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Message from the Secretary

The Department of Energy’s Western Area Power Administration (WAPA), Southwestern Power
Administration (SWPA), and Southeastern Power Administration (SEPA) are providing this one-
time report in accordance with Section 308 of the Consolidated Appropriations Act, 2018,
which requires a report on how these three Power Marketing Administrations (PMAs) are
executing current receipt authority to create carryover of unobligated balances for Purchase
Power and Wheeling (PPW) expenditures.

This report is being provided to the following Members of Congress:

e The Honorable Richard Shelby
Chairman, Senate Committee on Appropriations

e The Honorable Patrick Leahy
Vice Chairman, Senate Committee on Appropriations

o The Honorable Lamar Alexander
Chairman, Subcommittee on Energy and Water Development
Senate Committee on Appropriations

e The Honorable Dianne Feinstein
Ranking Member, Subcommittee on Energy and Water Development
Senate Committee on Appropriations

e The Honorable Nita M. Lowey
Chairwoman, House Committee on Appropriations

e The Honorable Kay Granger
Ranking Member, House Committee on Appropriations

e The Honorable Marcy Kaptur
Chairwoman, Subcommittee on Energy and Water Development
House Committee on Appropriations

e The Honorable Mike Simpson
Ranking Member, Subcommittee on Energy and Water Development
House Committee on Appropriations
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If you have any questions or need additional information, please contact Ms. Jazmin Everett,
Congressional Liaison, Office of the Chief Financial Officer, at (202) 586-2499.

Sincerely,
“Rick Pepry
Rick Perry
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Executive Summary

The Western Area Power Administration (WAPA), the Southwestern Power Administration
(SWPA), and the Southeastern Power Administration (SEPA) market and deliver power across
the United States.

The Power Marketing Administrations (PMAs) have long term power marketing plans and
power sale contracts with their customers. The contracts obligate the PMAs to deliver power,
and obligate the PMA customers to pay for that power. The revenue from the power sales
provide for the repayment of:

e Annual costs, and
e Federal capital investment with interest.

Purchase Power Program ‘

When power generated from Federally-owned sources is insufficient to fulfill contractual power
commitments, the PMAs purchase power to fulfill their obligations. The Purchase Power and
Wheeling (PPW) program is the source of funds the PMAs use to supply customers with power
when there is not enough Federal hydropower.

Without the PPW Program, the PMAs could not fulfill their contractual power delivery
requirements, placing the recovery of annual costs and repayment of the Federal investment at
risk.

2001 PPW Budget Change

Since inception, the full cost of the PMA PPW programs has been and continues to be included
in the PMA rate-setting process. All costs of the PPW programs are borne by the power
customers, at no long-term cost to the Federal Government. Beginning in 2001, the
Congressional Budget Office (CBO), the Office of Management and Budget (OMB), and the
House and Senate Budget Committees agreed to the principle that receipts for PPW are linked
to expenditures for PPW in the budget. Subsequent to that agreement, the 2001 President’s
Budget requested language and scoring to reflect that principle. The authority to use offsetting
collections in annual appropriation language provides for PPW funding up to a capped amount
at no cost to the Federal Government by crediting collections to the PMAs’ expenditure
accounts. The appropriation language:

e limits the purpose of the PPW offsetting collections to fund only PPW

e |imits the amount of the offsetting collections available for PPW (i.e., up to)

e provides that the spending authority from PPW offsetting collections do not expire (i.e.,
to remain available until expended). Receipt authority for offsetting collections in
excess of amounts matched with cash remains unused and expires at the end of the
fiscal year.
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Reserve Strategy Established

Over time, the PMAs have adopted a strategy to accumulate unobligated reserve balances for
their respective PPW programs as a way to strengthen their ability to deliver on contractual
power commitments to customers during unanticipated adverse conditions. The accumulation
of unobligated balances from receipts credited as offsetting collections to fund PPW provides
the PMAs sufficient cash on hand to respond to current and future adverse conditions,
including replenishment of unobligated balances to the levels defined in each PMA’s respective

risk mitigation strategy.

Consistent with legislative authorities, the PPW unobligated balance strategies of each PMA
provide substantial benefits to DOE and PMA missions, PMA customers, and the reliability and
capability of the highly integrated wholesale power transmission grid as a whole.

Benefits include:

e Supports reliable power delivery during adverse energy markets and constrained
hydropower generation conditions

e Bolsters long term capital repayment certainty by strengthening PMAs’ ability to fulfill
their contractual power delivery commitments to customers

e Provides improved rate stability for PMA customers

e Reduces potential for litigation associated with breach of long-term power sales
contracts

e Supports continuation of critical PMA and generating agency capital projects that rely
on alternative financing. Without the unobligated balance strategy, during periods of
drought or other adverse conditions, the ability of the customers to advance additional
funds for critical capital projects will be constrained by an immediate need to address
the volatile PPW funding needs.

This report will detail the authority to use receipts! as offsetting collections for PMA PPW
programs, propose a common definition for the receipts to recover PPW expenses, describe the
risk mitigation strategies for each PMA, and demonstrate how the PMAs are executing current
receipt authority to create carryover of unobligated balances for PPW expenses. Summary
tables follow detailing the amounts for each of the PMAs.

! To clarify the terminology used throughout the document, the appropriation language provides the PMAs
authority to use receipts credited as an offsetting collection for PPW “up to” a capped amount.
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POWER MARKETING ADMINISTRATIONS
EXECUTION OF CURRENT RECEIPT AUTHORITY
FOR PURCHASE POWER AND WHEELING
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I. Legislative Language

This Congressional Report, Power Marketing Administrations Execution of Current Receipt
Authority for Purchase Power and Wheeling Expenditures, responds to Section 308 of the
Consolidated Appropriations Act, 2018 (Public Law 115-141), which states:

SEC. 308. Not later than 90 days after the date of enactment of this Act, the Secretary of
the Department of Energy, in consultation with the Office of Management and Budget,
shall submit to the Committees on Appropriations of both Houses of Congress a report
that provides a detailed explanation, using specific receipts data and legal authorities, of
how each of the Western Area Power Administration, the Southwestern Power
Administration, and the Southeastern Power Administration are executing current
receipt authority provided in this and prior year appropriations Acts to create carryover
of unobligated balances for purchase power and wheeling expenditures.

I[I. Introduction

The Western Area Power Administration (WAPA), the Southwestern Power Administration
(SWPA), and the Southeastern Power Administration (SEPA) market and deliver power across
the United States. These Power Marketing Administrations (PMAs) have long-term contractual
obligations with customers to market and deliver electric power every hour of the day, every
day of the year. If sufficient power is not generated from Federally-owned sources to fulfill the
contractual obligations, the PMAs are required to purchase power to fulfill the obligations.

WAPA markets and transmits hydropower from 56 Federal dams in 15 central and western
states generated from Federally-owned power plants operated primarily by the U.S. Army
Corps of Engineers (Corps), the Department of the Interior’s Bureau of Reclamation (Bureau),
and the Department of State’s International Boundary and Water Commission. WAPA provides
reliable, cost-based hydropower and related services to 700 customers, including 93 Native
American Tribes, who, in turn, serve more than 40 million Americans in the West.

SWPA markets and delivers hydropower from 24 Federal dams operated by the Corps at
wholesale rates to 78 municipal utilities, 21 rural electric cooperatives, and three government
entities in the six states of Arkansas, Kansas, Louisiana, Missouri, Oklahoma, and Texas. In turn,
these customers distribute that power to approximately ten million end users in the six-state
area.

SEPA markets 3,392 megawatts from 22 multi-purpose projects (flood risk management,
navigation, hydropower, recreation, and environmental stewardship) operated and maintained
by the Corps to 485 customers across 10 states from Virginia to Mississippi and Illinois to
Florida. Municipal and electric cooperative customers deliver this power to an estimated 12
million customers.
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The PPW program provides for the purchase of energy to meet contractual obligations and the
delivery of Federal power. During times of drought, the PPW program is relied upon and used
more heavily. Because the PPW program is highly variable and subject to a number of factors
beyond the control of the PMAs, each PMA has established an unobligated balance strategy.
This strategy sets targets for PPW funding on hand to provide contingency capability. Without
this contingency reserve, under adverse conditions the PMAs would have to activate the
Continuing Fund/Emergency Fund or request emergency supplemental appropriations to meet
customer contractual obligations. Based on an Office of Management and Budget (OMB)
policy, which has remained in effect since 2008, the PMAs must recover from ratepayers all
PPW costs funded through the Continuing Fund/Emergency Fund within one year from the time
costs are incurred. Use of these funds would result in significant rate spikes for PMA
customers.

III. Issue

During the fiscal year 2018 appropriations process, the PMAs were asked to provide more
information concerning the accumulation of unobligated balances for PPW in the PMAs’
accounts. In addition, in the Consolidated Appropriations Act 2018, Public Law 115-141,
General Provisions--Department of Energy, Sec. 308 required a report and consultation with
OMB on the use of PPW receipt authority. Authority to use receipts credited as offsetting
collections for PPW is a key component of the PMA strategy for avoiding volatility on ratepayers
and service interruptions during times of drought and creating stability for the regions served
by the PMAs.

In line with authorities in annual appropriations language, over time the PMAs have used their
offsetting collections for PPW expenses to carry forward balances for future PPW expenses.
This report will demonstrate how the PMAs are executing current receipt authority to create
carryover of unobligated balances to fund PPW expenditures.

Lack of sufficient unobligated balances for PPW constrains the PMASs’ ability to provide the
necessary risk mitigation for the highly variable PPW funding requirements, placing the power
marketing programs and the customers/stakeholders at risk.

Continued limitations on PPW funding constrains proactive planning and risk mitigation
strategies and will leave the PMAs vulnerable when droughts persist over multiple years. This
report provides additional information about the PMA strategy of accumulated unobligated
balances so that the PMAs can continue to provide high quality service with low rate volatility
for customers.
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IV. Authorities and Legislative History

The Department of Energy (DOE) Office of General Counsel and the PMAs’ respective Offices of
General Counsel have conferred on the legal authorities and also provide related report
language which provides further background behind the execution of current receipt authority
and carryover of unobligated balances.

Sec. 5, Flood Control Act of 1944 (16 U.S.C. § 825s)

e In accordance with the Secretary of Energy’s responsibilities under section 5 of the
Flood Control Act of 1944, PMAs are required to generate revenues to recover all costs
of producing and transmitting electric energy, including the capital investment allocated
to power over a reasonable period of years.

e The statutory section, titled “Sale of electric power from reservoir projects; rate
schedules; preference in sale; construction of transmission lines; disposition of
moneys,” reads as follows:

Electric power and energy generated at reservoir projects . . . shall be delivered to
the Secretary of the Interior, who shall transmit and dispose of such power and
energy in such manner as to encourage the most widespread use thereof at the
lowest possible rates to consumers consistent with sound business principles, the
rate schedules to become effective upon confirmation and approval by the
Federal Power Commission. Rate Schedules shall be drawn having regard to the
recovery (upon the basis of the application of such rate schedules to the capacity
of the electric facilities of the projects) of the cost of producing and transmitting
such electric energy, including the amortization of the capital investment
allocated to power over a reasonable period of years . . . The Secretary of the
Interior is authorized, from funds to be appropriated by the Congress, to construct
or acquire, by purchase or other agreement, only such transmission lines and
related facilities as may be necessary in order to make the power and energy
generated at said projects available in wholesale quantities for sale on fair and
reasonable terms and conditions to facilities owned by the Federal Government,
public bodies, cooperatives, and privately owned companies. All moneys received
from such sales shall be deposited in the Treasury of the United States as
miscellaneous receipts.

Note that, despite the reference to the “Secretary of the Interior,” the Department of Energy
Organization Act transferred all responsibilities under section 5 to the Secretary of Energy.
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Sec. 302, Department of Energy Organization Act of 1977 (42 U.S.C. § 7152)

The PMAs are responsible for marketing the power and energy generated at Federal
hydroelectric plants operated by the Corps, and, in the case of WAPA, including power
and energy from the projects of the Bureau.

The authority for this mission was transferred to the PMAs pursuant to section 302 of
the Department of Energy Organization Act of 1977, which conferred on the Secretary
the oversight of PMAs previously exercised by the Secretary of the Interior. The mission
is carried out pursuant to the Secretary’s authority under section 5 of the Flood Control
Act of 1944, as well as section 9(c) of the Reclamation Project Act of 19392 in the case of
WAPA.

10 CFR Part 903 — Power and Transmission Rates and

DOE Order RA 6120.2 - Power Marketing Administration Financial Reporting

The PMAs develop rates for the sale of firm power and energy under legislative
guidelines utilizing the procedures set out in 10 CFR Part 903 and in accordance with
financial reporting policies, procedures, and methodologies established under DOE
Order RA 6120.2.

These rates are currently approved, on an interim basis, by DOE officials and confirmed,
on a final basis, by the Federal Energy Regulatory Commission.

The rate schedules developed pursuant to these guidelines are based on an annual
Power Repayment Study (PRS) compiled using audited actual and projected annual
revenue and cost data, including amounts spent by the Corps and Bureau related to
direct power functions, multi-purpose functions assigned to power, and other certain
non-power costs (e.g., aid to irrigation).

The PMA rate setting process results in the recovery, through rates, of all components
of costs, interest, and capital repayment over the rate period established in the PRS,
including PPW expenses.

The PMAs recognize revenues generated from sales of power and energy and use them
to repay all program costs.

Receipts are deposited with the Treasury. The PMAs make no distinction among the
receipts deposited in the Treasury, nor are those receipts noted for payment of specific
program expenses.

Public Law 106-377, Department of Veterans Affairs and Housing and Urban Development,
and Independent Agencies Appropriations Act, 2001, Appendix B

243 U.5.C. § 485h(c)(1).
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e House Report 106-693 accompanying the House Energy and Water Development
Appropriations Bill, 2001, as supporting background.

e Senate Report 106-395 accompanying the Senate Energy and Water Development
Appropriations Bill, 2001 as supporting background.

Prior to FY 2001, the PMAs financed the majority of their expenses and investments through
annual direct appropriations, including PPW expenses. Beginning with FY 2001, authority to
utilize receipts credited as offsetting collections for PPW was provided to the PMAs in lieu of
annual direct appropriations.

e “ .. notwithstanding the provisions of 31 U.S.C. 3302, amounts collected by the
Southeastern Power Administration pursuant to the Flood Control Act to recover
purchase power and wheeling expenses shall be credited to this account as
offsetting collections, to remain available until expended for the sole purpose of
making purchase power and wheeling expenditures. . .”

e “notwithstanding the provisions of 31 U.S.C. 3302, not to exceed $4,200,000 in
reimbursements, to remain available until expended; Provided, That amounts
collected by the Southwestern Power Administration pursuant to the Flood
Control Act to recover purchase power and wheeling expenses shall be credited
to this account as offsetting collections, to remain available until expended for
the sole purpose of making purchase power and wheeling expenditures. . .”

e “amounts collected by the Western Area Power Administration pursuant to the Flood
Control Act of 1944 and the Reclamation Project Act of 1939 to recover purchase power
and wheeling expenses shall be credited to this account as offsetting collections, to
remain available until expended for the sole purpose of making purchase power and
wheeling expenditures. . .”

Beginning in 2001, there were two significant changes in the funding of PPW activities for
WAPA, SWPA, and SEPA. First, OMB worked with CBO and the House and Senate Budget
Committees, and all agreed to reclassify PMA receipts related to PPW as offsetting collections.
Second, this change would occur through a change to appropriations language. Public Law 106-
377 provided flexibility to meet the highly variable PPW requirements by allowing WAPA,
SWPA, and SEPA to fund their PPW program through offsetting collections. As a result, receipts
for PPW activities were reclassified as discretionary offsetting collections and were allowed to
be spent on PPW activities, thereby reflecting the fact that PPW expenditures incur no net cost
to the Federal Government and the authority provided for PPW would not score.

The new budget authority in Public Law 106-377 (i.e., spending authority from offsetting
collections) to utilize receipts credited as offsetting collections for PPW has been included in the
PMAs’ annual appropriation language, in each appropriation enacted since 2001, along with a
specific annual cap and language stating that those amounts remain available until expended.
Consistent with the authority provided in Public Law 106-377 and subsequent appropriations, the
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President’s Budget requests have continued the existing authorities to perform PPW activities
and finance them through offsetting collections, net billing, or customer advances. The PMAs
have carried forward unused spending authority from offsetting collections to support the
unobligated balance strategy to mitigate risk to the PMAs and their customers during adverse
conditions.

Accordingly, in execution, for each appropriation since 2001, such collections for PPW in a year
that are equal to or less than the cap in the appropriations language are credited to the PMA
appropriations account and do not expire and are not deposited into the general fund of the
Treasury at the end of a given fiscal year. As additional background, the use of receipts credited
as offsetting collections and spending authority as a substitute for “no year” direct appropriations
(i.e., from the General Fund) is explained in Senate and House of Representatives reports on the
Energy and Water Development Appropriation Bill for 2001.

The Senate report stated: “The fiscal year 2001 budget request provides authority for the use
of offsetting collections from the sale of electricity to finance purchase of power and wheeling
expenses previously funded by direct appropriations.”?

The House report stated: “For fiscal year 2001, the Committee recommendation includes the
Administration’s proposal to fund purchase power and wheeling from power revenues for the
Southeastern Power Administration, Southwestern Power Administration, and Western Area
Power Administration.”* The House Report further clarified:

WAPA -- “In fiscal year 2001, revenues collected from purchase power and wheeling
sales will finance annual purchase power and wheeling activities previously funded by
direct appropriations. Purchase power and wheeling costs will be offset by receipts of
$35,500,000.”°

SWPA -- “Beginning in Fiscal year 2001, Southwestern will utilize purchase power and
wheeling revenues in the amount of $288,000 to finance purchase power and wheeling
expenses previously funded by direct appropriations.”®

SEPA -- “Beginning in fiscal year 2001, customer receipts and net billing will pay for
purchase power, transmission wheeling, and ancillary services. Purchase power and
wheeling costs will be offset by receipts of $34,463,000.”7

%S, Rep. No. 106-395 (2000) at 139.
*H.R. Rep. No. 106-693 (2000) at 121.
> Id. at 124.

& d. at 123.

7Id.
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Public Law 108-447, Consolidated Appropriations Act, 2005

e House Report 108-554 accompanying the House Energy and Water Development
Appropriations Bill, 2005, as supporting background

While the FY 2001 Energy and Water Development Appropriations Bill sought to phase out the
PMA PPW receipt authority over the course of several years, this language was removed from
subsequent appropriations acts.

WAPA - “. . . notwithstanding the provision of 31 U.S.C. 3302, up to $227,600,000
collected by the Western Area Power Administration pursuant to the Flood Control Act
of 1944 and the Reclamation Project Act of 1939 to recover purchase power and
wheeling expenses shall be credited to this account as offsetting collections, to remain
available until expended for the sole purpose of making purchase power and wheeling
expenditures.”

SWPA —“. .. notwithstanding the provisions of 31 U.S.C. 3302, up to $2,900,000
collected by the Southwestern Power Administration pursuant to the Flood Control Act
to recover purchase power and wheeling expenses shall be credited to this account as
offsetting collections, to remain available until expended for the sole purpose of making
purchase power and wheeling expenditures.”

SEPA —“. . . notwithstanding the provisions of 31 U.S.C. 3302, up to $34,000,000
collected by the Southeastern Power Administration pursuant to the Flood Control Act
of 1944 to recover purchase power and wheeling expenses shall be credited to this
account as offsetting collections, to remain available until expended for the sole
purpose of making purchase power and wheeling expenditures.”

As further background, House Report 108-554 explained the rationale for eliminating the
phase-out and reinserting Congressional intent to establish the ceilings:

Purchase power and wheeling. - The Committee finds no compelling reason to continue
the phase out of purchase power and wheeling, particularly since this activity is budget
neutral. The Committee recommendation for fiscal year 2005 maintains purchase
power and wheeling activities at approximately the fiscal year 2004 level. The
Committee will continue to establish ceilings on the use of receipts for purchase power
and wheeling, and also establish the amount of offsetting collections.®

8 H.R. Rep. No. 108-554 (2004) at 139.
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Public Law 115-141, Consolidated Appropriations Act, 2018

Consistent with new language added to the PMAs’ FY 2001 appropriations language, the
granting of authority to use receipts credited as offsetting collections for PPW continues to be
identified in the respective PMAs’ annual appropriation language. For example, the FY 2018
appropriation language® includes nearly identical language for each of the PMAs concerning use
of receipts collected for PPW expenses and the availability of those receipts for PPW until
expended:

e  WAPA-". .. notwithstanding 31 U.S.C. § 3302, up to $209,000,000 collected by the
Western Area Power Administration pursuant to the Flood Control Act of 1944 and the
Reclamation Project Act of 1939 to recover purchase power and wheeling expenses shall
be credited to this account as offsetting collections, to remain available until expended
for the sole purpose of making purchase power and wheeling expenditures.”

e SWPA-"“. .. notwithstanding 31 U.S.C. § 3302, up to $40,000,000 collected by the
Southwestern Power Administration pursuant to the Flood Control Act of 1944 to
recover purchase power and wheeling expenses shall be credited to this account as
offsetting collections, to remain available until expended for the sole purpose of making
purchase power and wheeling expenditures.”

e SEPA-“. .. notwithstanding 31 U.S.C. § 3302, up to $51,000,000 collected by the
Southeastern Power Administration pursuant to the Flood Control Act of 1944 to
recover purchase power and wheeling expenses shall be credited to this account as
offsetting collections, to remain available until expended for the sole purpose of making
purchase power and wheeling expenditures.”

In the FY 2018 language cited above for each PMA, Congress established an overall “up to” cap
on the authority to use receipts credited to each PMA as an offsetting collection. The FY 2018
limit for each PMA, as noted in the annual appropriations language, is $51,000,000 for SEPA,
$40,000,000 for SWPA and $209,000,000 for WAPA. This overall cap established by Congress is
the authority for the PMAs to collect and spend from receipts credited as offsetting collections
to fund PPW expenses. This annual authority limit provides Congress with a vehicle to annually
approve the overall funding level of the PMAs’ PPW programs.

The PMAs apply receipts for PPW up to, but no greater than, the annual PPW cap as set by
Congress. The annual amount of spending authority is determined as the PMAs collect receipts
for PPW. When a PMA obligates and expends less than the spending authority in any year, the
difference, or remaining balance of the spending authority remains available for obligation until
expended in a future year. Operating within these authorities, each PMA has developed an
unobligated PPW balance strategy. When the PMA collects receipts in an amount lower than

° Public Law 115-141 Division D, Title Ill.
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the congressional PPW “up to” limit/cap authorized, no spending authority is created for the
difference, as no cash is collected to either obligate or carryover.

It is important to emphasize that the PMA appropriation language cited above includes the
phrase “to remain available until expended for the sole purpose of making purchase power and
wheeling expenditures.” As described above, this language provides the PMAs with the
authority to carry forward any unused receipts collected as offsetting collections to fund PPW
during a fiscal year. Pursuant to this authority, the PMAs have established strategies to
determine the necessary amount to carryover that enables them to perform their mission and
meet their contractual commitments to preference customers.

V. Defining Receipts to Recover PPW Expenses
and Proposed Change

Each PMA develops its rates in an all-inclusive fashion. The development of these rates is done
on an annual basis, taking into consideration what revenue is needed to recover all costs of
utility operations, including backward looking recovery of known audited costs as well as
projected recovery of forecasted expenses and capitalized asset repayment for current and
future years. PPW expenses are included alongside recovery of other expenses. Under the
authorities noted above, there is no requirement for separate recovery of PPW expenses within
PMA rate development. While the PMAs may employ different rate design, all expenses are
included in the rates developed consistent with applicable PMA legislation, regulations, and
orders. PPW is just one of many costs PMAs recover through rate development. Through the
annual rate development processes, and utilizing interim rate adjustment capabilities, the
PMAs ensure full recovery of all costs, including the PPW expenses.

As such, to this point there has not been a concerted attempt to differentiate or define
“Receipts to Recover PPW Expenses” other than receipts up to the annual PPW receipt
authority amount for each PMA. To ensure that the use of the annual PPW authority for
offsetting collections remains within the legislative authority, the PMAs are proposing to define
the receipts to recover PPW expenses as the greater of the actual PPW in the current year or
the estimated PPW expenses included in the rate. PPW expenses included in the rate would
also include, as appropriate, interim rate adjustments in response to increased PPW
requirements, whether past, current, or future.

The following graphics illustrate the proposed definition of receipts to recover PPW expenses
using WAPA, SWPA, and SEPA historical data:
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Proposed Receipts to Recover PPW Expenses
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As shown in the WAPA data graphic above, the “green line” represents the proposed Receipts
to Recover PPW Expenses. The proposed Receipts to Recover PPW expenses (green line) are
equal to the Actual PPW Obligations (blue shaded area) plus any additional PPW Cost Estimate
in the Rates (orange shaded area). The proposed Receipts to Recover PPW (green line) is the
amount of receipts that WAPA has at its discretion to apply as an offsetting collection to the
PPW Receipt Authority that Congress enacts annually.

The PPW Offsetting Collections Realized (purple line) is the amount of Receipts to recover PPW
that WAPA has actually applied to the PPW Receipt Authority (i.e., actual spending authority).
During this FY12 through FY17 period where WAPA has initiated its unobligated balance
strategy, the PPW Offsetting Collections Realized (purple line) has been within the proposed
Receipts to Recover PPW Expenses (green line) as well as within the Enacted PPW Receipt
Authority “up to” Cap (yellow line) established by Congress annually. Full recovery of all PPW
expenses, including those made with funds from the PPW offsetting collections realized, is
achieved through WAPA's rates.
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‘Proposed Receipts to Recover PPW Expenses
SWPA Data ($ in Millions)
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As shown in the SWPA data graphic above, the “green line” represents the proposed Receipts
to Recover PPW Expenses. These are equal to the Actual PPW Obligations (blue shaded area)
plus any additional for Estimated PPW Expenses in the Rate (orange shaded area). The PPW
Offsetting Collections Realized (purple line, i.e., spending authority) in FY13, FY14, and FY15 is
above the proposed Receipts to Recover PPW Expenses (green line) but within the Enacted
PPW Receipt Authority “up to” Cap (yellow line). As the green line represents a proposed
definition of Receipts to Recover PPW Expenses going forward, SWPA would manage its PPW
Offsetting Collections Realized within the new definition.

Full recovery of all PPW expenses, including those made with funds from the PPW offsetting
collections realized, is achieved through SWPA's rates. To provide further context, SWPA
presents the following data graphic that includes additional historical data.
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Proposed Receipts to Recover PPW Expenses
SWPA Data ($ in Millions)
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Reviewing historical data over a longer period helps demonstrate that SWPA’s PPW Costs in
Rates is based on an average, with limited adjustment flexibility, in order to stabilize rates to
customers through the peaks and valleys of actual PPW expenses. When SWPA’s annual power
repayment study shows greater revenue is needed to recover PPW costs, SWPA implements a
rate change. Additionally, the chart demonstrates that while the PPW Offsetting Collections
Realized (purple line, i.e., spending authority) in FY13, FY14, and FY15 is above the proposed
Receipts to Recover PPW Expenses (green line), in the period FY08 through FY11, PPW
Offsetting Collections Realized (purple line) was significantly below the proposed Receipts to
Recover PPW Expenses (green line), and is always within the Enacted PPW Receipt Authority
“up to” Cap (yellow line). SWPA’s unobligated balance strategy allows a proactive approach for
funding through the unpredictable drought conditions that result in the peaks of actual PPW
expenses (blue shaded area).
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Proposed Receipts to Recover PPW Expenses
20 SEPA Data (S in Millions)
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As shown in the SEPA data graphic above, the “green line” represents the proposed Receipts to
Recover PPW Expenses. SEPA recovers PPW Expenses by passing actual PPW costs incurred
through to the customers on a monthly basis. With this pass-through process of setting rates,
proposed Receipts to Recover PPW Expenses (green line) is equal to the PPW actual expenses
(blue shaded area), which includes those expenses that are funded by alternative financing
instruments. With this cost pass-through rate method, the PPW Actuals (blue shaded area) and
the PPW Cost in Rates (orange shaded area) are also equal.

The PPW Offsetting Collections Realized (purple line) is within the Enacted PPW Receipt
Authority (yellow line). For those years that indicate that the actual PPW expenses (blue and
orange shaded areas) exceeded that year’s Offsetting Collections (purple line), prior year
carryover balances were used in addition to alternative financing means to meet actual PPW
expenses. Full recovery of all PPW expenses, including those made with funds from the PPW
offsetting collections realized, is achieved through SEPA’s rates.
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VI. Risk Mitigation Strategy

The PMAs have rate and repayment processes to ensure recovery of costs, including the
increased PPW costs associated with adverse conditions like long-term drought; however, the
budget authority must be sufficient and flexible to provide funding during adverse conditions.
To ensure operational flexibility considering funding constraints, the PMAs have developed
unobligated balance strategies consistent with their existing authorities.

The PMA’s PPW unobligated balance strategies share a common rationale:

e PPW program requirements are highly variable due to uncontrollable factors.

e Drought is a primary contributor to cost fluctuations, in both short-term and long-term
scenarios.

e Reliable firm power delivery during fluctuating hydropower generation and market
conditions is important to stakeholders. During periods of drought or other adverse
conditions, the increasing PPW program costs constrain the ability of customers to
advance additional funds for PMA and generating agency costs. The PPW reserve helps
mitigate those constraints, providing balance to ensure that critical and ongoing capital
projects continue without disruption. PPW reserves are not used to finance capital
projects.

The strategies are also tailored to reflect uniqgueness among the PMAs:

e Geographic differences — weather, hydrology, storage, and hydropower generation
capability.

e Long-term power marketing contractual requirements.

e Size and scope of PMA programs.

Unobligated Unobligated
Power Marketing Administration PPW Balance PPW Balance as
Dollars in Millions Target of end of FY 2018
Western Area Power Administration $393 $282
Southwestern Power Administration $93 S69
Southeastern Power Administration $18 $12

Western Area Power Administration

To minimize the unobligated balance reserve requirement across 15 rate-setting systems,
WAPA has targeted the balance level to that of the system with the largest risk, the Pick-Sloan
Missouri Basin Program. This system is comprised of very large reservoirs that are at risk for
long-term drought conditions that can span more than ten years. The unobligated balance
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target of $393 million is designed to bridge the gap between increased requirements and
budget and rate change capability over the initial three years of a long-term drought, after
which the budget and the rate would be revised to reflect the increased PPW requirements
through the duration of the drought.

Southwestern Power Administration

The unobligated balance strategy proactively builds up a balance of PPW funds within range of
the estimated single-year severe drought PPW need of $93 million. The unobligated PPW fund
balance provides for an efficient response to drought conditions, which are largely
unpredictable and can develop quickly in SWPA’s region. Maintaining receipt authority for PPW
in each fiscal year’s appropriation language that is within range of the estimated single-year
severe drought PPW needs allows SWPA to manage its unobligated PPW balances, permits
SWPA to replenish the PPW funds balance (if expended), and enhances the ability to respond to
a multi-year severe drought. It is important for SWPA to continue to have the authority to
maintain balances for the PPW program, since receipts are swept by Treasury at the end of the
fiscal year, resulting in minimal receipts being available during the first few months of each
fiscal year.

Southeastern Power Administration

Funding PPW below the requested level in the long term threatens SEPA’s ability to provide a
firm, valued product at the lowest possible cost consistent with sound business principles and
may subject customers to unpredictable rate spikes. Without its unobligated balance strategy,
SEPA would have to request an emergency appropriation or risk interruption of contracted
energy delivery. SEPA applies prior fiscal year PPW carryover authorization within the
acceptable allotment threshold of roughly $18 million to the first quarter of subsequent year
routine power transmission expenses.

An example of why maintaining unobligated balances is so critical to the PMAs is the challenge
faced by SEPA in the first quarter of FY 2018. SEPA had to use its unobligated PPW balances to
maintain the continuity of services for its customers. Once the unobligated balances were
exhausted, SEPA had to activate the Continuing Fund in January of 2018 to continue service.
Several compounding factors during this period resulted in the use of the PPW balances and
activation of the Continuing Fund:

e Persistent drought remained in place over North Georgia and Upstate South Carolina.

e Numerous generator failures requiring multi-year repairs exhausted all reserve
resources.

e Extremely cold temperatures in early January resulted in unusually high market prices
for on-peak replacement energy.

The unobligated PPW balances on hand and the associated risk mitigation strategies defining
the unobligated balance levels ensure that the PMAs can meet their contractual obligations.
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e The authority in the appropriation language to carry unobligated balances for PPW (i.e.,
to remain available until expended for the sole purpose of making PPW expenditures) is
explicitly stated in the annual appropriation language of each PMA.

e All unobligated PPW balance targets are set to the extent deemed necessary by each
PMA to support sound business risk mitigation strategies.

e PMA unobligated balance strategies have been developed in concert with customer
and stakeholder involvement.

e PMA unobligated balance strategies have been independently reviewed by the
Government Accountability Office (GAO) and the DOE Inspector General (IG) with no
negative findings regarding purpose, method, or disclosure of the balances for the PPW
programs.t®

VII. PPW Use-of-Receipts Authority and
Unobllgated Balances

The tables in Exhibit 1a, b and c outline the application and use of the PPW use of receipts
authority by fiscal year for each of the PMAs. The information includes the proposed Receipts
to Recover PPW (green line), the “up to” authority/ceiling enacted (yellow line), expired receipt
authority, offsetting collections realized/spending authority (purple line), net budget authority,
obligations incurred, and the unobligated carryover at the beginning and end of each fiscal
year.

In summary, the Exhibit 1 tables calculate net Budget Authority (BA) for the PPW programs as
S0.

The amount of authority to use receipts credited as offsetting collections to fund PPW
identified in the appropriations language includes funding for adverse hydrologic (hydro)
conditions and may not always be expended within the fiscal year. This allows the PMAs to
retain unobligated collections to support their unobligated balance strategy for future PPW
expenses when hydro conditions are not as favorable. The PMAs request PPW authority to
respond to adverse conditions, but only to the extent necessary to meet current year PPW
requirements and replenish unobligated balances to the levels defined in each PMA’s
respective risk mitigation strategies. Ceiling amounts in excess of PPW receipts credited as
offsetting collections remain unused and expire. Over the six years included in the tables, the

1° GAD-16-26 2013 Sequestration and Shutdown (published Oct. 30, 2015), followed by closeout of
recommendations issued April 12, 2017. 1G report issued on July 10, 2018,
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PMAs have collected nearly $900 million less than the $2.6 billion in receipt authority enacted
for PPW, reflecting—on average—more normal hydro and market conditions.

Over the same FY 2012-FY 2017 period, the PMAs have realized $1.7 billion in spending
authority, obligated $1.4 billion, and reserved $0.3 billion in unobligated balances in support of
their respective PPW risk mitigation strategies. In no case or event is authority obligated
without first being realized through offsetting collections.

It is important to note that the $900 million not collected represents the difference between
the ceiling set on spending authority from offsetting collections and the actual amount of
spending authority from offsetting collections in for PPW. The difference was not due to lack of
total receipts. The tables in Exhibit 2 a, b and c illustrate each of the PMAs’ total revenue and
receipts and the use thereof from FY 2012 through FY 2017. The returns to Treasury over the
period total $2.6 billion. The receipts credited as offsetting collections for PPW fund defined
operational requirements for PPW, including amounts necessary to mitigate the risks to the
PPW programs. It is the PMASs’ mission, authority, and responsibility to determine these risks
and ensure that appropriate mitigation steps are taken.

VIII. Conclusion

Each PMA’s PPW program and unobligated balance strategy is vital to the PMAs to stabilize
both the highly variable hydropower product and customer rates. The Flood Control Act of
1944 requires recovery of all PMA costs, including annual operating and maintenance costs,
with revenues generated.

e PMAs have long-term power marketing contracts, creating a contractual obligation with
their customers to deliver electric power.

e PMAs are required to purchase power if they are unable to generate power from the
Federally-owned sources to fulfill their contractual obligations.

e PMAs must have sufficient PPW authority to respond to current and future adverse
conditions, but only to the extent necessary to meet current year PPW requirements
and replenish unobligated balances to the levels defined in each PMA’s respective risk
mitigation strategy.

Since 2001, PPW authority in annual appropriation language has provided:

e Specific limitation on the purpose of the PPW expense authority, i.e., sole purpose of
making purchase power and wheeling expenses.

e Specific limitation on the amount of receipt authority to be credited as offsetting
collections for each PMA, i.e., up to Sxx,xxx,xxx.

e No limitation on the availability of the funding, i.e., to remain available until expended.
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e Recovery of PPW expenses at no annual cost to the Federal Government, i.e., collected
... to recover purchase power and wheeling expenses shall be credited to this account as
offsetting collections.

e Authority to use amounts in excess of receipts that expire at the end of the fiscal year.
Spending authority from offsetting collections for PPW in any given year is equal to or
less than the cap set in the appropriation language.

All PPW expenses are included in power repayment studies used to identify revenue
requirements that are recovered through their respective power rates.

The funding of PPW expenses through use of receipts credited as offsetting collections:

e is consistent with the statutory requirement under the Flood Control Act of 1944 that
generated revenues must be sufficient to recover all PMA costs, including annual
operating and maintenance costs and the taxpayers’ investment in the power portions
of dams and in transmission lines;

e provides the funding to enable the PMAs to carry out their functions and meet their
contractual obligations to provide electricity to their customers at no long-term cost to
the Federal Government; and

e mitigates customer risk during adverse conditions through the unobligated balance
strategy.
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