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Subject: Standard repayment interest rate formula for newv Federal
power projects and system tranemission facilities

See. 1 Purpose. The purpose of thie Order is to establish
& standard formule applicable to all Interior power agencies for fixing
the interest rates for repayment purposes on new Federsl powver projecte
and system transmission facilities for which the administrative dis-
cretion to establish such rates is vested in the Secretary of the
Interior. The resulting rates will more closely reflect the current
interest costs of money borrowed by the Federal Goverrment than the rates
vhich bave been utilized in recent years.

Sec. 2 Authority. This Order is issued pursuant to the
authority of the Secretary of the Interior under section 9(e) of the
Reclamation Project Act of 1939, 53 Stat. 1194, L3 U.S.C. 48Sh(e);
cection 5 of the Flood Control Act of 19k, 58 Stat. 890, 16 U.S.C.
82565; cections & and T of the Bonneville Project Act, 50 Stat, T3k,
735, as amended, 16 U.S.C. 8324, ¢; Reorganization Plan No. 3 of 1950,
5 U.S.C. 133z2-15, note (196k ed.); and Bection 2 of the Act of June 14,
1966, Public law 89-448, 80 Stat. 200, as amended.

Bec. 3 Definitions. For the purpose of this Order:

(a) The term "Federal power project" means any reservoir
project of the Depariment of the Interior or the Department of the Army
wvhich includes the generation of electric power as one of its purposes,
or any unit or separable power feature thereof, whieh 15 treated as a
separate entity for repayment purposes, including transmissiorn, sub-
station ond other appurtenant facilities.

(b) The term "system trapnsmission facilities" means trans-
mission lines, substations and appurtenant facilities which are treated
for repsyment purposes as & separate entity not & part of & Federal
power project.

(e¢) The terms “new Federal power project” and 'new system
tranemiseion facilities" mean a Federal power project or system trans-
mission facilities the construction of which is initiated after the
date of this Order.

Sec. b Interest rate formula.

{a) Except as otherwlse provided by law, the lnterest rate
" to bpe used for computing interest during construction and intercst on
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the unpaid balance of the costs of new Federal power projects and new
system transmission facilities which are properly allocated to commer-
clal power development, shall be the applicable rate, as hereinafter
provided, during the fiscal year in which funds are first appropriated
to initlate construction of such projects or facilities,

(b) The applicable rate for fiscal year 1970 shall be 4-7/8
percent.

(c) Each subsequent fiscal year, the Assistant Secretary--

Water and Power Develcopment shall request the Secretary of the Ireasury
to inform him of the computations made as of July 1 in accordance with
subsection (d) for the preceding fiscal year. If the yield rate so
computed does mot differ from the applicable interest rate used by

" Interior for the previous fiscal year by more:than 1/2 percent, the
applicable rate to bé used by Interior shall be equal to the yield rate.
If the yileld rate differs from the applicable interest rate used by
Interior for the previous fiscal year by more than 1/2 percent, the
applicable rate to be used by Interior shall be the applicable rate used
.dn the previous fiscal year increaséd or decreased by 1/2 percent toward
the yield rate,

(d) For the purposes of this section the yield rate is the
average yield during the preceding fiscal year on interest-bearing
marketable securities of the United States which, at the time the com-
putation is made, have terms of 15 years or more remalning to maturity.
The average yield shall be conmputed as the average during the fiscal
year of the daily bid prices. Where the average rate so computed is not
& multiple of one-eighth of 1 percemt, the rate of interest shall be the
multiple of one-eighth of 1 percent nearest to such average rate.

(e) The Assistant Secretary--Kater and Power Development
gehall annually advise the power agemcies of the applicable interest

rate for the current fiscal year. 5 //f,.f//fj;j)fi ////
f// 7 //ﬂf/;/
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UNITED STATES
DEPARTHENT OF THLE IITERIOR
Office of the Secretary
Washington, D, C. 20240 ;

= GUIDELIKES for the Implementation of Secretarial
‘ Order No. 2929, on "Standard repayment interest
rate formula for new Federal power projects and
system transmission facilities," dated January 29,
1970

Purpose of Guidelines

The purpose of these guidciines is to set forth a common
understanding to govern the applicotion of the subject Order by
the Department of the Interior.

Irtent of Secretcrial frder

. e s T ko e A R g e B T T T 11
ihe Ordey cstablisches & stvandard forala apppalatric Lo all

&

Interior power agencies ior fixing the interest rates for repay-
ment purposes on new Federal powesr projeects and systum trarsmission
facilities for which the adininistravive discretion to establish
such rates is vested in the Secrctary of the Interior.

Stages of Develuyjrment

1 The samz interest rate will apply to all investment m-de in
each separate stage of development (referred to in Sulbiections Z(a’
and (b) of the Order as "a scparate entity for ropayient purf.odes’

Reservoir nrujects. TFor a generating project constructed
by the Corps of Engincers or the bhurcau ¢f Reclamation the stage of
development will normally comprise the reserveir project or unit,
or separable power fcature thereof, which is carried on the bonks
of the constructing agency as a separate entity for purposes of
construction and cost allocation, including transmission, substa-
tion and other appurtenant facilities which are included as an
integral part of-such project, unit or s¢parable power feature,
However, a new scparate stage of deveiopment will be established
for purposes of applying a different interest rate where (1) sep-
arate statutory authorization is required for the initial power
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installation or for amy segment of the power facilities, or
(2) where the construction of all or a segment of authorized power
facilities is postponed or interrupted for a significant perfod of
time relative to the construction of other features of the project
or unit, or separable power featurc therecof. An example of the
second case would be a project where the authorization includes
six generating units, but only three are installed during the
initial phase of construction; when the final three are dmstalled
at & later time, the investment Iim them would be considered a

4 separate stage of development and would carry-a separate interest
rate.

In determining whether a postponement or interruption is
significant for this purpose, consideration will be given to all
relevant factors, including, but not limicted to, expressions of
Congressional intent, presentations made to Congress, commitments
made to power customers, intermal construction and funding
schedule of the constructing agency, ard the length of the post-
ponement or interruption. In any cvent, the complete absence of
all of the following actions during two consecutive fiscal vears
shall require the application of a separate interest rate to the
subsequent investment: ’

. Purchase ol any land, casement or right-of-way,

b. sAward of, or progress payments on, a contract for any
kind of construction actiwvity.

¢. dAward of, or progress pavioents on, a contract for
Government - furnishied construction material or equip-
ment.

d. Conduct of any orpanized construction activity at the
site of the project or wnit, or separable power
L feature thercof,

Svstem transmission facilities. Jhe Order defines the
_term "'system transmission facilities'" in recogmition of the f=zct
that in many cases transmission facilitics constructed by Depart-
ment of the Interior power marketing agenciecs are not regarded for
repayment purposes as part of a Federal reserveir project or unit,
or separable power feature thereof, but imstead are treated as
part of a transmission system. Such transmission facilities may
be handled in either of two ways, depending on the accounting
practices of the agency, the purpose of the facility, the length
of the construction period, and the relative volume of system
transmission construction work carried out by the agency at the
time., ©One method is to treat an individual transmission facility
as a separate stage of development, in the same manner as a
separable power feature of a reservoir project or unit. The other
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method, which it is expected will be utilized by the Bonncville
‘Power Administraticmn, is to treat the new invesiment in system
transmission facilities made each fiscal year as a separatg stage
of development.

Replacements and additions. The interest rates for all
. new investment in replacements and additions, as shown in the
capital plant accounts of the constructing agency, in reservoir
‘ projects or units, or separable power fecatures thereof, or in
seystem transmission facilities shall be determined in accordance
with these guidelines regardless of when construction of the
original project or facility was started, .

Imjiciation of Constructiom

The Order applies only to the investwment in a stage of
development if, as provided in Subsection 3(c), the construction
of the particular stage was initiated aftcr the date of the Order,
that is, after January 29, 1970. Also, Subscction 4(a) of the
Order provides that the interest rate to be used shall be the
applicable rate during the fiscal year in which funds are first
appropriated to initiate construction of the stage of development.
For these purposecs the construction of a stage of development
shall be considered initiatea when the tirst of any ot the tollow-
ing actions is taken:

a. Award of a contract for any hkind of comstruction
activity.

b. Award of a contract for Government-furnished
construction material eor equipment,

| ¢. Start of any organized construction activity such
as grading, excavation or building of access roads.

Applicable Rates

For stages of development comprising a reservoir project
or unit, or separable power feature thereof, or a system trans-
mission facility handled under the first method described above,
the construction of which is initiated after January 29, 1970,
with funds appropriated in fiscal year 1970 or prior years, the
interest rate shall be 4-7/8 percent.

For stages of development comprising a reservoir project
or unit, or separable power feature thereof, or a system trans-
mission facility handled under the first method described above,
the construction of which is initiated afrter January 29, 1970 with
funds appropriated in fiscal year 1971 or in any subscquent
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fiscal ycar, the intercst rate shall be the applicable rate, as
defined in Subsection 4(c) of the Order, for the fiscal year in
wvhich funds are first appropriated to initiate construction of the
stage of developnent. :

2 It will be assumed that the average conustruction period for
replacements and additions is less than two ycars and that the
investment therein 15 made in the fiscal year following the fiscal
year in which funds are first appropriated to initiate construc-
tion. Accordingly, under this assumption, the Order will not apply
to replacements and additions placed in scrvice in fiscal year 1970;
the intcrest rate for the investment in reploaoccuents and additions.
placed in service in subsequent fiscal years shall be the applicable
rate, as defined in Subsection 4(c) of the Order, for the fiscal
vear preceding the fiscal year imn which the replacement or addition
is placed in service. 1In unusual cases where the investment is of
considcrable magnitude and the construction peviod is three years
or more, the replacement or addition may bo trested as a separate
stage of development.

Where the investment in systow traan i sjon fneflities is
handled on an annual basis under the second nc!bod described above,
it will be assumed that the average constructiow period is less
chan two years and that the investrnent wmade in cach fiscal year is
from furids appropriated the precoeding fiscal ycar, Accordinpgly,
undar this assumption, the Order will wob apply to the investment
made in fisecal year 1970; the interest rate for the investinent
made in system transmission facilitics, includiung replacements and
additions, in fiscal yecar 1971 =haltl be 4-7/8 percent; and the
intcrest rate {or the investment made in systoem transmission facil-
ities, including replacements and additions, in subsequent {iscal
years shall Le the applicable rate, as defined in Subsection 4 (c)
of the Ordcr, for the fiscal wear preceding the {iscal year in
which the investiment is made.

Tepevonl Stuedies

Agencies which prepare repayment studies which include
future invecirnients in power facilities will anply the intercst rate
determinced in accordance with the Order fer Lhe current fiscal year
to all future investment included in the repayment studies, i.e.,
there will be no attempt made to forecast cither imcreascs or
decreases in the interest rate for future investment for the pur-
pose of preparing repayment studies.

Other Applications

Agencies whose accounting procedurcs provide for taking an

interest credit on cash receipts, or for calculating interest
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expense on working capital, shall use for such purposes the rate
determined pursuant to these guidelines for application during the

current fiscal year.
i
L
v 3

Assijtant Secretary of the Interior
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