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1. COMMONLY USED ACRONYMS AND SHORT FORMS

AAC Anticipated Accumulation of Cash

ACNR Accumulated Calibrated Net Revenue
ACS Ancillary and Control Area Services

AF Advance Funding

AFUDC Allowance for Funds Used During Construction
aMwW average megawatt(s)

ANR Accumulated Net Revenues

ASC Average System Cost

BAA Balancing Authority Area

BiOp Biological Opinion

BPA Bonneville Power Administration

Bps basis points

Btu British thermal unit

CIpP Capital Improvement Plan

CIR Capital Investment Review

CDQ Contract Demand Quantity

CGS Columbia Generating Station

CHWM Contract High Water Mark

CNR Calibrated Net Revenue

coB California-Oregon border

COE U.S. Army Corps of Engineers

Coil California-Oregon Intertie

Commission Federal Energy Regulatory Commission
Corps U.S. Army Corps of Engineers

COSA Cost of Service Analysis

Ccou consumer-owned utility

Council Northwest Power and Conservation Council
CP Coincidental Peak

CRAC Cost Recovery Adjustment Clause

CSP Customer System Peak

CT combustion turbine

CYy calendar year (January through December)
DD Dividend Distribution

DDC Dividend Distribution Clause

dec decrease, decrement, or decremental
DERBS Dispatchable Energy Resource Balancing Service
DFS Diurnal Flattening Service

DNR Designated Network Resource

DOE Department of Energy

DOl Department of Interior

DSI direct-service industrial customer or direct-service industry
DSO Dispatcher Standing Order

EE Energy Efficiency
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EIM
EIS

EN
ESA
ESS
e-Tag
FBS
FCRPS
FCRTS
FELCC
FOIA
FORS
FPS
FPT
FY
G&A
GARD
GMS
GSP
GSR
GRSPs
GTA
GWh
HLH
HOSS
HYDSIM
IE

IM

inc
IOU

IP

IPR

IR

IRD
IRM
IRPL
IS

kcfs
kW
kWh
LDD
LGIA
LLH
LPP
LPTAC
LTF

Energy imbalance market

Environmental Impact Statement

Energy Northwest, Inc.

Endangered Species Act

Energy Shaping Service

electronic interchange transaction information
Federal base system

Federal Columbia River Power System
Federal Columbia River Transmission System
firm energy load carrying capability

Freedom Of Information Act

Forced Outage Reserve Service

Firm Power and Surplus Products and Services
Formula Power Transmission

fiscal year (October through September)
general and administrative (costs)

Generation and Reserves Dispatch (computer model)
Grandfathered Generation Management Service
Generation System Peak

Generation Supplied Reactive

General Rate Schedule Provisions

General Transfer Agreement

gigawatthour

Heavy Load Hour(s)

Hourly Operating and Scheduling Simulator (computer model)
Hydrosystem Simulator (computer model)
Eastern Intertie

Montana Intertie

increase, increment, or incremental
investor-owned utility

Industrial Firm Power

Integrated Program Review

Integration of Resources

Irrigation Rate Discount

Irrigation Rate Mitigation

Incremental Rate Pressure Limiter

Southern Intertie

thousand cubic feet per second

Kilowatt

kilowatthour

Low Density Discount

Large Generator Interconnection Agreement
Light Load Hour(s)

Large Project Program

Large Project Targeted Adjustment Charge
Long-term Form
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Maf
Mid-C
MMBtu
MNR
MRNR
MW
MWh
NCP
NEPA
NERC
NFB

NLSL
NMFS

NOAA Fisheries

NOB
NORM

Northwest Power Act

NP-15
NPCC

NPV
NR
NRFS
NT
NTSA
NUG
NWPP
OATT
O&M
OATI
0S
)4
PDCI
Peak
PF
PFp
PEx
PNCA
PNRR
PNW
POD
POI
POR
Project Act
PS

million acre-feet

Mid-Columbia

million British thermal units

Modified Net Revenue

Minimum Required Net Revenue

megawatt

megawatthour

Non-Coincidental Peak

National Environmental Policy Act

North American Electric Reliability Corporation
National Marine Fisheries Service (NMFS) Federal Columbia River
Power System (FCRPS) Biological Opinion (BiOp)
New Large Single Load

National Marine Fisheries Service

National Oceanographic and Atmospheric Administration Fisheries
Nevada-Oregon border

Non-Operating Risk Model (computer model)
Pacific Northwest Electric Power Planning and Conservation Act
North of Path 15

Pacific Northwest Electric Power and Conservation Planning
Council

net present value

New Resource Firm Power

NR Resource Flattening Service

Network Integration

Non-Treaty Storage Agreement

non-utility generation

Northwest Power Pool

Open Access Transmission Tariff

operation and maintenance

Open Access Technology International, Inc.
Oversupply

operating year (August through July)

Pacific DC Intertie

Peak Reliability (assessment/charge)

Priority Firm Power

Priority Firm Public

Priority Firm Exchange

Pacific Northwest Coordination Agreement
Planned Net Revenues for Risk

Pacific Northwest

Point of Delivery

Point of Integration or Point of Interconnection
Point of Receipt

Bonneville Project Act

Power Services
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PSC
PSW
PTP
PUD
Pw
RAM
RCD
RD
REC
Reclamation
RDC
REP
REPSIA
RevSim
RFA
RHWM
ROD
RPSA
RR
RRS
RSC
RSS
RT1SC
SCD
SCS
SDD
SILS
Slice
T1SFCO
TCMS
TGT
TOCA
TPP
TRAM

Transmission System Act

Treaty
TRL
TRM
TS
TSS
UAI
UFT
uIC
ULS
USACE
USBR

power sales contract

Pacific Southwest

Point to Point

public or people’s utility district

WECC and Peak Service

Rate Analysis Model (computer model)
Regional Cooperation Debt

Regional Dialogue

Renewable Energy Certificate

U.S. Bureau of Reclamation

Reserves Distribution Clause

Residential Exchange Program

REP Settlement Implementation Agreement
Revenue Simulation Model

Revenue Forecast Application (database)
Rate Period High Water Mark

Record of Decision

Residential Purchase and Sale Agreement
Resource Replacement

Resource Remarketing Service

Resource Shaping Charge

Resource Support Services

RHWM Tier 1 System Capability
Scheduling, System Control, and Dispatch rate
Secondary Crediting Service

Short Distance Discount

Southeast Idaho Load Service

Slice of the System (product)

Tier 1 System Firm Critical Output
Transmission Curtailment Management Service
Townsend-Garrison Transmission

Tier 1 Cost Allocator

Treasury Payment Probability
Transmission Risk Analysis Model
Federal Columbia River Transmission System Act
Columbia River Treaty

Total Retail Load

Tiered Rate Methodology

Transmission Services

Transmission Scheduling Service
Unauthorized Increase

Use of Facilities Transmission
Unauthorized Increase Charge
Unanticipated Load Service

U.S. Army Corps of Engineers

U.S. Bureau of Reclamation
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USFWS
VERBS
VOR
VR1-2014
VR1-2016
WECC
WSPP

U.S. Fish & Wildlife Service

Variable Energy Resources Balancing Service

Value of Reserves

First Vintage Rate of the BP-14 rate period (PF Tier 2 rate)
First Vintage Rate of the BP-16 rate period (PF Tier 2 rate)
Western Electricity Coordinating Council

Western Systems Power Pool
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Figure 1:

Generation Revenue Requirement Process
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1. INTRODUCTION

1.1  Purpose of Study

The purpose of the Power Revenue Requirement Study (Study) is to establish the revenues from
wholesale power rates and other power sales and services that are necessary 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.
The revenue requirement developed in this Study includes recovery of the Federal investment in
hydro generation, fish and wildlife, and conservation costs; Federal agencies’ operations and
maintenance (O&M) expenses allocated to power; capitalized contract expenses associated with
non-Federal power suppliers, such as Energy Northwest (EN); other power purchase 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 costs

incurred by the Administrator pursuant to law.

The cost evaluation period, as defined by the Federal Energy Regulatory Commission
(Commission), is the period extending from the last year for which historical information is
available through the proposed rate period. The cost evaluation period for this rate filing
includes fiscal year (FY) 2017 and the proposed rate period, FY 2018-2019. This Study is based
on generation revenue requirements that include the results of generation repayment studies.
This Study does not include the revenue requirement or a cost recovery demonstration for
Bonneville Power Administration’s (BPA) transmission function. See Transmission Revenue

Requirement Study, BP-18-FS-BPA-09.

This Study outlines the policies, forecasts, assumptions, and calculations used to determine the

generation revenue requirement. The Power Revenue Requirement Study Documentation,

BP-18-FS-BPA-02
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BP-18-FS-BPA-02A, contains key technical assumptions and calculations, the results of the

generation repayment studies, and further explanation of the repayment program and its outputs.

The revenue requirement for this Study is developed using a cost accounting analysis comprised
of three parts. First, repayment studies for the generation function are prepared to determine the
schedule of amortization payments and to project annual interest expense for bonds and
appropriations that fund the Federal investment in hydro generating resources, fish and wildlife
recovery, conservation, and other generation assets. Repayment studies are conducted for each
year of the rate period and extend over the 50-year repayment period. Second, generation
operating expenses and Minimum Required Net Revenues (MRNR) are projected for each year
of the rate period. Third, annual Planned Net Revenues for Risk (PNRR) are determined after
taking into account risks, BPA’s cost recovery goals, and other risk mitigation measures, as
described in the Power and Transmission Risk Study, BP-18-FS-BPA-05. From these three
steps, the revenue requirement is set at the revenue level necessary to fulfill cost recovery
requirements and objectives. This process is depicted in Figure 1. Once the revenue
requirement is completed, the costs identified in it are passed to the rate development process,
where they are allocated to the appropriate cost pools and used to develop rates in the Power

Rates Study (PRS), BP-18-FS-BPA-01.

Consistent with Department of Energy (DOE) Order RA 6120.2 and the standards on review of
BPA’s rates applied by the Commission, BPA must demonstrate the adequacy of both current
and proposed rates. BPA conducts a current revenue test to determine whether revenues
projected from current rates meet cost recovery requirements for the rate period and the
repayment period. If the current revenue test indicates that cost recovery and risk mitigation

requirements are met, current rates could be extended through the proposed rate approval period.

BP-18-FS-BPA-02
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The current revenue test, described in Section 3.2 of this Study, demonstrates that revenues from

current rates will not recover the generation revenue requirement for the rate period.

The revised revenue test, which is performed after calculation of the proposed power rates,
determines whether projected revenues from proposed rates meet cost recovery requirements and
objectives for the rate test and repayment periods. The revised revenue test, described in

Section 3.3 of this Study, demonstrates that revenues from the proposed power rates will recover
generation costs in the rate period and over the ensuing 50-year repayment period. In addition,
revenues from the proposed rates, together with risk mitigation tools, are sufficient to meet
BPA’s 95 percent Treasury Payment Probability (TPP) standard that all U.S. Treasury payments
will be paid on time and in full, as discussed in the Power and Transmission Risk Study,

BP-18-FS-BPA-05.

Table 1 summarizes the revised revenue test and shows projected net revenues from proposed
power rates for FY 2018-2019. These net revenues are the lowest level necessary to achieve
BPA’s cost recovery objectives, when combined with other risk mitigation tools, given hydro
condition uncertainty, market price volatility, and other risks. Table 2 shows planned generation
amortization payments to the U.S. Treasury for each year of the rate period and irrigation

assistance payments that are due to be paid from power revenues.

1.2 Legal Requirements

This section summarizes the statutory framework that guides the development of BPA’s
generation revenue requirement and the recovery of BPA’s generation costs from the various
users of the FCRPS, and the repayment policies BPA follows in the development of its revenue

requirement.

BP-18-FS-BPA-02
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1.2.1 Governing Authorities

BPA’s revenue requirements are governed primarily by four legislative acts: the Bonneville
Project Act of 1937, Pub.L. No. 75-329, 50 Stat. 731; the Flood Control Act of 1944, Pub.L.
No. 78-534, 58 Stat. 890, amended 1977; the Federal Columbia River Transmission System Act
(Transmission System Act) of 1974, Pub.L. No. 93-454, 88 Stat. 1376; and the Pacific Northwest
Electric Power Planning and Conservation Act (Northwest Power Act), Pub.L. No. 96-501,

94 Stat. 2697 (1980). The Omnibus Consolidated Rescissions and Appropriations Act of 1996,
Pub.L. No. 104-134, 110 Stat. 1321, also guides the development of BPA’s revenue
requirements. DOE Order “Power Marketing Administration Financial Reporting,” RA 6120.2,
issued by the Secretary of Energy, provides guidance to Federal power marketing
administrations regarding repayment of the Federal investment. In addition, policies issued by
the Commission provide guidance on separate accounting for transmission system costs. See,

e.g., Bonneville Power Admin., 25 FERC 1 61,140 (1983).

1.2.1.1 Legal Requirements Governing BPA’s Revenue Requirement
BPA’s rates must be set to ensure that revenues are sufficient to recover costs. This requirement
was first set forth in Section 7 of the Bonneville Project Act, codified at 16 U.S.C. § 832f (as
amended in 1977), which provides that:
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 the
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.

This cost recovery principle was repeated for Army reservoir projects in Section 5 of the Flood

Control Act of 1944, 16 U.S.C. § 825s. In 1974, Section 9 of the Transmission System Act,

BP-18-FS-BPA-02
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16 U.S.C. § 838g, expanded the cost recovery principle so that BPA’s rates also would be set to

recover:

payments provided [in the Administrator’s annual budget] . . . at levels to 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.

The Northwest Power Act reiterates and clarifies the cost recovery principle. Section 7(a)(1) of

the Northwest Power Act, 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 costs 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 chapter 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. § 838), Section 5 of the Flood Control

Act of 1944, and the provisions of this chapter.

BP-18-FS-BPA-02
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Section 7(a)(2) of the Northwest Power Act, 16 U.S.C. § 839¢(a)(2), provides that the
Commission shall issue a confirmation and approval of BPA’s rates upon a finding that the rates
(A)  are sufficient 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)  are based upon the Administrator’s total system costs; and

(C) insofar as transmission rates are concerned, equitably allocate the costs of
the Federal transmission system between Federal and non-Federal power

utilizing such system.

Development of the revenue requirement is a critical component of meeting the statutory cost
recovery principles relevant to BPA. The costs associated with the FCRPS and associated
services and expenses, as well as other costs incurred by the Administrator in furtherance of

BPA’s mission, are included in this Study.

1.2.1.2 The BPA Appropriations Refinancing Act

BPA’s power rates for the FY 2018-2019 rate period will reflect the requirements of the
Refinancing Act, 16 U.S.C. § 838I, part of the Omnibus Consolidated Rescissions and
Appropriations Act of 1996, Pub.L. No. 104-134, 110 Stat. 1321, enacted in April 1996. The
Refinancing Act required that unpaid principal on BPA 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. 16 U.S.C. § 838I(b). The Refinancing Act also specified
that the new principal amounts of the old capital investments be assigned new interest rates from
the Treasury yield curve prevailing at the time of the refinancing transaction. 16 U.S.C.

§ 8381(2)(6)(A).

BP-18-FS-BPA-02
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The Refinancing Act restricted prepayment of the new principal for old capital investments to
$100 million during the first five years after the effective date of the financing. 16 U.S.C.

8 838l(e). The Refinancing Act also specifies that repayment dates on new principal amounts
may not be earlier than the repayment dates for old capital investments. 16 U.S.C. 8 838I(d).
The Refinancing Act further directs the Administrator to offer to provide assurance in new or
existing contracts for power, transmission, and related services that the Federal Government will

not increase the repayment obligations in the future. 16 U.S.C. § 838I(i).

1.2.1.3 Allocation of FCRPS Costs

The individual generating projects comprising the FCRPS serve purposes in addition to power
production, including navigation, irrigation, recreation, and flood control. The total costs of
these Federal projects are allocated to the power revenue requirement and the appropriate cost

pools and are generally allocated according to the purposes they serve.

For projects that provide power generation to the FCRPS, this allocation has generally been
accomplished pursuant to statutory direction. For example, Section 7 of the Bonneville Project
Act, 16 U.S.C. 8 832f, requires that BPA’s rates be based on, inter alia, “an allocation of costs
made by the [Secretary of Energy,]” and, insofar as costs of the Bonneville Project are
concerned:

[T]he 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.

BP-18-FS-BPA-02
Page 7



© 00 ~N o o b~ w NP

N NN NN NN R R R R R R R R R e
o 00 A W N kP O © 0 N oo o~ W N P O

Similar allocations for U.S. Bureau of Reclamation (Reclamation) projects constructed pursuant
to various authorizing statutes have been performed by the Secretary of the Interior under the
authority of 43 U.S.C. § 485h(a)—(b). Cost allocations for projects constructed by the U.S. Army
Corps of Engineers (Corps) have been performed by the Secretary of the Army and approved by

the Federal Power Commission (the predecessor to the Federal Energy Regulatory Commission).

In general, an attempt is made to allocate the 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 allocated to the generation function, whereas the costs of
navigation locks have been allocated to navigation. More problematic are the joint-use costs that
remain unallocated after the costs identifiable to single purposes have been allocated. The
joint-use formulas approximate the relative benefits provided by each function, and costs are

allocated 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 generation revenue requirement.

1.2.1.4 Section 4(h)(10)(C) Credit

The Northwest Power Act provides:
The Administrator shall use the Bonneville Power Administration fund and the
authorities available to the Administrator under this 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 its tributaries . . . .

16 U.S.C. § 839b(h)(10)(A).

BP-18-FS-BPA-02
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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. § 839b(h)(10)(C). This allocation
to various project purposes implements 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 legislative 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 projects in excess of the portion allocable to electric consumers are to be treated as a
credit for electric consumers. H.R. Rep. No. 976, 96th Cong., 2d Sess., pt. 2 at 45 (1980),
reprinted in 1980 U.S.C.C.A.N. 5989, 6011. This principle is satisfied by treating expenditures
on behalf of non-power purposes as other project costs. BPA receives a credit against its cash
transfers to the U.S. Treasury for expenditures attributable to non-power purposes. BPA’s initial
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.

1.2.1.5 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 claims for a
portion of the revenues from Grand Coulee Dam, and directs BPA to carry out its obligations

under the Settlement Agreement. P.L. No. 103-436, 108 Stat. 4577 (1994).

The Settlement Agreement obligates BPA to make annual payments to the Colville Tribes.

Payments have been tied to BPA’s average prices and the amount of annual generation from

BP-18-FS-BPA-02
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Grand Coulee Dam. Under the Refinancing Act, part of the Omnibus Consolidated Rescissions
and Appropriations Act of 1996, P.L. No. 104-134, 110 Stat. 1321, BPA receives annual credits
from the U.S. Treasury against payments due the U.S. Treasury in order to defray a portion of

the costs of making payments to the Colville Tribes. The annual payments to the Colville Tribes
are forecast to be $22.6 million in FY 2018 and $22.9 million in FY 2019. The credits for the

FY 2018-2019 rate period are $4.6 million in each fiscal year.

1.2.2 Repayment Requirements and Policies

1.2.2.1 Separate Repayment Studies

Section 10 of the Transmission System Act, 16 U.S.C. § 838h, and section 7(a)(2)(C) of the
Northwest Power Act, 16 U.S.C. 8 839¢e(a)(2)(C), provide that the recovery of the costs of the
Federal transmission system shall be equitably allocated between Federal and non-Federal power
utilizing such system. In 1982, the Commission first directed BPA to provide accounting and
repayment statements for its transmission system separate and apart from the accounting and
repayment statements for the Federal generation system. Bonneville Power Admin., 20 FERC
161,142 (1982). The Commission required BPA to establish books of account for the Federal
Columbia River Transmission System (FCRTS) separate from its generation books of account;
explained that the FCRTS shall be comprised of all investments, including administrative and
management costs, related to the transmission of electric power; and directed BPA to develop
repayment studies for its transmission function separate from those for its generation function.
Such studies must set forth the date of each investment, the repayment date, and the amount

repaid from transmission revenues. Bonneville Power Admin., 26 FERC { 61,096 (1984).

The Commission approved BPA’s methodology for separate repayment studies in 1984.
Bonneville Power Admin., 28 FERC { 61,325 (1984). Thus, BPA has prepared separate

repayment studies for its transmission and generation functions since 1984. This standard has
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enabled BPA to set power and transmission rates separately with minimal change in repayment
policy and the process for developing each revenue requirement. This Study incorporates only

the repayment study for the generation function for FY 2018-2019.

1.2.2.2 Repayment Schedules

The statutes applicable to BPA do not include specific directives for scheduling repayment of
capital appropriations and bonds issued to Treasury other than a directive that the Federal
investment be amortized over a reasonable period of years. BPA’s repayment policy has been

established largely through administrative interpretation of its statutory requirements.

There have been a number of changes in BPA’s repayment policy over the years concurrent with
expansion of the Federal system and changing conditions. In general, current repayment criteria
were approved by the Secretary of the Interior on April 3, 1963. These criteria were refined and
submitted to the Secretary and the Federal Power Commission 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 authorization of this project,
H.R. Rep. No. 89-1409, 2d Sess., at 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.. . ..

BP-18-FS-BPA-02
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This approach to repayment scheduling has the effect of averaging the year-to-year variations in
costs and revenues over the repayment period. This results in a 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 customers, which

include both electric utilities and electroprocess 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 were set forth in the Department of the Interior Manual, Part 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.

To achieve a greater degree of uniformity in repayment policy for all Federal power marketing
administrations, the Deputy Assistant Secretary of the Department of the Interior (DOI) issued a
memo on August 2, 1972, outlining (1) a uniform definition of the start of the repayment period

for a particular project; (2) the method for including future replacement costs in repayment

BP-18-FS-BPA-02
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studies; and (3) a provision that the investment or obligation bearing the highest interest rate
shall be amortized first, to the extent possible, while ensuring that BPA still complies with the

prescribed repayment period established for each increment of investment.

A further clarification of the repayment policy was outlined in a joint 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 and 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 DOI issued Chapter 4 of Part 730 of the DOI Manual to codify financial
reporting requirements for the Federal power marketing agencies. It describes standard policies

and procedures for preparing system repayment studies.

BPA and other Federal power marketing agencies were transferred to the newly established
Department of Energy on October 1, 1977. DOE Organization Act, 42 U.S.C. 8 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, issued on September 20, 1979, and amended on October 1, 1983.

The repayment policy outlined in DOE Order RA 6120.2, paragraph 12, provides that BPA’s
total revenues from all sources must be sufficient to:
1) Pay all annual costs of operating and maintaining the Federal power

system;

BP-18-FS-BPA-02
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(4)

()

Pay the cost 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:

o 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 Yakima-Chandler
Project, which has a legislated amortization period of 66 years);

o each annual increment of transmission financed by Federal
investments and obligations within the average service life of such
transmission facilities (c