colville Settlement Act, P.L. No. 103-436,
108 Stat. 4577; and the Omnibus Consolidated Rescissions and Appropriations Act of 1996,
P.L. No. 104-134, Stat. 132.

3.4.1.1 Legal Requirement Governing the FCRPS Revenue Requirement. BPA’srates
must be set in a manner that ensures revenue levels sufficient to fully recover its costs. This
requirement was first set forth in Section 7 of the Bonneville Project Act, 16 U.S.C. § 832f
(amended 1977):

.. . Rate schedules shall be drawn having regard to the recovery (upon the
basis of the application of such rate schedules to the capacity of the electric
facilities of Bonneville project) of the cost of producing and transmitting
such electric energy, including the amortization of the capital investment
over a reasonable period of years. . .

Development of the FCRPS revenue requirements is a critical component of meeting this
ratemaking directive. Section 9 of the Transmission System Act, 16 U.S.C § 838g, aso strongly

reflects this cost recovery principle, providing that rates be set

... at levelsto produce such additional revenues as may be required, in the
aggregate with all other revenues of the Administrator, to pay when due the
principal of, premiums, discounts, and expenses in connection with the
issuance of and interest on all bonds issued and outstanding pursuant to this
Act, and amounts required to establish and maintain reserve and other funds
and accounts established in connection therewith.
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Similar guidelines are provided in Section 7 of the Northwest Power Act, 16 U.S.C. § 839%.
Section 7(a)(1), 16 U.S.C. § 839¢(a)(1), provides:

The Administrator shall establish, and periodically review and revise, rates
for the sale and disposition of electric energy and capacity and for the
transmission of non-Federal power. Such rates shall be established and, as
appropriate, revised to recover, in accordance with sound business
principles, the cost associated with the acquisition, conservation, and
transmission of electric power, including the amortization of the Federal
investment in the Federal Columbia River Power System (including
irrigation costs required to be repaid out of power revenues) over a
reasonable period of years and the other costs and expenses incurred by the
Administrator pursuant to this[Act] and other provisions of law. Such rates
shall be established in accordance with Sections 9 and 10 of the Federal
Columbia River Transmission System Act (16 U.S.C. 8838), Section 5 of the
Flood Control Act of 1944, and the provisions of this [ Act].

Recently enacted section 7(n) of the Northwest Power Act provides additional guidance
regarding cost recovery for the FY 2002-2006 rate period, and preserves BPA’s ability to
establish appropriate reserves subsequent to FY 2006:

Notwithstanding any other provision of this section, rates established
by the Administrator, under this section shall recover costs for
protection, mitigation and enhancement of fish and wildlife, whether
under the Pacific Northwest Electric Power Planning and
Conservation Act or any other Act, not to exceed such amounts the
Administrator forecasts will be expended during the fiscal year
2002-2006 rate period, while preserving the Administrator’s ability to
establish appropriate reserves and maintain a high Treasury payment
probability for the subsequent rate period.

The Northwest Power Act also makesit clear that a primary purpose of confirmation of BPA
rates by FERC isto assure that the revenue requirement is adequate to assure timely

U.S. Treasury repayment. Section 7(a)(2), 16 U.S.C. § 839¢(a)(2), provides:

Rates established under this section shall become effective only, except in the
case of interimrules as provided in subsection (i)(6) of this section, upon
confirmation and approval by the Federal Energy Regulatory Commission
upon a finding by the Commission, that such rates:
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(A)  aresufficient to assure repayment of the Federal investment in the
Federal Columbia River Power System over a reasonable number of
years after first meeting the Administrator’s other costs,

(B)  arebased upon the Administrator’s total system costs, and

(C) insofar astransmission rates are concerned, equitably allocate the

costs of the Federal transmission system between Federal and

non-Federal power utilizing such system.
In addition to reiterating and clarifying the cost recovery principle, the Northwest Power Act
provided supplementary authority to sell bonds to the U.S. Treasury to finance BPA’s new
conservation and renewable resource programs. 16 U.S.C. 8838i. The EPA 92 clarified BPA's
authority to provide funds directly to the Corps and Reclamation for hydroel ectric generation
additions, improvements, and replacements, aswell as O& M expenses. See P.L. No. 102-486,
1992 U.S. Code Cong. & Admin. News, 106 Stat. 2776. Other provisions that have particular
relevance to the repayment of power costs can be found in the Reclamation Project Act of 1939
(codified as amended in scattered sections of 43 U.S.C.); the Grand Coulee Dam-Third
Powerplant Act of June 14, 1966, P.L. No. 89-448, 80 Stat. 200, authorizing construction of the
Grand Coulee Dam Third Powerhouse; and P.L. No. 89-561, 80 Stat. 707, Act of September 7,
1966, which partially amended P.L. No. 89-48. The costs associated with these projects and
programs, as well as the other costs incurred by the Administrator in furtherance of BPA’s

mission, are included in the Revenue Requirement Study.

3.4.1.2 Colville Settlement Act Credits. The Confederated Tribes of the Colville Reservation
Grand Coulee Dam Settlement Act approves and ratifies the Settlement Agreement entered into
by the United States and the Confederated Tribes of the Colville Reservation (Colville Tribes)
related to the Colvilles claimsfor a portion of the revenues from Grand Coulee Dam, and directs

the BPA to carry out its obligations under the settlement agreement.
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The Settlement Agreement obligates BPA to make annual payments to the Colville Tribes.
Payments have been tied to both BPA’ s average prices and the amount of annual generation from
Grand Coulee Dam. Under the Refinancing Act, part of the Omnibus Consolidated Rescissions
and Appropriations Act of 1996, P.L. No. 104-13, 110 Stat. 1321, BPA receives annual credits
from the U.S. Treasury against payments due the Treasury, in order to defray a portion of the

costs of making payments to the Colville Tribes.

3.4.1.3 TheBPA Appropriations Refinancing Act. Asinthe prior rate period, BPA’s power
rates for the FY 2002-2006 rate period will reflect the requirements of the Refinancing Act, part
of the Omnibus Consolidated Rescissions and Appropriations Act of 1996, P.L. No. 104-134,
110 Stat. 1321, enacted in April 1996. The Refinancing Act required that unpaid principal on
FCRPS appropriations (old capital investments) at the end of FY 1996 be reset at the present
value of the principal and annual interest payments BPA would make to the U.S. Treasury for
these obligations absent the Refinancing Act, plus $100 million. Id. at 83201(b). The
Refinancing Act also specified that the new principal amounts of the old capital investments be
assigned new interest rates from the U.S. Treasury yield curve prevailing at the time of the

refinancing transaction. Id. at §3201(e)(6)(A).

The Refinancing Act restricts prepayment of the new principal to $100 million during the first
5 years after the effective date of the financing. 6 U.S.C. 88381(e). The Refinancing Act aso
specifies that repayment periods on new principal amounts may not be earlier than determined

prior to the refinancing. 1d. at §8381(d).

The Refinancing Act specifies that the prevailing U.S. Treasury yield curve will be used to
calculate interest during construction (IDC) and to assign interest rates to new capital

investments funded by appropriations. 16 U.S.C. 88381(f) New capital investments are defined
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as capital investments funded by appropriations for a project placed in service after
September 30, 1996. 1d. at 88381(a)(3). The IDC in each fiscal year of construction for new
capital investmentsisthe prevailing 1-year Treasury rate. 1d. at 83201(f)(1). ThelDCis
capitalized and included in the principal. After the plant is completed, the principal amount is
assigned an interest rate based on the Treasury yield curve prevailing in the year in which the

plant is placed in service. 1d. at §3201(g).

The Treasury rate for new capital investments prescribed in the Refinancing Act is:

...arate determined by the Secretary of the Treasury, taking into consideration
prevailing market yields, during the month preceding the beginning of the
fiscal year in which the [new investment] ... isplaced in service, on
outstanding interest-bearing obligations of the United States with periods to
maturity comparable to the period between the beginning of the fiscal year and
the repayment date for the new capital investment. 16 U.S.C. 8381(i).

The Refinancing Act also directed the Administrator to offer to provide assurance in new or
existing power, transmission, or related service contracts that the government would not increase
the repayment obligations in the future. 16 U.S.C. 88381(i). The Refinancing Act also amends
the Colville Settlement Act to modify the amount and timing of certain credits that BPA takes

against its annual cash transfersto Treasury.

3.4.2 Allocation of Federal Columbia River Power System (FCRPS) Costs. In addition to
power production, the individual generating projects comprising the FCRPS serve other
purposes, including navigation, irrigation, recreation, and flood control. The total costs of these

Federal projects are generally allocated according to the purposes they serve.

For projects that provide power resources to the FCRPS, this allocation has generally been

accomplished pursuant to statutory direction. For example, Section 7 of the Bonneville Project
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Act, 16 U.S.C. § 832(f), requires that BPA’s rates be based, inter alia, on “an allocation of costs
made by the [Secretary of Energy,]” and, insofar as costs of the Bonneville Project were

concerned:

the [ Secretary of Energy] may allocate to the costs of electric facilities such a
share of the cost of facilities having joint value for the production of electric
energy and other purposes as the power development may fairly bear as
compared with other such purposes.

Similar alocations for projects constructed pursuant to various Reclamation laws have been
performed by the Secretary of the Interior under the authority of 43 U.S.C. 8485h(a)-(b). Cost
allocations for projects constructed by the Corps have also been performed by the Secretary of

the Army and approved by the Federal Power Commission.

On ageneric level, an attempt is made to allocate the specific cost of each feature of a
multipurpose dam to the purpose it serves. For example, the costs of powerhouses, penstocks,
and other specific power-related facilities have been alocated to power; whereas the costs of
navigation locks have been allocated to navigation. More problematic are the joint-use costs that
remain unallocated after the specific costs identifiable to a single purpose have been alocated.
The joint-use formulas attempt to account for the relative benefits provided by each function and

costs are alocated accordingly.

Thus, costs assigned to the power production functions include specific cost items whose sole
purpose is power production and the “ power production share” of joint costs assigned to more

than one purpose. Both types of costs are included in BPA’ s power revenue requirement.
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3.4.2.1 Section 4(h)(10)(C) Credits. Section 4(h)(10)(C) of the Northwest Power Act
provides:

The Administrator shall use the Bonneville Power Administration fund and the
authorities available to the Administrator under [the Northwest Power Act] and
other laws administered by the Administrator to protect, mitigate, and enhance
fish and wildlife to the extent affected by the development and operation of any
hydroelectric project of the Columbia River and itstributaries...16 U.SC.
8839b(h)(10)(A).

BPA is not obligated to reimburse the U.S. Treasury for the non-power portion of these fish and
wildlife costs. Such non-power costs are instead allocated to the various project purposes by the
BPA Administrator, in consultation with the Corps and Reclamation, pursuant to

section 4(h)(10)(C) of the Northwest Power Act. 16 U.S.C. 8839b(h)(10)(C). Thisallocation to
various project purposes is intended to implement the principle that electric power consumers
bear no greater share of the costs of fish and wildlife mitigation than the power portion of the

project.

The legidative history of section 4(h)(10)(C) illustrates how the expenditures by the
Administrator for protection, mitigation, and enhancement of fish and wildlife at individual
Federal projectsin excess of the portion allocable to el ectric consumers are to be treated as a
credit for electric consumers. See, H.R. Rep. No. 976, 96" Cong., 2d Sess., pt. 2 at 45 (1980),
reprinted in 1980 U.S.C.C.A.N. 5989, 6011. This principleis satisfied by treating expenditures
on behalf of non-power purposes as other project costs. These amounts are regarded as having
been applied towards other project costs properly alocable to the power function and payable to
the Treasury. Thus, BPA receives a credit against its cash transfers to the U.S. Treasury for
expenditures attributable to other project purposes. The cost-sharing arrangements with the

Administration implement the section 4(h)(10)(C) directives.
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BPA’sinitial funding of all the costs for fish and wildlife has the advantage of avoiding the need

for funding the non-power portion of these costs through the annual appropriations process.

3.4.2.2 Equitable Allocation of Transmission Costs. In an order dated January 27, 1984,
United Sates Department of Energy -- Bonneville Power Admin., 26 FERC 61,096 (1984),
FERC directed BPA to, among other things, develop separate repayment studies for the
generation and transmission functions of the FCRPS. The purpose of this requirement was to
assist FERC in making the determination required under section 7(a)(2)(C) of the Northwest
Power Act (16 U.S.C. 8 839¢(a)(2)(C)) that transmission costs be equitably allocated between
Federal and non-Federal use of the transmission system. This requirement has given BPA a
15-year history of conducting separate repayment studies for the transmission and generation
functions, which has enabled BPA to transition to a bifurcated rate-setting process with minimal
change in repayment policy and development of the revenue requirement. Consistent with the
decision to conduct bifurcated hearings for the transmission and generation functions, the
Revenue Requirement Study incorporates only the separate repayment study for the generation
function of the FCRPS for FY 2002-2006.

3.4.3 Repayment Requirementsand Policies. The statutes do not include specific directives
for scheduling repayment of the FCRPS capital appropriations and bonds issued to Treasury.
The details of the repayment policy have largely been established through administrative

interpretation of statutory requirements, with Congressional sanction.

There have been a number of changesin BPA’s repayment policy over the years concurrent with
expansion of the FCRPS and changing conditions. In general, current repayment criteria were

first approved by the Secretary of the Interior on April 3, 1963. These criteriawere refined and
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submitted to the Secretary and the Federal Power Commission (the predecessor agency to FERC)
in support of BPA’s rate filing in September 1965.

The repayment policy was presented to Congress for its consideration for the authorization of the
Grand Coulee Dam Third Powerhouse in June 1966. The underlying theory of repayment was
discussed in the House of Representatives Report related to this authorization, H.R. Rep.

No. 1409, 89" Cong., 2d Sess. 9-10 (1966). As stated in that report:

Accordingly, in a repayment study there is no annual schedule of capital
repayment. The test of the sufficiency of revenues is whether the capital
investment can be repaid within the overall repayment period established for each
power project, each increment of investment in the transmission system, and each
block of irrigation assistance. Hence, repayment may proceed at a faster or
slower pace from year-to-year as conditions change.

This approach to repayment scheduling has the effect of averaging the year-to-
year variationsin costs and revenues over the repayment period. Thisresultsina
uniform cost per unit of power sold, and permits the maintenance of stable rates
for extended periods. It also facilitates the orderly marketing of power and
permits Bonneville Power Administration’s customers, which include both electric
utilities and electro-process industries, to plan for the future with assurance.

The Secretary of the Interior issued a statement of power policy on September 30, 1970, setting
forth general principles that reaffirmed the repayment policy as previously developed. The most
pertinent of these principles are set forth in the Department of the Interior Manual, Park 730,

Chapter 1:

A.  Hydroelectric power, although not a primary objective, will be
proposed to Congress and supported for inclusion in multiple-purpose
Federal projects when....it is capable of repaying its share of the
Federal investment, including operation and maintenance costs and
interest, in accordance with the law.

B. Electric power generated at Federal projects will be marketed at the
lowest rates consistent with sound financial management. Rates for the
sale of Federal electric power will be reviewed periodically to assure
their sufficiency to repay operating and maintenance costs and the
capital investment within 50 years with interest that more accurately
reflects the cost of money.
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To achieve a greater degree of uniformity in arepayment policy for all Department of Interior
(DOI) power marketing agencies, the Deputy Assistant Secretary issued a memo on August 2,
1972, outlining: (1) auniform definition of the commencement of the repayment period for a
particular project; (2) the method for including future replacement costs in repayment studies;
and (3) aprovision that the investment or obligation bearing the highest interest rate shall be
amortized first, to the extent possible, while still complying with the repayment period

established for each increment of investment.

A further clarification of the repayment policy was outlined in ajoint memo of January 7, 1974,
from the Assistant Secretary for Reclamation and Assistant Secretary for Energy and Minerals.
This memo states that in addition to meeting the overall objective of repaying the Federal
investment or obligations within the prescribed repayment periods, revenues shall be adequate,
except in unusual circumstances to repay annually all costs for O& M, purchased power, and

interest.

On March 22, 1976, the Department of Interior issued Chapter 4 of Part 730 of the DOI Manual
to codify financial reporting requirements for the DOI’ s power marketing agencies. Included

therein are standard policies and procedures for preparing system repayment studies.

BPA and other former DOI power marketing agencies were transferred to the newly established
DOE on October 1, 1977. See DOE Organization Act, 42 U.S.C. § 7101 et seq. (1994). The
DOE adopted the policies set forth in Part 730 of the DOI Manual by issuing Interim
Management Directive No. 1701 on September 28, 1977, which subsequently was replaced by
RA 6120.2 on September 20, 1979, as amended on October 1, 1983.
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The repayment policy outlined in RA 6120.2, paragraph 12, provides that BPA's total revenues

from all sources must be sufficient to:

1.
2.

Pay all annual costs of operating and maintaining the Federal power system;

Pay the cost each fiscal year of obtaining power through purchase and exchange

agreements, the cost for transmission services, and other costs during the year in

which such costs are incurred;

Pay interest each year on the unamortized portion of the commercial power

investment financed with appropriated funds at the interest rates established for each

generating project and for each annual increment of such investment in the BPA
transmission system, except that recovery of annual interest expense may be deferred
in unusual circumstances for short periods of time;

Pay when due the interest and amortization portion on outstanding bonds sold to the

U.S. Treasury;

Repay:

a. each dollar of power investments and obligations in the FCRPS generating
projects within 50 years after the projects become revenue producing (50 years
has been deemed a “reasonable period” as intended by Congress, except for the
Y akima-Chandler Project, which has alegislated amortization period of 66 years);

b. each annual increment of transmission financed by Federal investments and
obligations within the average service life of such transmission facilities(currently
45 years) or within a maximum of 50 years, whichever isless (BPA has
interpreted RA 6120.2 to require repayment of bonds sold to finance conservation
to be within the average service lives of these projects, currently estimated to be
20 years, and for fish and wildlife facilitiesto be 15 years;

c. thefederally financed amount of each replacement within its servicelifeupto a

maximum of 50 years; and
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6. Asrequired by P.L. No. 89-448, repay the portion of construction costs at Federal
reclamation projects that is beyond the repayment ability of the irrigators, and which
is assigned for repayment from commercial power revenues, within the same overall
period available to the irrigation water users for making their payments on

construction costs.

The typical repayment period for appropriated capital investmentsis 50 years from the year in
which the plant is placed in service. The Refinancing Act overrides provisionsin RA 6120.2
related to determining interest during construction and assigning interest rates to Federal
investments financed by appropriations. This Act also contains provisions on repayment periods
(due dates) for these investments. The Refinancing Act is discussed in section 3.4.1 of this

section.

Irrigation costs are repaid without interest. P.L. No. 89-448 authorizes the payment of irrigation
costs from revenues of the entire power system. Thisis consistent with the so-called “Basin
Account” concept. P.L. No. 89-561, approved on September 7, 1966, amended P.L. No. 89-448,
to provide severa limitations on the repayment of irrigation costs from power revenues. These

limitations are:

1. theirrigation costs areto be paid from “net revenues’ of the power system, with net
revenues defined as those revenues over and above the amount needed to cover power
costs and previously authorized irrigation payments;

2. the construction of new Federal irrigation projects will be scheduled, i.e., deferred, if
necessary, so that the repayment of the irrigation costs from power revenues will not

require an increase in the BPA power rate level; and
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3. thetotal amount of irrigation costs to be repaid from power revenues shall not

average more than $30 million per year in any period of 20 consecutive years.

In addition, other sections within RA 6120.2 require that any outstanding deferred interest
payments must be repaid before any planned amortization payments are made. Also, repayments
are to be made by amortizing those Federal investments and obligations bearing the highest
interest rate first, to the extent possible, while still completing repayment of each increment of

Federal investment and obligation within its prescribed repayment period.
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