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Follow up to the PRR Mid-Year Review Discussion 
Informal Rates Meeting -10/30/08 

 

 

BACKGROUND:  During the October 30, 2008 Informal Rates meeting, Western presented 
several alternatives for conducting a Power Revenue Requirement (PRR) mid-year review and 
resulting threshold assessment.   A copy of the slides is available at:  
http://www.wapa.gov/sn/marketing/rates/ratesProcess/informalProcess/March_Mid_Year_Revie
w.pdf  

A summary of the options is listed below.   

Option Title/Brief Description 

A Status Quo                                                     
(March review and $5 million threshold) 

B Modify the Mid-year Threshold Amount 
(increase or decrease the $5 million 
threshold) 

C Institute a Revenue Adjustment Clause 
(RAC) (an after-the-fact adjustment for all 
PRR-related revenues and expenses) 

D Eliminate the threshold                                 
(conduct the mid-year review and adjust 
accordingly (i.e. no threshold)) 

 

After discussion amongst the attendees, a fifth option was generated that was titled Option E.  
This option was created with the intention of recognizing the need to meet the annual capital 
repayment amount.     
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The characteristics of this option included:  

Option Title/Brief Description 

E Prior Year (PY) Capital Repayment 
Adjustment  

 During the mid-year review, a 
capital repayment adjustment for 
the prior year will be incorporated 
into the PRR 

 This capital repayment adjustment 
will reflect the difference between 
the actual capital repayment for 
the prior year (per the Power 
Repayment Study) and the 
estimated capital repayment 
indicated on the prior year’s  PRR.  

 This adjustment will be subject to 
the threshold test.    

 

There was a general consensus among the participants that Options B and E appeared to be the 
primary contenders for consideration in future formula rate designs and that a threshold should 
be applied to the mid-year review.   Western was requested to provide examples of how Options 
B and E might work.   For purposes of these examples, $ 2 million was selected as the threshold 
amount.  
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MID-YEAR REVIEW OPTIONS                                                                           
Example 1: PY Capital Repayment Deficit                                                                    

(positive number indicate an increase, negative number indicates a decrease) 

PRR Worksheet:  

Expense/Revenue Change (note 1)  Option B ($2M Threshold) Option E ($2M Threshold)

Total O&M Expense $1,000,000 $1,000,000 

Purchase Power Expense - $200,000 - $200,000 

Interest Expense $ 0 $ 0 

Other Expense $ 200,000 $200,000 

Project Repayment Expense  (current 
yr) 

 Prior Year (PY) Capital 
Repayment adjustment) – 
note 2 

 

$ 0  

----- 

$0 

$1,500,000 

 

Other Pass-through Expenses $ 0 $ 0 

Other Revenues $ 0 $ 0 

Project Use Revenues $ 0 $ 0 

Transmission Revenues -$1,000,000 -$1,000,000 

Total Mid-year Review Differences 
(neg=reduction in PRR, 
positive=increase in PRR) 

$ 0 

(no PRR change) 

$ 1,500,000 

(no PRR change) 

Note 1: The amounts identify a change of a cost or revenue category based on a mid-year review 
from the originally published PRR in September.  

Note 2: While the prior year adjustment for capital repayment is shown above for calculation of 
the change in PRR as a result of the mid-year review, it may be displayed differently.  

This example illustrates that even with a PY Capital Repayment adjustment, in circumstances 
where the PY adjustment is less than the threshold and there is no net change to other cost 
components, the PRR will not change.  Thus, there is no guarantee of meeting the PY capital 
repayment amount.  In addition, this situation will cause a change to future year capital 
repayment.   
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MID-YEAR REVIEW OPTIONS                                                                          
Example 2: PY Capital Repayment Surplus                                                                    

(positive number indicate an increase, negative number indicates a decrease) 

PRR Worksheet:  

Expense/Revenue Change (note 1)  Option B ($2M Threshold) Option E ($2M Threshold)

Total O&M Expense $1,000,000 $1,000,000 

Purchase Power Expense - $200,000 - $200,000 

Interest Expense $ 0 $ 0 

Other Expense $ 200,000 $200,000 

Project Repayment Expense  (current 
yr) 

 Prior Year Capital 
Repayment adjustment) – 
note 2 

 

$ 0  

----- 

$0 

- $1,500,000 

 

Other Pass-through Expenses $ 0 $ 0 

Other Revenues $ 0 $ 0 

Project Use Revenues $ 0 $ 0 

Transmission Revenues -$1,000,000 -$1,000,000 

Total Mid-year Review Differences 
(negative=reduction in PRR, 
positive=increase in PRR) 

$ 0 

(no PRR change) 

- $1,500,000 

 (no PRR change) 

Note 1: The amounts identify a change of a cost or revenue category based on a mid-year review 
from the originally published PRR in September.  

Note 2: While the prior year adjustment for capital repayment is shown above for calculation of 
the change in PRR as a result of the mid-year review, it may be displayed differently.  

In Example 2 , as in example 1, the threshold test is not met so the PRR does not change at mid-
year.  As in example 1, this surplus will not be communicated to the customers via a “credit” to 
the PRR because Option E makes it subject to the threshold test.  In this situation, future year 
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capital repayment projections will also be affected.   Barring any other cost component changes, 
future year(s) capital repayment amounts could be reduced.   

 

Examples 1 and 2 above attempt to illustrate the differences that might exist between Option B 
(reducing the threshold) and Option E (PY Capital Repayment Adjustment).  During the 
discussion at the 10/30/08 meeting, participants expressed concern with missing capital 
repayment on an ongoing basis.  The customers revisited discussions that Western had with the 
customers during the 2006 mid-year review when the review indicated that the threshold test was 
almost met (as close as several hundred thousand dollars), but because the $5 million was not 
met, the PRR was not changed.  As it later turned out once the financial statements for 2006 were 
finalized, CVP repayment for 2006 was deficit by almost $5 million.  

Western considered these concerns and determined that perhaps there was another way of 
approaching the problem while addressing the customers’ concerns of meeting project repayment 
each year.   What if the PY capital repayment adjustment was not subject it to the threshold test?  
What if the adjustment occurred independent of the threshold test and the PRR would change as 
a result of the adjustment during each mid-year review?  The cumulative effects of all the other 
cost components for the PRR would be subject to the mid-year review threshold test.  In an effort 
to evaluate this approach, Western completed another set of examples (3 and 4) that test this 
permutation.  
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MID-YEAR REVIEW OPTIONS                                                                           
Example 3: PY Capital Repayment Deficit                                                                    

(positive number indicate an increase, negative number indicates a decrease) 

PRR Worksheet:  

Expense/Revenue Change (note 1)  Option B ($2M Threshold) Option E ($2M Threshold)

Total O&M Expense $1,000,000 $1,000,000 

Purchase Power Expense - $200,000 - $200,000 

Interest Expense $ 0 $ 0 

Other Expense $ 200,000 $200,000 

Project Repayment Expense  (current 
yr) 

$ 0  $0 

Other Pass-through Expenses $ 0 $ 0 

Other Revenues $ 0 $ 0 

Project Use Revenues $ 0 $ 0 

Transmission Revenues -$1,000,000 -$1,000,000 

Total Mid-year Review Differences 
(neg=reduction in PRR, 
positive=increase in PRR) 

$ 0 

 (PRR change) 

 $ 0  

(PRR change) 

Prior Year Capital Repayment 
adjustment)  

----- $ 1,500,000 

TOTAL CHANGE to the PRR 
based on Mid-year Review 

$ 0 $ 1,500,000 

Note 1: The amounts identify a change of a cost or revenue category based on a mid-year review 
from the originally published PRR in September.  
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MID-YEAR REVIEW OPTIONS                                                                           
Example 4: PY Capital Repayment Surplus                                                                    

(positive number indicate an increase, negative number indicates a decrease) 

PRR Worksheet:  

Expense/Revenue Change (note 1)  Option B ($2M Threshold) Option E ($2M Threshold)

Total O&M Expense $1,000,000 $1,000,000 

Purchase Power Expense - $200,000 - $200,000 

Interest Expense $ 0 $ 0 

Other Expense $ 200,000 $200,000 

Project Repayment Expense  (current 
yr) 

$ 0  $0 

Other Pass-through Expenses $ 0 $ 0 

Other Revenues $ 0 $ 0 

Project Use Revenues $ 0 $ 0 

Transmission Revenues -$1,000,000 -$1,000,000 

Total Mid-year Review Differences 
(negative=reduction in PRR, 
positive=increase in PRR) 

$ 0 

 ( PRR change) 

$ 0 

 (PRR change) 

Prior Year Capital Repayment 
adjustment)  

----- -$ 1,500,000 

TOTAL CHANGE to the PRR 
based on Mid-year Review 

$ 0 -$ 1,500,000 

Note 1: The amounts identify a change of a cost or revenue category based on a mid-year review 
from the originally published PRR in September.  

Note 2: While the prior year adjustment for capital repayment is shown above for calculation of 
the change in PRR as a result of the mid-year review, it may be displayed differently.  

Examples 3 and 4 indicate that if the threshold test is not met, PY capital repayment is made 
regardless of if it is deficit or surplus.  In addition, both examples ensure that future year capital 
repayment is not affected by PY capital repayment amounts that are over or under paid.   


