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Water Supply Authority

e Water Supply Act of 1958

— Assists states and local entities in developing water
supplies in Federal projects.

— Authorized Sec Army to modify projects to include
water supply w/o further Congressional approval.

— Water supply users pay for storage based on all
purposes and share equitably in benefits of multi-
purpose construction.

— Authorized the Sec of the Army to reallocate storage in
return for non-Federal payment.
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Scope of Credit
US Army Corps Authority
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The Secretary of the Army iIs
authorized to provide such credits to
Corps accounts to the extent that the
credits reasonably reflect the economic
conseguences of the reallocation to the
Federal government.

BUILDING STRONG



US Army Corps What are credits?

of Engineers e
Tulsa District

<& Tulsa Distrigy

e Adjust the HP account.

e Credits are account adjustments
(book keeping).

e Not transfers of funds among Federal
agencies or reimbursements to power
customers.
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Presenter
Presentation Notes
The purpose of credits is to adjust the HP account because a storage reallocation will reduce the PMAs ability to repay the account in a timely manner.  Repayment is typically 50 years for the initial HP assets.



Credits are account adjustments (book keeping) wherein the project account balances for assets and/or operating expenses allocated to a project purpose (in this case hydropower) are credited from the account of another purpose (typically water supply).



The credit adjustments to project accounts are not transfers of funds among Federal agencies or reimbursements to power customers.



The Corps has never considered it a legal obligation to authorize or provide any funds to any other government agency affected by the reallocation.


Cost Accounts

US Army Corps
of Engineers e
Tulsa District

1. All income and expenses (investment,
operation, maintenance, replacement,
etc.) associated with the water supply
function will be separately identified In the
cost accounts.

2. A loss of revenue from existing purposes
Incurred because of water supply storage
reallocation will be shown as a direct
charge against the water supply function.

3. All revenues lost to the project and
downstream areas must be considered.
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Presenter
Presentation Notes
All income and expenses (investment, operation, maintenance, replacement, etc.) associated with the water supply function will be separately identified in the official cost account record.



When there is a loss of revenue from existing purposes, or additional operation and/or maintenance expense to existing purposes are incurred because of the new water supply addition, such charges will be shown as a direct charge against the water supply function.



All revenues lost to the project and downstream areas must be considered. This loss will affect the appropriate cost reductions in the existing project purposes and all revenues from the new addition will be credited to the new purpose.  An example of a downstream impact out be water supply storage reallocation from flood control storage.




Credit Process
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1. Revenues foregone.

2. Replacement power.

3. Such credits should not actually be
made for replacement power until
the costs are incurred and
documented by the PMA.
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Presenter
Presentation Notes
If HP revenues are being reduced because of the reallocation, the PMA will be credited for the amount of revenues foregone to the U.S. Treasury because of the reallocation assuming uniform annual repayment.



In instances where existing repayment agreements between the PMA and their customer (a power contract) would result in a cost to the Federal government to acquire replacement power to fulfill the obligations of the agreements, an additional credit to the PMA can be made for such costs incurred during the remaining period of the agreements. 



Such credits should not actually be made for replacement costs until the costs are incurred and documented by the PMA.




US Army Corps
of Engineers e
Tulsa District

Start of evaluation
period

Credit Timeline
for the hydropower account

End of evaluation
period

—

A Subsequent Term

Credit=Revenues foregone to the
Treasury
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Crediting to the Account 1s2
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e Water storage agreements have a 30-year
repayment period.

e When annual water supply payments are
collected, a portion of the payment is credited
to the HP account.

e The credits are reported to the PMA as a line
item on the Corps’ power reports.
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Presenter
Presentation Notes
The PMA is also advised of the credit amount by letter.  The PMA is a part of the review team during the reallocation process.  

No money is to change hands.  All credits to the PMA are to be through an accounting process as a credit to the account.  Do not send a check to the PMA.  


i
Crediting for Lump Sum Payment g

US Army Corps
of Engineers e
Tulsa District

If water storage agreement payment is made
INn lump sum:

— Develop a present value for the remaining HP
credit using the current interest rate.

— Make a one-time credit to the HP account.

— Still must be broken down into P/l in CEFMS.
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Factors that Complicate the .
US Army Corps Determination of Credits 174 b
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Question.
If the hydropower account is zero (paid off after the typical 50-
year repayment through HP revenues) — what assets are left to
credit?
Answer.

Essentially none; although relatively minor O&M costs could be
applicable for credits.
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Presenter
Presentation Notes
However.

	HQUSACE has recently provided project specific guidance that specified a 50 year credit scheme for a HP project that would have a zero account balance within only a few years.  The rational was that the PMA has other HP projects in a system.  Therefore, the revenue reduction due to water storage reallocation at one project would provide hydropower credits for any other project in the PMA system.



Complication for a 50-year credit evaluation period.  

	That scheme required the determination of credits for replacement power for 9-years, the determination of revenue foregone for a subsequent 41-years, the economic evaluation of both series of credits brought to a present worth, and then the present worth was annualized over the 30-years of the water supply contract repayment period.  This economic manipulation was required to match the funding stream of the water storage agreement payments.  Rocket science?  No.  But it was a complication.




Factors that Complicate the D
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Questions.
How do you determine credits when:

— there is specific legislation?

— the author knows what they want, but the legislation says
something different? (or conflicts with law or policy)

— the legislation is specific about part of the credit
determination, but is silent on other aspects?

Answer.

Involve HQUSACE early and often. Write coordination
memos. Be prepared to bring new staff up to date as the

study eags-er progresses.
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Factors that Complicate the
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Issue:

Policy states that credits for
replacement costs will not be made
until the costs are incurred and
documented by the PMA.

Complication:
NO records.
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Presenter
Presentation Notes
The PMA may indicate that neither they or the power customers have any records of replacements costs (and some replacement costs may occur prior to a reallocation action); or that it will be “impossible” for them to determine replacement costs that apply just to the storage reallocation.  However, the PMA will want credit for the replacement costs and will want the Corps to estimate an average annual credit for replacement costs.




Factors that Complicate the o —
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Issue:

The PMA may have a different opinion about the value of
power.

Practical Application:
Rely on the Hydropower Analysis Center
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My Policy Suggestions
US Army Corps

of Engineers e

Tulsa District

» Update the policy for determining credits.

e Credit studies should establish an annual estimate of the credit
limit.

e Credits should apply to the impacted project.

e When the HP revenues and credits repay the HP project account,
credits should be suspended.

« If subsequent HP expenses, such as major replacements, occur,
then credits should be reconsidered if the storage reallocation would
still impact the ability to repay the HP account.
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Presenter
Presentation Notes
The policy for determining credits should be updated.  The policy should address credits in terms that relate to the impact that a storage reallocation will have on the PMAs ability to repay the remaining HP account in a timely manner – and should probably not indicate an arbitrary credit period.



 Once the HP account is repaid credits should be suspended.



 If the PMA subsequently implements major replacements at the project, then credits should be reconsidered because the HP account will need to be repaid and the storage reallocation may have an impact on repayment.


US Army Corps Further Information? et

of Engineers e
Tulsa District

e Water Supply Handbook and ER 1105-2-100

e Contacts:

— Janet Hotubbee
e 918-484-5135,
— Ted Hillyer, HQUSACE / IWR
e 703-428-6140
— Steven R. Cone, HQUSACE/IWR
e 703-428-6667
— Brian R. Shenk, Hydropower Analysis Center (HAC)
» 503-808-4221
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