
Advanced Amortization Recognition

(AAR)

Background

Last year, BPA staff briefed Treasury on the concept of Advanced Amortization Recognition (AAR).  This concept would work as follows:

· BPA establishes and accumulates an AAR balance when we have repaid Congressional appropriations and/or Treasury bonds in excess of the repayment schedule set in power and transmission rate filings (e.g., as a result of using proceeds from Energy Northwest debt refinancings 
/, or from reserves in excess of BPA’s Treasury Payment Probability (TPP) goals (88 percent TPP over 5-year period
· )).  BPA reflects the establishment of this balance in its budget and other financial documents. 

· BPA can receive repayment recognition from the AAR accounting balance when it lacks the annual revenues and financial reserves to make all or part of its Treasury principal payment as a result of risk factors (e.g. high market prices, poor hydro conditions, increased costs).  

· The AAR accounting balance would not earn interest or be otherwise convertible to cash, but simply would provide recognition that BPA has fully met its planned Treasury repayment requirements to-date, since on a cumulative basis BPA would be on or ahead of schedule in its status of repayment.

BPA believes this concept is consistent with the Federal Columbia River Transmission System Act, which was amended to include a provision intended to keep BPA on schedule in its status of repayment.  (Section 838k(a): “The Secretary of the Treasury shall take into account amounts that the Administrator has repaid in advance of any repayment criteria in determining whether to increase such rate.”  This provision specifically relates to the potential for Treasury to increase the interest rate on Treasury bonds issued in a year that BPA misses a scheduled amortization payment.)
Current Status of Advanced Amortization

In FY 2000 and 2001, BPA made notable advance amortization payments totaling about $183 million, based on BPA’s 1996 rate filings for both wholesale power and transmission for the 1997 – 2001 rate period.  Total advance payments during the 1997-2001 rate period are about $191 million.  BPA is planning $262 million advance amortization this year so that by the end of FY 2002, BPA would expect to have made cumulative advance payments of about $453 million.  See table below for a summary of the advance amortization payments.  Appendix 1 provides detailed documentation of the annual amortization, distinguishing the base and advanced payments.

Summary of Amortization Payments Exceeding Rate Case Plans ($ in Millions)

	What Was Paid in Advance
	Fiscal Year of Advanced Amortization Payments 

	
	FY 1997
	FY 1998
	FY 1999
	FY 2000
	FY 2001
	FY 2002 

(Preliminary)

	Generation Appropriations
	$2.77
	$0
	$0
	$40.32
	$54.87
	126.20

	Generation Bonds
	$0
	$0
	$0
	 $85.49 
	$2.39
	136.20

	Transmission Appropriations
	$0
	$0
	$0
	$0
	$0
	$0

	Transmission Bonds
	$.06
	$19.37
	$1.19
	$0
	$0
	$0

	Repayment of Sold Facilities
	
	-$15.15
	
	
	
	

	Total Advance Amortization
	$2.84
	$4.23
	$1.19
	$125.80 
	$57.26

	$262.40

	Cumulative Advance Amortization
	
	$7.07
	$8.26
	$134.06
	$191.32
	$453.72


Proposed Terms of Access for Use of the AAR:  

BPA would announce access to the AAR balance only if year-end reserves projected in the third quarter review are projected to fall below that required for BPA’s minimum working capital, and after other risk management tools have been assumed to be used (including allowable FCCF and 4(h)(10)(C) credits, the Load-Based CRAC, and the Financial-Based CRAC.  Although the Safety-Net CRAC also may be triggered at this point, it would not provide additional revenues soon enough to prevent a missed Treasury payment).  BPA would plan to utilize the AAR accounting balance to offset the principal portion of its scheduled Treasury payment that would otherwise be missed.  The composition of BPA’s resulting Treasury payment would be consistent with its priority of payments requirements.  

Replenishment of AAR Balance:

If it is necessary to access the AAR balance, BPA will attempt to make up the portion of the Federal principal payments for which the AAR balance was utilized instead of cash in the remainder of the 2002-2006 rate period or, failing that, in the next rate period.  If BPA has not used the total AAR balance by the end of the current rate period, it will not reduce the post-2006 repayment schedule.  However, the outstanding AAR balance will remain in place until needed.

Application of Advanced Repayment Recognition Balance Access

If BPA would not be able to make its full Treasury amortization payment in a particular year, the priority of payments established in legislation and DOE policy would be followed to determine which obligations would be paid and which would be rescheduled.  Any obligations that were due in that year would be repaid (although bonds with remaining associated asset service lives may be refinanced and extended).  Any obligations that were planned but not due in that year would be rescheduled for repayment beginning with appropriations, then bonds, lowest-interest first within each group.  If this still exceeded available funds, interest expense would be deferred consistent with DOE repayment policy, RA 6120.2.  The AAR balance would not apply to deferred interest expense. 
Draft Language for inclusion in OMB and Congressional Budgets
What follows is draft language that could be included in budgets to describe AAR.

In recent years, BPA has made amortization payments in excess of those scheduled in its FERC-approved rate filings, resulting in a balance of advance repayment.  This balance will allow BPA to reduce amortization below scheduled amounts if, in a future year, decreased revenues or increased costs cause a serious cashflow deficit.  The AAR balance will assist BPA on a cumulative basis to remain current or ahead on its repayment. The balance will allow BPA to use overpayments in prior years to offset reduced future payments.  This recognizes an underlying concept behind the power marketing administrations’ repayment policy - that hydrosystems are dependent on extremely variable streamflows for revenues, with the potential for more than the planned annual amortization payment in good water years and less in bad water years.
�  BPA has implemented a long-term program of restructuring Bonneville’s overall debt portfolio, which includes Energy Northwest (ENW) municipal bonds as well as Federal appropriations and Treasury bonds.  By refinancing and extending ENW debt, BPA is able to repay Federal debt at a faster rate, thus replenishing borrowing authority.





� BPA also paid $6.5 million more in irrigation assistance than was scheduled in this year, which is not included as advance amortization.
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