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Purpose of Revenue Requirement

The purpose of BPA’s revenue 
requirement is to recover the costs of 
BPA investments in transmission plant 
and the associated costs of operating 
and maintaining it (i.e., the costs 
associated with the transmission of 
electric power).

BP-24-FS-BPA-06, page 1
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Purpose of Revenue Requirement

BPA uses the Transmission Revenue Requirement 
Income Statement to derive its Revenue 
Requirement.

BPA uses the accrual method to recover its costs of 
capital (line 8), recovering the cost of utility plant 
over the life of the plant.

BPA recovers 100% of the cost of plant through 
revenue requirement depreciation

BP-24-FS-BPA-06A, page 7

BP-24-FS-BPA-06A, page 4
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BPA Transmission Revenue Requirement Statement of Cash Flows

BPA creates the Transmission Revenue Requirement Statement 
of Cash Flows to calculate cash flows from capital activities 
(financing, investing, recovery) to ensure cash inflows cover cash 
outflows

The Revenue Requirement Statement of Cash Flows shows the 
cash that will be used in the current period for investment in 
utility plant as well as the financing to cover the investment 
build.  It also shows cash that will be used to repay debt that 
financed investment build in prior periods as well as recovery of 
prior period investment build costs (depreciation)
(BPA’s current process is to include revenue financed plant in 
depreciation).

BP-24-FS-BPA-06A, page 8 3



BPA Recovers All Its Capital Costs Through Depreciation

Even though BPA recovers all its capital costs through 
depreciation, timing difference between recovery 
(transmission depreciation around 50 years) and debt 
repayment (Treasury due around 35 years) creates cash flow 
discrepancies. 

To account for this timing difference, BPA has created a 
Transmission Revenue Requirement Statement of Cash Flows

Other utilities who also recover all their capital costs through 
depreciation compensate for the cash flows discrepancy in 
their cash flows financing section or financial reserves. 

BP-24-FS-BPA-06A, page 8
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MRNR Is An Over-Recovery of Capital Costs From Customers
BPA’s current process for capital cash discrepancies is Minimum 
Required Net Revenues (MRNR) which results in cash flows 
above the cost of capital.

BPA receives a full recovery of capital costs through revenue 
requirement depreciation, thus any additional cash flows from 
customers for MRNR is an over-recovery by BPA unless the 
MRNR is credited back to customers

BP-24-FS-BPA-06A, page 8

BP-24-FS-BPA-06A, page 4
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Increased Use of Revenue Financing Is Harming Customers

BPA is steadily increasing its use of revenue financing to cover the costs of Investment in Utility Plant

 
Customers prepaying for Utility Plant construction projects and upgrades

BPA’s current process is to include utility plant financed by revenue financing, or customer prepayment, in revenue 
requirement depreciation to “recover” the cost of utility plant thereby double charging customers for the revenue 
financed portion of utility plant.  
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Revenue Financing Is Customer Prepayment for Plant, No Cost for BPA To Recover

In the operating section of the Transmission Revenue 
Requirement Statement of Cash Flows, customers 
prepay for transmission plant (line 4) in the current rate 
year and pay for the plant again in subsequent rate years 
over the recovery period of the plant (line 6).

Since customers prepaid the investment in utility plant, 
BPA already received the costs of the plant from 
customers and there are no BPA costs to recover.

BP-24-FS-BPA-06A, page 8 7



Remedy Option: Create a Regulatory Liability or Deferred Liability

New line for a Regulatory Liability Amortization to offset depreciation (operating 
section)

Adjusted Cash From Current Operations             
using Regulatory Liability method

A remedy option is to create a Regulatory Liability (or Deferred 
Liability) for the amount of the revenue financing and amortize 
over a determined period; thus, the customer prepayment of 
transmission plant will offset depreciation because BPA does 
not need recovery of costs prepaid by customers.

BP-24-FS-BPA-06A, page 8 8



Remedy Option: Create a Regulatory Liability or Deferred Liability (cont.)

Regulatory Liability Amortization to offset depreciation (operating section)

BPA cash flows using the regulatory liability option

BP-24-FS-BPA-06A, page 8 9



Correct or Eliminate The MRNR Over-Recovery Process

BPA’s current over-recovery process is a growing burden on its transmission customers.  

BPA needs to correct or eliminate the MRNR over-recovery and revenue financing processes.  Further, BPA should credit 
customers the $242.8 million prepaid on transmission plant through revenue financing and relieve customers of BPA’s 
current double charging process of “recovering” the cost of plant again.
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Questions?
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