
United States Government Department of Enera 

memorandum 
DATE: Decerber 9 ,  1997 APR 0 2 1998 

REPLY TO T I  
AlTN OF: IG-30 

SUBJECT: Southeastern Federal Power Program Fiscal Year 1996 Financial Statement Audit (ER-FC-98-01) 

TO: Administrator, Southeastern Power Administration 

The attached report presents the results of the independent certified public accountants' audit of 
the Southeastern Federal Power Program's (SEFPP) combined financial statements of assets, 
Federal investment and liabilities, and the related combined statements of revenues, expenses 
and accumulated net revenues, and cash flows. 

The 1996 financial statement audit w L made under the provisions of the Inspector General Act 
of 1978, as amended, (5 U.S.C. App. 3), the Government Management Reform Act (31 U.S. C. 
35 19 ,  and Office of Management and Budget implementing guidance. The auditors' work was 
conducted in accordance with generally accepted government auditing standards. To fulfill our 
audit responsibilities, we contracted with the independent public accounting firm of KPMG Peat 
Marwick LLP (KPMG) to conduct the audit for us, subject to our review. 

The auditors' report on SE~P's internal control structure disclosed no new reportable 
conditions directed to the Southeastern Power Administration. However, the report did 
discIose a reportable condition considered to be a material weakness directed to the Army 
Corps of Engineers (Corps). The materid weakness was regarding the conversion of the Corps' 
financial management system to a system that was not designed to properly account for the 
allocation of plant investment to multi-purpose projects. The Corps concurred with the 
recommendations. The auditors' report on SEFPP's compliance with laws and regulations 
disclosed no new instances of noncompliance. 

Based on KF'MG's unqualified opinion and our review of their audit work, we believe the 
financial statements fairly present the financial condition and results of operations of the SEFPP 
for the period under audit. 

Attachment 

cc: Audit Liaison, Southeastern Power Administration 
Team Leader, Audit Liaison Division (CR-2) 
Manager, Eastern Regional Audit Office 
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Financial Overview and Program Perf''ce 
DESCRIPTION 

TheSoutheastemFederalPower Program (SEFPP) consistsofallacrivitiesassociatedwith 
the production, transmission and disposition of Federal power marketed under Section 5 
of the Flood Control Act of 1944 h m  projects in the ten southeastem states. "be ten states 
are: V i  West V i ,  NO& Carolina, South Caroh ,  Georgia, no&&, Alabama, 
Mississippi, Tennessee, and Kentucky. Power is marketed to customers in 11 stam - the 
above ten plus Illinois. SEFPP includes the accounts of two separate Federal1 govennment 
agencies- the Southeastern Power Administration (Southeastern) of the Department of En- 
ergy and the U.S. Army Corps of Engineers (Corps). Southeastern purchases, transmits, and 
markets power within four separate power systems (ea& including one or more Corps 
generating projects for which rates are set). These- systems m Georgia-NabaumSouth 

The Corps owns and operates 23 hydroelectric generating projects in commercial ser- 
vice as of September 30,1996, for which Southeastern is the poww &ring agency. The 
Corps and Southeastern are separately managed and 6nanc@ however, the financial state- 
ments are combined under the SEFPP title. 

Costs of multiple purpose Corps projects are allocated to individual purposes (e.& power, 
reacttion, navigation, and flood control) through a cost allocation process. Specific and 
joint-use costs allocated to power are included in the attached statements of :wets, Ideral 
investment, and liabilities under utility p h t  and cash. 

~eaccountsofSEFpParemaintainedinco~~tywithgeneral ly~~~unring 
principles and the Uniform System of Accounts prescribed for electric utilities by d x  Fed- 
eral Energy Regulatory Commission (FERC). SEFPP's accounting policies also reflect 
requirements of speufic legislation and executive directives issued by the applicable 
government agencies. Southeastern and Corps properties and income are: exempt from 
taxation. 

Southeastern and the Corps receive Congressional appropriations through the 
Department of Energy (DOE) and the Department of Defense to finance their operations. 
The Corps also receives Congressional appropriations to finance consmctioin of its 
hydroelectric projects. In accordance with the Rood Control Act of 1944, Southeastern is 
responsible for repayment with interest of its appropriations as well as C o p  construction 
and operation appropriations allocated to power. 

catolina, Jim KbddF, C t d e r b d ,  and Kerr-Phil~0tt. 

c 

PROGRAM PERFORMANCE 
During EY 1996, Southeastern marketed 8.6 billion kilowatt-hours of energy to 294 

wholesale customers. Southeastern's revenues totaled $169 million, which am $10 milion 
more than N 1995. 

FINANCIAL PERFORMANCE - DEBT SERVICE COVERAGE RATIO 
The debt service coverage ratio measures the adequacy of a utility's dl flow 1.0 cover 

debt service costs, both prinapal and interest. 
Spec i6dy ,  the debt service coverage ratio measures revenues in exmrs of operating 

expenses requixing cash, or cash flow h m  operations available to mabe debt service 
payments of principal and interest. Aratio of 1.0 would generally indicate just enough cash 
flow to make prinapal and interest payments on outsranding debt, in addition to meeting 
aii other cash expenses. A ratio of 1.5 would indicate sufficient cash flow to pay 1.5 times 
the amount of debt service actually due. Debt service coverage is an impnmt measure of 
financial health, particularly for public power systems with no signilkant surplus or equity 
as a cushion. Since the revenues of a power marketing adminisaa tion are applied to oper- 
ating expenses and debt service requirements with typically no return built into rates, the 
level of debt service coverage is viewed as an important means of determinhg the revenue 
shordalls that could be sustained before debt service payments were adversely afkcted. A 
delicate balance exists between maintaining a sound financial condition and maintaining 
the lowest rates consistent with the not-for-profit orientation of power marketing agencies. 

Over the last five years, Southeastem's debt service ratio has ranged from abaut 1.0 to 
1.3, which is n o d  for other power marketing administrations. Sourheasmm's debt 
service coverage ratios for years 1992-1996 are illustrated in Figure 0. 
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CUMULATIVE PRINCIPAL PAYMENTS AS A PERCENT OF TOTAL FEDERAL 
INVESTMENT 

This indicator is a profitability measure. This indicator measures the cumulative 
principal payments made relative to the total Federal investment to date. During a 
period of capital expansion, this ratio would tend to decrease, whereas increases 
in cumulative payments over time would be expected for a mature system. Thus, 
a system with little time remaining in its repayment period would be expected to 
have a ratio of cumulative principal payments relative to total FederaI investment 
that approaches 100%. This indicator provides useful information by showing the 
relationship between the cumulative amount of principal paid to date by 
Southeastern as well as the progress made over the period studied While analysis 
of this indicator does not necessarily provide conclusive information without 
funher analysis of additional factors, such as the average age of the system, the 
measure nevertheless provides valuable information on the status of repayment. 
Southeastern's pMapal payments have increased over the past five years from 
27% to 35% of the total Federal investment. Payments as a percent of total 
investment are illustrated in Figure P. 

PERCENTVARIANCE OF ACTUAL FROM PLANNED PRINCIPAL PAYMENT 
Each of the power marketing administrations show relatively large fluctuations 

between actual and planned revenues due to the lllgh variability of water over the 
years analyzed. A negative number means that actual repayments are not as large 
as expected A positive number means that actual repayments are larger than 
expected. 

Southeastern's ratio in 1996 was 22%. The ratio was - 11% in 1995, which re- 
sulted from below average sveamflow conditions, as illustrated in Figure Q. 

NET CASH FLOW TO THE TREASURY 
Net cash flow to the Treasury measures the actual net cash flow, both inflows 

and outflows, to the U.S. Treasury excluding m n u e  from the Tennessee Valley 
Authority. "hiis indicator focuses on cash flows as opposed to accrual accounting 
results. 

Because of its cash nature, this indicator is negatively influenced during years of 
large capital expenditures. Even in years of favorable financial perfomce, small 
or negative cash flow to the U.S. Treasury may result. In addition, the variability of 
water levels explains some of the fluctuation of this measure. 
This indicator provides valuable financial information related to the annual 

efkct of the power marketing administrations on the cash position of the U.S. 
Treasury. The measure should be used only in combination with other financiai 
indicators to assess Southeastern's financial performance. Net cash flow to the 
Treasury is illustrated in Figure R. 
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RATE PERFORMANCE 
pwfotmance indicators were prepared separately for transmission, capaciv, and 

energy rates. Cumulative year to year percentage increases in rates were compared 
to cumulative percentage increases in thc Consumer Price Index (CPJ) smting 
with 1992 as the base year. 

COMPOSITE TRANSMISSION INDICATOR 
Transmission rates decreased in several systems over the period of analysis. 

Decreasing transmission rates in the Cumberland and Kerr-Philpott systems 
resulted in the composite performance indicator staying well below the CPI rate of 
increase in every year except 1993. Southern Company provides some aah(nmis- 
sion service to Southeastern and changes in the Southern Company rate mtm 
boosted the composite rate above the CPI rate of increase in 1993. Composite 
transmission indicators am illustrated in Figure S. 

PERFORMANCE INDICATOR-TRANSMISSION - 

SYSTEM TRANSMISSION INDICATOR 

lina System in 1993. The 17.8% increase in 1993 was pmanly the result of an incre;lse in 
the tandem wheeling rate charged to several customers in the Georgia-AiabmSouth Caro- 
lina System. System transmission indicators are illustrated in Figure T. 

Significant increases in transmissin rates occurred in the GeorgbAabama-Soutb 

PERFORMANCE INDICATOR - COMPOSITE ENERGY INDIWOR 
Energy rate increases in several systems were high enough to push the 

composite rate performance indicator well above the CPI rate of increase dvlring 
1992 and 1994. Drought conditions significantly impacted the individual qrswm 
indicators and, in turn, the composite index Following the ~ t u m  of n o d  warn 
conditions, the performance indicator for energy improved in 1993. Resmcming 
of the Cumberland rates and planned incremental increases in the Rbodcdrates 
resulted in the composite rate indicator increasing at a slightly higher rate than the 
CPI in 1994. 
As a result of the new contracts for the Cumberland System, 1,500 holm of 

energy from the Cumberland System accompanies each kilowatt of capacity. Any 
energy purchases above the set amount are priced at the excess energy rate. 
Composite energy rate indicators are illustrated in Figure U. 

SYSTEM ENERGYINDIWOR 
Si@cant increases in energy rates occurred in the W o d d  System for 1992- 

1994. Incremental enexgyrate increases for the MdruESystern were designed to 
dampen the rate shock that customers would have klt if the energy rate had been 
increased in a single year. 
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overoiew Continued 
The 1992 rate increase for the Kerr-PhiIptt System, 1994 rate inwase for the 

Cumberland System, and 1995 rate decrease for the JimRbdruf€System, were! the 
result of regular rate filings. The i n m e s  reflect general inflation and recovery of 
new capital invest men^ System energy indicators are illustrated in Figure V, 

PERFORMANCE INDICATOR - COMPOSITE CAPAClTY INDICATOR 
Capacity rate increases across all systems were high enough to push the compos- 

ite performance indicator above the consumer price index rate of increase in years 
1992 and 1994. With the return of normal water conditions, the pehrmanm indi- 
cator for capacity improved in 1993. The CPI rate of haease in 1993 was almost 
equal to the composite capacity rate of increase. The re-negotiated Cumberland 
rates resulted in a signiscant increase in the composite capacity rate indicator in 
1994. The rate filinrr for the Jim Wood& System resulted in a decrease in the 
composite capacity rate indicator in 1995. Composite capacity indicators are illus- 
U X t e d i n F w W .  

SYSTEM CAF'ACl'lYINDIWOR 
The 1992 capacity rate increase for the Kerr-PhiIpott System was the result of a 

reguiar rate fiiing. 'he  increase reflects general inflation and recovery of new 
capital invest men^ 

hatmental capacity increases for the Rmdrulf System which began in 1992 
were designed to dampen the rate shock that customers would have felt if the 
capacity rate had been in& in a single year. After 1994, the capacity rate for 
the VbodruESystem will stabilize. 

In 1994 the Cumberland rates were re-negotiated to include 1,500 hours of 
energy to accompany each kilowatt of capacity. This arrangement resulted in a 
significant increase in the Cumberland capacity rate. The 1995 capaaty rate 
decrease for the Jim PGbOdruff System was the result of a regular rate fling. System 
capacity indicators are illustrated in Figure X 
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KPMG Peat Marwick LLP 
303 Peachtree Street, N.E. 
Suite 2000 
Atlanta, GA 30308 

Independent Auditors’ Report on Combined Financial Statements 

The Administrator 
Southeastern Power Administration 
United States Department of Energy: 

We have audited the accompanying combined statements of assets, Federal investment, and 
liabilities of the Southeastern Federal Power Program as of September 30, 1996 and 1995, and 
the related combined statements of revenues, expenses, and accumulated net revenues, and cash 
flows for the years then ended. These combined financial statements are the responsibility of 
Southeastern Federal Power Program’s management. Our responsibility is to express an opinion 
on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards; Government 
Auditing Standards, issued by the Comptroller General of the United States; and Office of 
Management and Budget (OMB) Bulletin 93-06, Audit Requirements for Federal FinanciaI 
Statements. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the combined financial statements referred to above present fairly, in all material 
respects, the financial position of the Southeastern Federal Power Program as of September 30, 
1996 and 1995, and the results of its operations and changes in accumulated net revenues and its 
cash flows for the years then ended in confonnity with generally accepted accounting principles. 

In accordance with Government Auditing Standards, we have also issued reports dated 
March 28,1997 on Southeastern Federal Power Program’s compliance with laws and regulations 
and on our consideration of its internal control structure. 

Our audits were made for the purpose of forming an opinion on the combined financial 
statements taken as a whole. The supplemental information contained in Exhibits I through VI is 
presented for purposes of additional analysis of the combined financial statements rather than to 
present the financial position, results of operations, and cash flows of individual power systems. 
Such information has been subjected to the auditing procedures applied in the audits of the 
combined financial statements and, in our opinion, is fairly stated in all material respects in 
relation to the combined financial statements taken as a whole. 

March 28,1997 

Member Firm at 
KPMG lnler~timal 



SOUTHEASTERN FEDERAL POWER PROGRAM 

Combined Statements of Assets, Federal Investment, and Liabilities 

September 30,1996 and 1995 
(in thousands) 

Assets 

Utility plant (notes 2 ( f )  and 3): 
Plant in service 
Less accumulated depreciation 

Plant in service, net 

Construction work in progress (note 3) 
Net utility plant 

Current assets: 
Cash (note 2 (e)) 
Accounts receivable 
Other 

Total current assets 

Total assets 

Federal Investment and Liabilities 

Federal investment (note 4): 
Congressional appropriations 
U.S. Treasury transfers to continuing fimd 
Transfers from other Federal agencies 
Accumulated interest on Federal investment 
Funds returned to Treasury (note 2 (c)) 

Net outstanding Federal investment 

Accumulated net revenues (note 2 (c)) 
Total Federal investment 

Current liabilities: 
Accounts payable 
Accrued liabilities 

Total current liabilities 

Commitments and contingencies (notes 3,4,6, and 7) 

Total Federal investment and liabilities 

- 1996 - 1995 

$ 1.500.050 1.486.335 
i38  11241) i358:O 13) 

1,118,809 1,128,322 

528.482 488.43 1 
1,647.291 1.61 6,753 

32,755 
1 1.404 

32,448 
1 1.001 

20 229 
44.179 43,678 

$ 1.69 1.470 1,660.43 1 

$ 2,769,522 
7,670 

1 7,46 1 
1.288.675 

2,674,650 
7,670 

16,889 
1.22 1.022 

(2:553:481) (2:395:778) 
1,529,847 1,524,453 

147.977 
1.677324 

13,454 
1 92 

13,646 

126,143 
1,650,596 

9.725 
110 

9,835 

$ 1.691.470 1.660,43 1 

The accompanying notes are an integral part of these statements. 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

Combined Statements of Revenues, Expenses, and Accumulated Net Revenues 

Years ended September 30,1996 and 1995 
(in thousands) . 

-- 1995 1996 

Operating revenues: 
Electric (notes 2 (c) and 5) 
Other 

Total operating revenues 

$ 164.456 155,298 
3 .,699 
- 158.m 

41472 
168,928 

Operating expenses: 
Operations 
Maintenance 
Transmission 
Purchased Dower 

35,666 
21,533 
25,888 

35,275 
22:,049 
26,,373 
- 4 . w  

88!,238 
3.151 

86,238 Tog1 operating expenses, exuding depreciation 

Depreciation 
Total operating expenses 

- 1 7 . a  
- 1 0 5 . u  

23,320 
109,558 

Net operating revenues 59.370 

Interest expense: 
Interest on Federal investment (note 4) 
Less interest charged to construction (note 2 (g)) 

Net interest expense 

67.653 65 .,5 83 
(26.,097) 
- 3 9 . 9 3  

(30: 1 17) 
37,536 

Net revenues 21,834 14:, 180 

Accumulated net revenues (note 2 (c)): 
Beginning of year - 1 1  1.m 

- 1 2 6 . m  -- 

126.143 

$ 147,977 End of year 

The accompanying notes are an integral part of these statements. 

e 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

Combined Statements of Cash Flows 

Years ended September 30,1996 and 1995 
(in thousands) 

- 1996 - 1995 

Cash flows fiom operating activities: 

provided by operating activities: 
Depreciation 
Interest on Federal investment 
(Increase) decrease in assets: 

Increase (decrease) in liabilities: 

Net revenues 
Adjustments to reconcile net revenues to net cash 

Accounts receivable 
Other assets 

Accounts payable 
Accrued liabilities 

Net cash provided by operating activities 

$ 21,834 14,180 

23,320 
37,536 

17,093 
39,486 

(403) 
209 

1,667 
(1 1) 

3,729 
82 

86.307 

Cash flows from investing activities - investment in 
utility plant (23.74 1 )  (28.535) 

Cash flows from financing activities: 
Congressional appropriations 
Transfers from other Federal agencies 
Funds returned to Treasury 

Net cash used in financing activities 

94,872 
572 

104,75 1 
1,130 

(157.703) (1501699) 
f62.259) (44.8 18) 

Net increase (decrease) in cash 307 (3,451) 

Cash at beginning of year 32.448 35,899 

Cash at end of year $ 32.755 32,448 

Supplemental disclosure of noncash investing and 
financing activities: 

Interest charged to construction $ 30,117 26.097 . 
The accompanying notes are an integral part of these statements. 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

Notes to Combined Financial Statements 

Years ended September 30,1996 and 1995 

(1) Organization and Basis of Presentation 

The Southeastern Federal Power Program (Program) consists of all activities associatedl 
with the production, transmission and disposition of all Federal power marketed under 
Section 5 of the Flood Control Act of 1944 (Flood Control Act) in the ten states of 
Virginia, West Virginia, North Carolina, South Carolina, Georgia, Florida, Alabama, 
Mississippi, Tennessee, and Kentucky. The Program includes certain accounts olf two 
separate Federal Government agencies - the Southeastern Power Administration 
(Southeastern) of the United States Department of Energy and the United States Army 
Corps of Engineers (Corp of Engineers, or Corps). Southeastern and the Corps an: 
separately managed and financed, and each maintains its own accounting records. 

Southeastern purchases, transmits, and markets power within four separate power systems: 
Georgia-Alabama-South Carolina; Jim Woodruff; Cumberland Basin; and Kerr-Phdlpott. 
As of September 30, 1996, the four power systems include twenty-three hydroelectric 
generating projects owned and operated by the Corps of Engineers. The projects serve 
multiple purposes, including power, recreation, navigation, and flood control. However, 
these combined financial statements include only those expenses and net assets that are 
expected to be recovered through sales of power and other related income. 

Costs of multipurpose Corps projects are allocated to individual purposes through a cost 
allocation process. The portion of total project costs allocated to power is included in the 
accompanying combined statements of assets, Federal investment, and liabilities as utility 
plant and Federal investment. An mount covering Corps employees’ salaries, pensions, 
and other benefits allocated to power is included in operations and maintenance expenses. 

(2) Summarv of Significant Accounting Policies 

(a) General 

The accompanying combined financial statements are prepared in accordance with 
accounting practices prescribed by the Department of Energy, including the Uniform 
System of Accounts prescribed for electric utilities by the Federal Energy RegiJiatory 
Commission (FERC). These practices integrate generally accepted accounting 
principles with the accounting practices prescribed by the Federal Accounting 
Standards Advisory Board and the Office of Management and Budget, except where 
deviations therefrom are specifically authorized by Federal statute or allowed by 
Federal regulation. The Program’s combined financial statements are generally 
presented in accordance with the provisions of Statement of Financial Accounting 
Standards No. 71, Accounting for the Eflects of Certain Types of Regulation. Thke 
provisions of Statement 7 1 require, among other things, that regulated ente:rprises 
reflect rate actions of the regulator in their financial statements, when appropriatie. 
These rate actions can provide reasonable assurance of the existence of an asset, reduce 
or eliminate the value of an asset, or impose a liability on a regulated enterprise. 

-10 -  
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SOUTHEASTERN FEDERAL POWER PROGRAM 

Notes to Combined Financial Statements 

. 
(b) Financing 

Southeastern and the Corps of Engineers receive Congressional appropriations through 
the Department of Energy and the Department of Defense, respectively, to finance their 
operations. The Corps also receives appropriations to finance construction of its 
hydroelectric projects. In accordance with the Flood Control Act, Southeastern is 
responsible for repayment to the Federal Government, with interest, of its 
appropriations and the portion of Corps appropriations allocated for construction and 
operation of the power projects. 

(c) Omrating Revenues 

Operating revenues are recorded on an accrual basis. Rates established under the 
requirements of the Flood Control Act are intended to provide sufficient revenues to 
repay specific system costs. Such costs include operating expenses; wheeling fees to 
connecting utilities for transmission of power to customers; and repayment to the 
Federal Government for its investment in power facilities and interest thereon. The 
rates are also required to be low enough to encourage widespread use of electricity at 
the lowest possible cost to preference customers, primarily public bodies and 
cooperatives, consistent with sound business principles. 

The rates required under present Department of Energy policy make provision for 
recovery of the Government’s capital investment within 50 years for power facilities. 
As discussed below, these assets are being depreciated on the straight-line method over 
their estimated useful lives, which currently average approximately 85 years. Thus, 
annual depreciation charges will continue beyond the period such costs have been 
recovered through revenues. The Program matches these costs and revenues by 
deferring the unmatched portion of the revenues as accumulated net revenues. Because 
the Program is a nonprofit Federal power marketing agency, accumulated net revenues 
are committed to repayment of the Federal investment. 

Cash received is directly deposited with the United States Treasury and is reflected as 
“Funds returned to Treasury” in the accompanying statements of assets, Federal 
investment, and liabilities. 

(d) Confirmation and Amrovai of Rates 

Southeastern has established rate schedules for each of the four power systems. These 
rates generally may be adjusted at five-year intervals under the terms of Southeastern’s 
current power sales contracts and Department of Energy Order RA 6120.2. 

The Secretary of Energy (Secretary) has delegated authority to the Administrator of 
Southeastern to develop power and transmission rates for the power projects. The 
Deputy Secretary has the authority to confirm, approve, and place such rates in effect 
on an interim basis. 

- 11 - 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

Notes to Combined Financial Statements 

, 
The Secretary has delegated to FERC the authority to confirm, approve, and place such 
rates in effect on a final basis; to remand; or to disapprove such rates. Refunds with 
interest, as determined by FERC, are authorized if rates finally approved are lower than 
rates approved on an interim basis. However, if at any time FERC determines that the 
administrative cost of a refund would exceed the amount to be refunded, no refunds will 
be required. No significant refunds are anticipated in connection with rates approved 
on an interim basis as of September 30, 1996. 
- Cash 
Cash consists of the unexpended balance of funds with the Treasury which have been 
appropriated by Congress for the Program-related activities of the Corps of Engineers 
and Southeastern. 
Utility Plant 
Utility plant consists principally of generating facilities and is stated at cost, excluding 
contributions in aid of construction by entities outside the Program. Cost incliudes 
direct labor and materials, payments to contractors, indirect charges for engineering, 
supervision and similar overhead items, and interest on Federal fimds used duuing 
construction. The cost of additions, replacements, and betterments is capitalized. 
Repairs and minor replacement costs are charged to operating expenses. The cost of 
utility plant retired, together with removal costs less salvage, is charged to accumulated 
depreciation when removed from service. 
Interest Charged to Construction 
Interest on Federal fimds used during utility plant construction is included in the cost of 
completed projects. 

DeDreciation 
Pursuant to executive directives of the Corps of Engineers, depreciation of utility plant 
is computed based on the estimated service lives of the various classes of property 
using the straight-line method. Service lives currently being used for depreciation 
purposes average approximately 85 years for utility plant. Depreciation expense 
amounted to 1.5% and 1.1% of the original cost of generating plant in service during 
each of the years ended September 30, 1996 and 1995, respectively. 

Retirement Benefits 
Substantially all employees engaged in Program activities participate in either the Civil 
Service Retirement System (CSRS) or the Federal Employees’ Retirement System 
(FERS). Both are contributory pension plans and are not covered under the Employee 
Retirement Income Security Act of 1974. Pension benefit expense under CSRS is 
equivalent to 7% of eligible employee compensation and under FERS is variable based 
upon options chosen by the participant. Contributions to these plans are submitted to 
benefit program trust funds administered by the Office of Personnel Management 
(OPM). 

- 12-  
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SOUTHEASTERN FEDERAL POWER PROGRAM 

Notes to Combined Financial Statements 

The contribution levels as legislatively mandated do not reflect the total current 
cost/fbll cost requirements to fund the pension plans. Additional sources of funding 
include direct appropriations to OPM, not the Corps or Southeastern. The costs of 
health and life insurance benefit programs are similarly administered and paid through 
OPM. 

(i) Use of Estimates 

Management of Southeastern and the Corps has made a number of estimates and 
assumptions relating to the reporting of assets and liabilities and the disclosure of 
contingent assets and liabilities to prepare these financial statements in conformity with 
generally accepted accounting principles. Actual results could differ from those 
estimates. 

(3) Construction Work in Progress 

Construction work in progress at September 30, 1996 primarily represents construction on 
the Richard B. Russell hydroelectric project located on the Savannah River. The total cost 
of the construction is expected to be $929 million, of which $894 million has been 
tentatively allocated to power. In addition, nearly 93% of operations and maintenance 
expenses associated with the construction have been tentatively allocated to power. A final 
determination of the construction costs, and operations and maintenance expenses to be 
allocated to power, will not be made until the entire project is put into service. The 
construction consists of eight new hydroelectric units, four of which were in service at 
September 30, 1996. 

Construction appropriations for power generating facilities have been authorized by 
Congress through fiscal year 1997; however, no appropriations subsequent to fiscal year 
1997 have been authorized. Delays or cancellation of these projects could result from 
Congressional suspension or termination of appropriations. 

(4) Federal Investment 

The Federal investment in each of the generating projects is to be repaid to the Treasury 
within 50 years from the time the facility is placed in service. There is not a requirement 
for repayment of a specific amount on an annual basis. 

Southeastern- follows the provisions of Department of Energy Order RA 6120.2 in setting 
priorities for repayment. Order RA 6120.2 requires that revenues be applied to pay 
operating expenses, excluding depreciation, and the interest on the net outstanding Federal 
investment, less interest charged to construction and interest credited on operating revenues 
deposited with the Treasury. Annual net revenues available for repayment are generally 
applied first against investments in projects bearing the highest interest rates. To the extent 
that funds are not available for payment of such operating expenses and interest, such 
amounts become payable from the subsequent year’s revenue prior to any repayment of the 
Federal investment. At September 30,1996, all such amounts were paid. 

- 1 3 -  
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SOUTHEASTERN FEDERAL POWER PROGRAM 

(5) 

(7) 

Notes to Combined Financial Statements 

Interest is accrued annually on the unpaid balance of the Federal investment. Such interest 
is reflected as an expense in the accompanying statements of revenues, expenses? and 
accumulated net revenues, with a corresponding increase in the Federal investment. 
Interest rates applied to the net outstanding Federal investment range from 2 1/2% uo 9 
10%. The average rate was approximately 4.4% in 1996 and 4.0% in 1995. The rates 
have been set either by law, by administrative order pursuant to law, or by administrative 
policies and have not necessarily been established to recover the interest costs to the 
Treasury to finance the investment. 

Maior Customers 

Revenues from one customer were approximately 14% and 12%, respectively, of total 
operating revenues during fiscal years 1 996 and 1995. 

Workers’ ComDensation Benefits 

The United States Department of Labor has notified other Federal agencies of t!heir 
estimated actuarial liabilities for fhture workers’ compensation benefits under the Federal 
Employees’ Compensation Act. The Corps of Engineers has not allocated any of its 
workers’ compensation liability for civilian operations to its district offices and, therefore, 
has not determined the liability that should be allocated to the power projects. The Corps 
also does not allocate the cost of current workers’ compensation benefit payments to the 
power projects. The accompanying financial statements, therefore, do not include the 
current or estimated future costs of workers’ compensation benefits for Corps employees. 

Contingencies 

The Corps of Engineers and Southeastern are presently defendants in various claims; in 
connection with Program activities. However, in the opinion of management and counsel, 
such claims will not result in a material liability to the Program. 

In connection with a suit filed by the South Carolina Department of Wildlife and Marine 
Resources and other parties against the Secretary of the Army, an injunction has been 
issued against the operation of the four reversible pump turbines at the Richard B. Russell 
Dam pending the completion of environmental testing. In the opinion of Southeastern’s 
management, the injunction will ultimately be dismissed and the Richard B. Russell Dam 
will become oDerational. 

- 14 - 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

GEORGIA-ALABAMA-SOUTH CAROLINA SYSTEM 

Statements of Assets, Federal Investment, and Liabilities 

September 30,1996 and 1995 
(in thousands) 

- 1996 - 1995 Assets 

Utility plant: 
Plant in service 
Less accumulated depreciation 

Plant in service, net 

$ 1,005,677 997,358 
(237,144) (220.6 19) 
768,533 776,739 

Construction work in progress 
Net utility plant 

528.482 488.43 1 
1,297.01 5 1.265.1 70 

Current assets: 
Cash 
Accounts receivable 
Other 

Total current assets 

21,758 
8,069 

197 
30.024 

22,49 1 
8,038 

30,529 
.. 

Total assets 1,295.194 $ 1.327.544 

Federal Investment and Liabilities 

Federal investment: 
Congressional appropriations 
U.S. Treasury transfers to continuing fund 
Transfers from other Federal agencies 
Accumulated interest on Federal investment 
Funds returned to Treasury 

Net outstanding Federal investment 

$ 1,834,390 1,771,589 
5,815 5,815 

10,554 10,289 
97 1,222 908,888 

(1.486.5291 (1.38 1.078) 
1,335,452 1,3 15,503 

Accumulated net revenues (deficit) 
Total Federal investment 

(1 8.580) (27.870) 
1.3 16.872 1.287.633 

Current liabilities: 
Accounts payable 
Accrued liabilities 

Total current liabilities 

10,553 7,493 
119 68 

10.672 7.561 

Total Federal investment and liabilities $ 1.327.544 1,295.194 

-15 -  
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SOUTHEASTERN FEDERAL POWER PROGRAM 

GEORGIA-ALABAMA-SOUTH CAROLINA SYSTEM 

Statements of Revenues, Expenses, and Accumulated Net Revenues (Deficit) 

"Years ended September 30,1996 and 1995 
(in thousands) 

Operating revenues: 
Electric 
Other 

Total operating revenues 

Operating expenses: 
Operations 
Maintenance 
Transmission 
Purchased power 

Total operating expenses, excluding depreciation 

Depreciation 
Total operating expenses 

Net operating revenues 

Interest expense: 
Interest on Federal investment 
Less interest charged to construction 

Net interest expense 

Net revenues 

Accumulated net revenues (deficit): 
Beginning of year 

End of year 

- 1996 - 1995 

$ 106,429 102,960 
3:592 3151 1 

110.021 106,471 

19,397 
13,292 
15,555 
2.741 
50,985 

20,470 
12,683 
15.606) 

16.313 1 1.352 
67.298 64.223 

42.723 

62,334 

42.244 

60,484 
(28.901) (25.607) 
33.433 34.87'1 

9,290 7,371 

(27.870) (35,2411) 

$ (1 8.580) (27,870) 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

GEORGIA-ALABAMA-SOUTH CAROLINA SYSTEM 

Statements of Cash Flows 

Years ended September 30,1996 and 1995 
(in thousands) 

- 1996 - 1995 

Cash flows from operating activities: 

provided by operating activities: 
Depreciation 
Interest on Federal investment 
(Increase) decrease in assets: 

Increase (decrease) in liabilities: 

Net revenues 
Adjustments to reconcile net revenues to net cash 

Accounts receivable 
Other assets 

Accounts payable 
Accrued liabilities 

Net cash provided by operating activities 

Cash flows from investing activities - investment in 
utility plant 

$ 9,290 7,371 

16,313 1 1,352 
33,433 34,877 

31 1,057 
197 (3) 

3,060 (2,4501 
51 (39j 

62.375 52.165 

(1 9.257) (20.565) 

Cash flows from financing activities: 
Congressional appropriations 
Transfers from other Federal agencies 
Funds returned to Treasury 

Net cash used in financing activities 

Net increase (decrease) in cash 

Cash at beginning of year 

Cash at end of year 

Supplemental disclosure of noncash investing and 
financing activities: 

Interest charged to construction 

62,801 68,000 
265 412 

(105.451) (103.525) 
(42.385) (35.1 13) 

733 (3Y5 13) 

21.758 25271 

$ 22.491 21.758 

$ 28.901 25.607 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

JIM WOODRUFF SYSTEM 

Statements of Assets, Federal Investment, and Liabilities 

September 30,1996 and 1995 
(in thousands) 

Assets 

Utility plant: 
Plant in service 
Less accumulated depreciation 

Net utility plant 

Current assets: 
Cash 
Accounts receivable 
Other 

Total current assets 

Total assets 

Federal Investment and Liabilities 

Federal investment: 
Congressional appropriations 
U.S. Treasury transfers to continuing fund 
Transfers from other Federal agencies 
Accumulated interest on Federal investment 
Funds returned to Treasury 

Net outstanding Federal investment 

Accumulated net revenues 
Total Federal investment 

Current liabilities: 
Accounts payable 
Accrued liabilities 

Total current liabilities 

Total Federal investment and liabilities 

- 18-  

- 1996 - 1995 

$ 31,020 30,184 
(1 1.603) (1 1.263) 
19,417 18,921 

844 
434 

1,278 
- 

$ 20.695 

$ 77,760 
914 

2,103 
17,610 

(89.43 3) 
8,954 

I 1.343 
20.297 

394 
4 

398 

!$ 20.695 

760 
634 

17 
1.41 1 

-- 

20.332 -- 

74,820 
914 

2,077 
17,474 

(84.226) 
11,059 

9.092 
20,152 

20.332; -. 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

JIM WOODRUFF SYSTEM 

Statements of Revenues, Expenses, and Accumulated Net Revenues 

Years ended September 30,1996 and 1995 
(in thousands) 

Operating revenues: 
Electric 
Other 

Total operating revenues 

Operathg expenses: 
Operations 
Maintenance 
Transmission 
Purchased power 

Depreciation 

Total operating expenses, excluding depreciation 

Total operating expenses 

Net operating revenues 

Interest expense: 
Interest on Federal investment 
Less interest charged to construction 

Net interest expense 

Net revenues 

Accumulated net revenues: 
Beginning of year 

End of year 

- 1996 

5,297 
11 

5.308 
- 

1,125 
784 
254 - 410 

2,573 

- 343 
2.916 

2.392 

136 
6 - 142 
- 
2,250 

9.093 

$ 11.343 

- 1995 

5,63 1 
1 9  
1.6 

5,643 

1,237 
1,405 

259 - 423 
3,324 

- 375 
3.699 

1.944 

226 
(6) - 220 

1,724 

7.369 

9.093 - 
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$ 2,250 1,724 

343 375 
142 220 

200 (130) 
17 .. 

216 (249) 
2 - . a) 

3,170 1.939 

SOUTHEASTERN FEDERAL POWER PROGRAM 

JIM WOODRUFF SYSTEM 

Statements of Cash Flows 

Years ended September 30,1996 and 1995 
(in thousands) 

Cash flows from operating activities: 

provided by operating activities: 
Depreciation 
Interest on Federal investment 
(Increase) decrease in assets: 

Increase (decrease) in liabilities: 

Net revenues 
Adjustments to reconcile net revenues to net cash 

Accounts receivable 
Other assets 

Accounts payable 
Accrued liabilities 

Net cash provided by operating activities 

Cash flows from investing activities - investment in utility plant 

Cash flows from financing activities: 
Congressional appropriations 
Transfers fiom other Federal agencies 
Funds returned to Treasury 

Net cash used in financing activities 

Net increase (decrease) in c&h 

Cash at beginning of year 

Cash at end of year 

Supplemental disclosure of noncash investing and 
financing activities 

Interest charged to construction 

Exhibit I1 
Page 3 of 3 

140 (845) -- 

2,940 2,960 
26 5 

(5.207) (5.17'7) 
(2.24 1 )  (2.2 12) 

84 (133) 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

CUMBERLAND BASIN SYSTEM 

Statements of Assets, Federal Investment, and Liabilities 

September 30,1996 and 1995 
(in thousands) 

Assets - 1996 - 1995 

Utility plant: 
Plant in service 
Less accumulated depreciation 

Net utility plant 

Current assets: 
Cash 
Accounts receivable 
Other 

Total current assets 

$ 372,452 
(100.084) 
272.368 

6,620 
1,347 

20 
7.987 

Total assets $ 280,355 

Federal Investment and Liabilities 

Federal investment: 
Congressional appropriations $ 618,005 

33 
Transfers from other Federal agencies 4,203 
Accumulated interest on Federal investment 240,539 
Funds returned to Treasury (689.528) 

1 73,252 

U.S. Treasury transfers to continuing fund 

Net outstanding Federal investment 

Accumulated net revenues 
Totai Federal investment 

105.203 
278.455 

Current liabilities: 
Accounts payable 
Accrued liabilities 

Total current liabilities 

1,854 
46 

1.900 

Total Federal investment and liabilities $ 280.355 

368,343 
(96.249) 
272.094 

6,566 
1,479 

15 
8,060 

280.1 54 

598,822 
33 

3,925 
235,503 

(655,028) 
183,255 

95.603 
278.858 

1,269 
27 

1.296 

280.1 54 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

CUMBERLAND BASIN SYSTEM 

Statements of Revenues, Expenses, and Accumulated Net Revenues 

Years ended September 30,1996 and 1995 
(in thousands) 

Operating revenues: 
Electric 
Other 

Total operating revenues 

Operating expenses: 
Operations 
Maintenance 
Transmission 

Total operating expenses, excluding depreciation 

Total operating expenses 
Depreciation 

Net operating revenues 

Interest expense: 
Interest on Federal investment 
Less interest charged to construction 

Net interest expense 

Net revenues 

Accumulated net revenues: 
Beginning of year 

End of year 

- 1996 

$ 40,029 
397 

40.426 

10,214 
6,406 
6.21 1 

22,83 1 

4.181 
27.0 12 

13.414 

5.036 

-- 1995 

35,443 
LX! 
35.412 

9,639 
6,650 
6.47' 

22,760 

4.233 
26.993 

8.432 

4.63 8 
(1 :222) i484) 
3.814 4.154 

9,600 

95,603 

$ 105.203 

4,278 

91.322 

95.602 -- 
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SOUTHEASTERN FEDERAL, POWER PROGRAM 

CUMBERLAND BASIN SYSTEM 

Statements of Cash Flows 

Years ended September 30,1996 and 1995 
(in thousands) 

Cash flows from operating activities: 

provided by operating activities: 
Depreciation 
Interest on Federal investment 
(Increase) decrease in assets: 

Increase (decrease) in liabilities: 

Net revenues 
Adjustments to reconcile net revenues to net cash 

Accounts receivable 
Other assets 

Accounts payable 
Accrued liabilities 

Net cash provided by operating activities 

Cash flows from investing activities - investment in utility plant 

Cash flows from financing activities: 
Congressional appropriations 
Transfers from other Federal agencies 
Funds returned to Treasury 

Net cash used in financing activities 

Net increase in cash 

Cash at beginning of year 

Cash at end of year 

Supplemental disclosure of noncash investing and 
financing activities : 

Interest charged to construction 

- I996 

$ 9,600 

4,181 
3,814 

132 
(5) 

18,326 

585 
19 

(3,233) 

19,183 
278 

(34,500) 
(1 5,039) 

54 

6,566 

$ 6.620 

$ 1,222 

- 1995 

4,278 

4,233 
4,154 

710 
5 

65 
a 
13.43 1 

(8.1 09) 

24,324 
737 

(30.208) 
(5.147) 

175 

6.391 

6.566 

484 

-23 - 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

KERR-PHILPOTT SYSTEM 
I 

Statements of Assets, Federal Investment, and Liabilities 

September 30,1996 and 1995 
(in thousands) 

- 1996 -- 1995 Assets 

Utility plant: 
Plant in service 
Less accumulated depreciation 

Net utility plant 

$ 90.901 90,450 
(29.882) 
60.568 

/32:410) 
58.49 1 

Current assets: 
Cash 
Accounts receivable 

Total current assets 

2,800 3,364 
819 

4.1 83 
-- 1,585 

4,385 

Total assets $ 62.876 64,751 -- 
Federal Investment and Liabilities 

Federal investment: 
Congressional appropriations 
U.S. Treasury transfers to continuing fund 
Transfers from other Federal agencies 
Accumulated interest on Federal investment 
Funds returned to Treasury 

Net outstanding Federal investment 

$ 239,367 
908 
601 

59,304 
(287.991) 

12,189 

229,4 19 
908 
5!38 

59,157 
(275.4461 

14,636 

Accumulated net revenues 
Total Federal investment 

49.3 112 
63.9:B 

50.01 1 
62,200 

Current liabilities: 
Accounts payable 
Accrued liabilities 

Total current liabilities 

653 785 
13 -- 798 

-- 23 
676 . 

Total Federal investment and liabilities $ 62.876 64.751 -- 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

KERR-PHILPOTT SYSTEM 

Statements of Revenues, Expenses, and Accumulated Net Revenues 

Years ended September 30,1996 and 1995 
(in thousands) 

Operating revenues: 
Electric 
Other 

Total operating revenues 

Operating expenses: 
Operations 
Maintenance 
Transmission 

Total operating expenses, excluding depreciation 

Depreciation 
Total operating expenses 

'Net operating revenues 

Interest on Federal investment 

Net revenues 

Accumulated net revenues: 
Beginning of year 

End of year 

- 1996 

$ 12,701 
472 

13.173 

4,930 
1.05 1 
3:868 
9,849 

2,483 
12.332 

84 1 

147 

694 

49.3 17 

$ 50.011 - 

- 1995 

11,264 
1 94 

11,458 

3,929 
1.311 
4:043 
9,283 

1.133 
10.416 

1,042 

235 

807 

48.5 10 

49.3 17 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

KERR-PHILPOTT SYSTEM 

Statements of Cash Flows 

Years ended September 30,1996 and 1995 
(in thousands) 

Cash flows from operating activities: 

provided by operating activities: 
Depreciation 
Interest on Federal investment 
(Increase) decrease in assets: 

Increase (decrease) in liabilities: 

Net revenues 
Adjustments to reconcile net revenues to net cash 

Accounts receivable 
Other assets 

Accounts payable 
Accrued liabilities 

Net funds provided by operating activities 

Cash flows from investing activities - investment in utility plant 

Cash flows fiom financing activities: 
Congressional appropriations 
Transfers from other Federal agencies 
Funds returned to Treasury 

Net f h d s  used in financing activities 

Net increase (decrease) in cash 

Cash at beginning of year 

Cash at end of year 

- 26 - 

$ 

- 1996 

694 

2,483 
147 

. 10' 
2.436 

-- 1995 

807 

l,l.33 
235 

30 
( 1 3) 

183 
- m 

2.3167 

9,948 9,467 

(1 2.545) (1 1.789) 
(2.594) (2.346) 

3 (24) 

(564) 20 

3.364 3.344 

$ 2.800 3.364 -- 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

Combining Statements of Assets, Federal Investment, and Liabilities 

September 30,1996 and I995 
(in thousands) 

1995 
Southeastern 

corps of Power 
Eneineers Administration 

1996 
Southeastern 

corps of Power 
Eneineers Administration Assets 

Utility plant: 
Plant in service 
Less accumulated depreciation 

Plant in service, net 

Construction work in progress 
Net utility plant 

Current assets: 
Cash 
Accounts receivable 
Other 

Total current assets 

1,486,335 
(358.013) 
1,128,322 

488.43 1 
1.61 6.753 

965 

443 

443 

0 

- 

19,588 
10,872 

30.460 

30.903 

- 

1,485,370 
(357.49 1 ) 
1,127,879 

488.43 1 
1.616.3 10 

12,860 
129 
229 

13.218 

1.629.528 

1,500,050 
(38 1.24 1) 
1,118,809 

528.482 
1.647.291 

32,755 
1 1,404 

20 
44.179 

1.691.470 

816 
(455) 
361 

- 
361 

16,322 
1 1,245 

27.567 

27.928 

- 

$ 1,499,234 
1380.786) 
1,118,448 

528,482 
1.646.930 

16,433 
159 
20 

16.612 

$ 1.663.542 

32,448 
1 1,001 
229 

43.678 

1.660.43 1 Total assets 

Federal Investment and Liabilities 

Federal investment: 
Congressional appropriations 
U.S. Treasury transfers to continuing fund 
Transfers from other Federal agencies 
Accumulated interest on Federal investment 
Funds returned to Treasury 

Accumulated net revenues 

Net outstanding Federal investment 

Total Federal investment 

2,769,522 
7,670 

1 7,46 1 
1.288.675 

2,385,512 

15,866 
1,220,562 
(2.125.99 1) 
1,495,949 

- 289,138 
7,670 
1,023 

2,674,650 
7,670 
16,889 

1,22 1,022 
(2.395.778) 
1,524,453 

308,930 
7,670 
1,023 
487 

(292.213) 
25,897 

$ 2,460,592 

16,438 
1,288,188 
(2,261,268) 
1,503,950 

147,977 
1.65 1.927 

- 

(2:553:481) 
1,529,847 

126.143 
1.650.596 

126.143 
1,622.092 

147.977 
1.677.824 

- 
28.504 

- 
25.897 

Current liabilities: 
Accounts payable 
Accrued liabilities 

Total current liabilities 

11,615 2,289 
‘1 10 
2.399 

9,725 
110 

9.835 

7,436 

7.436 
- 1,839 

1 92 
2.03 1 

13,454 
192 

13.646 11.615 
Total Federal investment and liabilities S 1.663.542 27.928 1.691.470 1.660.43 1 1.629.528 30.903 

- 7 7 -  



Exhibit V 
Page 2 of 3 

SOUTHEASTERN FEDERAL POWER PROGRAM 

Combining Statements of Revenues, Expenses, and Accumulated Net Revenues 

Years ended September 30,1996 and 1995 
(in thousands) 

1996 
Southeastern 

corps of Power 
Engineers Administration 

1995 
Southeastern 

corps of Power 
Engineers Administration 

Operating revenues: 
Electric 
Other 

Total operating revenues 

32.546 s 131,910 
4.459 

136.369 

164,456 
4.472 

168,928 

121,073 
3.685 

124.758 

34,225 
14 

34.239 
- 13 

32.559 

Operating expenses: 
Operations 
Maintenance 
Transmission 
Purchased power 

Total operating expenses, 
excluding depreciation 

32,3 10 
2 1,488 

3,356 
45 

25,888 
3.151 

32,440 

35,666 
21,533 
25,888 
3.151 

86,238 

32,43 I 
22,008 - 

- 

54.439 

2,844 
41 

26,373 
4.54 1 

33,799 

35,275 
22,049 
26,373 
4.54 1 

88,238 

17.093 
105.33 1 

53.666 

53,798 

Depreciation 
Total operating expenses 

23.229 
77.027 

91 
32.53 1 

28 

23.320 
109.558 

16.683 
71.122 

Net operating revenues 

Interest on Federal investment 
Less interest charged to construction 

Interest expense: 

Net interest expense 

Net revenues 

Accumulated net revenues: 
Beginning of year 

59.342 59.370 53,636 30 

67,625 67.653 28 

28 
- 65,553 

J26.097) 
39,456 

14,180 

30 

30 
- - 65,583 

(26.097) 
39.486 

(3011 17) 
37,536 

(30.1 17) 
37.508 

21,834 21,834 14,180 

126.143 

S 147.977 

126.143 

147.977 

11 1.963 

126.143 

- 11 1,963 

- - 126.1 43 - End of year 
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SOUTHEASTERN FEDERAL POWER PROGRAM 

Combining Statements of Cash Flows 

Years ended September 30, I996 and 1995 
(in thousands) 

1996 
Southeastern 

corps of Power 
Eneineers Administration 

Cash flows from operating activities: 
Net revenues $ 21,834 
Adjustments to reconcile net revenues to net 

cash provided by operating activities: 
Depreciation 
Interest on Federal investment 
(Increase) decrease in assets: 

Increase (decrease) in liabilities: 

Accounts receivable 
Other assets 

Accounts payable 
Accrued liabilities 

Net cash provided by operating 
activities 

23,229 
37,508 

(30) 
209 

4,179 - 

Cash flows from investing activities - 

Cash flows from financing activities: 

investment in utility plant 

Congressional appropriations 
Transfers from other Federal agencies 
Funds returned to Treasury 

Net cash used in financing activities 

Net increase (decrease) in cash 

Cash at beginning of year 

Cash at end of year 

Supplemental disclosure of noncash investing 
and financing activities - interest charged to 
construction 

86.929 

(23.732) 

75,080 
572 

(135.276) 
(59,624) 

3,573 

12.860 

16.433 

$ 30.117 

91 
28 

(373) 

(450) 
82 

(622) 

(9) 

19,792 

(22.427) 

- 

- 

- 
(@&3sJ 

(3,266) 

19.588 

16.322 

2 1,834 

23,320 
37,536 

209 

3,729 
82 

86.307 

(403) 

(23.74 I.) 

94,872 
572 

(1 57.703) 
(62.259) 

307 

32.448 

32.755 

30.117 

1995 
Southeastern 

corps of 
Enrrineers 

14,180 

16,683 
39,456 

48 
(1 1) 

(2,584) 

67.772 

- 

(28.368) 

82,328 
1,130 

(125.275) 
(41.8 17) 

(2,4 13) 

15.273 

12.860 

26.097 

Power 
Administration 

410 
30 

1,619 - 
133 

2.130 

(167) 

22,423 

c5.424) 
W) 
(1,038) 

20.626 

19.588 

- 

- Total 

14,180 

17,093 
39,486 

1,667 
(1 1) 

(2345 1 ) 
(62) 

69.902 

L28.535) 

104,75 1 
1.130 

(I 501699) 
144.8 18) 

(3,451) 

35.899 

32.448 

- 26.097 - - 



SOUTHEASTERN FEDERAL POWER PROGRAM 

Amount and Allocation of Plant Investment 

September 30,1996 
(in thousands) 

Proiects in Service and Other 

Allatoona 
Buford 
Carters 
J. Strom Thurmond 
Walter F. George 
Hartwell 
Robert F. Henry 
Millers Ferry 
West Point 
Richard B. Russell 
Marketing facilities 
Contributions in aid of construction 

South Carolina System 
Total Georgia-Alabama- 

Jim Woodruff 
Marketing facilities 

Total Jim Woodruff System 

Berkley 
J .  Percy Priest 
Cheatham 
Cordell Hull 
Old Hickory 
Center Hill 
Dale Hollow 
Wolf Creek 
Laurel 
Stonewall Jackson 
Marketing facilities 
Contributions in aid of construction 

Total Cumberland Basin System 

John H. Kern 
Philpott 
Marketing facilities 

Total Kerr-Philpoti System 
Total 

(a) Water supply 

(c) Area redevelopment 
(h) Wor!r! we, !I sllspe"sb!? CSS!S 

Reimbursable 
Total 

[unaudited) Power 
$ 56,217 38,219 

69,067 49,724 
137,158 I 15,739 
100,073 83,872 
135,965 72,944 
136,626 121,510 
94,26 I 58,726 
73,481 39,329 
152,362 59,659 
929,126 893,934 

506 506 
(3) (3) 

1,884.839 1.534.159 

68,650 3 1,004 
16 16 

68.664 3 I .020 

172,489 47,778 
65,584 10,196 
47,867 2 1,362 
89,945 42,284 
67,740 38,823 

343 IO 20,137 
210,251 124,307 
50,7 I4 26,914 
806 806 
I96 I96 

(55) (55) 
8 19.744 372.452 

1 12,002 82,225 
18,745 8,578 

79,697 39,704 

98 
130.845 

98 
90.901 

2.928.532 

Percent of total 
plant investment Allocated to returnable from 

Flood Fish and power revenues 
Nonreimbursable (unaudited) 

Naviaation control wildlife Recreation - Other [unaudited) 

- 9,149 232 (a) 68.0% 
- 72.0 

- 8,617 
- 12,614 

- 84.4 
2,062 4,667 

- 7,993 - 83.8 
- 13,426 

4,420 4,06 I - 7,720 
8,923 - 53.6 - 88.9 

53,750 - 348 
3,522 4,454 - 7,140 
23,639 - - 1 1,896 - 62.3 

2,608 19,871 16,147 54,077 - 39.2 
- 3,325 - 3 1,867 - 96.2 
- - - - - 100.0 
- - - - - 100.0 

120.1 17 58.42 I 16.495 155.415 - 232 81.4 

3 1,766 - - 5,880 - 45.2 
- - - - 100.0 - 45.2 

99,2 19 18,303 - 7,189 - 27.7 
- 25,758 - 29,630 - 15.5 

22,379 - - 4, I26 - 44.6 
16,957 - - 24,34 1 6,363 (c) 47.0 
24,07 I - - 4,846 - 57.3 

- 28,276 - 1 1,020 697 (b) 49.8 
- 10,642 - 3,73 I - 58.4 
- 79,539 - 6,159 246 (b) 59.1 
- - - 17,769 6,031 (c) 53.1 
- - - - - 100.0 
- - - - - 100.0 

30,116 - - 4,036 - 53.5 

- 
3 I .766 - 5.880 - - 

- - 
162.626 162.5 I8 

- 2 1,707 
- 8,2 IO 

- 29.9 17 

250.856 

- 

__. 
3 : 4.509 i 6.495 - 

- 
108.8 1 I 

7,752 
1.957 - 
9.709 

m . 8  I 5 

- 100.0 
13.337 45.4 

318 (a) 73.4 - 45.8 - 
318 

13.887 - 
100.0 
69.5 

69.9% 



Peat Marwick LLP 
303 Peachtree Street, N.E. 
Suite 2000 
Atlanta, GA 30308 

Independent Auditors' Report on Compliance with Laws and Regulations 

The Administrator 
Southeastern Power Administration 
United States Department of Energy: 

We have audited the combined financial statements of the Southeastern Federal Power Program (Program) as of and for the 
year ended September 30,1996, and have issued our report thereon dated March 28, 1997. 

We conducted our audit in accordance with generally accepted auditing standards; Government Auditing Standards, issued 
by the Comptroller General of the United States; and the Ofice of Management and Budget (Om) Bulletin 93-06, Audit 
Requirements for Federal Financial Statements. Those standards require that we plan and perform the audit to obtain 
reasonable assurance that the combined financial statements are free of material misstatement. 

Compliance with laws and regulations applicable to the individual combined financial statements is the responsibility of the 
management of southeastern Power Administration, (Southeastern) a unit of the United States Department of Energy (DOE), 
and of the Army Corps of Engineers (Corps), a unit of the United States Department of Defense. As part of obtaining 
reasonable assurance about whether the combined financial statements are free of material misstatement, we tested 
compliance with laws and regulations that may directly affect the combined financial statements and certain other laws and 
regulations designated by OMB and DOE, including: 

Flood Control Act of 1944, as amended 
DOE Order RA 6120.2, Power Marketing Administration Financial Reporting 
10 CFR 903 - Power and Transmission Rates 
Federal Managers' Financial Integrity Act of 1982 (FMFIA) 
Chief Financial Officers (CFO) Act of 1990 
18 CFR Part 300 
DOE Delegation Order 02304- 108 
Budget and Accounting Procedures Act 
Corps Engineering Regulation 37-2-1 0 
Anti-deficiency Act 

However, the objective of our audit of the combined financial statements was not to provide an opinion on overall 
compliance with such provisions. Accordingly, we do not express such an opinion. 

As part of our audit, we obtained an understanding of management's process for evaluating and reporting on internal control 
and accounting systems as required by the FMFIA and compared Southeastern's most recent FMFIA reports with the 
evaluation we conducted of the entity's internal control structure. 
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The Administrator 
Southeastern Power Administration 
United States Department of Energy 

The results of our tests disclosed the following instances of noncompliance, all of which were included in our prior year 
report which management has considered but are still pending resolution or require M e r  attention, that are required to be 
reported herein under Government Auditing S t a d r h ,  for which the ultimate resolution cannot presently be determined. 
Accordingly, the financial statement impact that may result has not been recognized in the combined power system fmancial 
statements. 

1. Recoverv of Post-EmDlovment Benefit Costs 

Audit Comment 

Federal statute requires power marketing agencies to establish rates at levels sufficient to allow for repayment of the Federal 
investment‘and related interest, plus power project operating costs. In our report on the Internal Control Structure for the 
year ended September 30,1994 (1994 report), we reported that Southeastern Power Administration is not including the costs 
of certain post-employment benefits paid by the Oflice of Personnel Management in rates charged to utility users, and is 
therefore not fully recovering the costs of operating power projects. Our report also included a recommendation that 
Southeastern work with the Office of Personnel Management to obtain the infomation necessary to include post- 
employment benefit costs in its rate structure and accrue such costs in the combined financial statements. 

The Department’s Chief Financial Officer, in a Departmental Position issued September 29, 1995, concurred in principle 
with our recommendation. The Departmental Position states, “Statement of Federal Financial Accounting Standards No. 4, 
Managerial Cost Accounting Concepts and Stanaba3 for the Federal Government (Statement 4) requires, for cost 
accounting purposes, that employee benefits incurred by ‘responsibility segments’ be directly traced or assigned to outputs, 
regardless of whether they are funded by the reporting entity or by direct appropriation to the trust fund.” Agencies are not 
required to implement this requirement of the standard until implementation guidance is issued by the Office of Management 
and Budget (OMB). When this guidance is issued by OMB, the Department will implement the requirement accordingly.” 

Based on the departmental Position, our 1995 report stated that the program cannot take action on our recommendation to 
recover all power project costs until implementation guidance for Statement 4 is issued by the OMB. 

Audit Recommendation 

No further recommendation is made. 

Management Response 

We concur with the audit comment. 
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The Administrator 
Southeastern Power Administration 
United States Department of Energy 

2. Recoverv of Workers’ Compensation Costs 

Audit Comment 

Federal statute requires power marketing agencies to establish power rates at levels sufficient to allow for repayment of the 
Federal investment and related interest, plus power project operating costs, The Corps of Engineers pays workers’ 
compensation benefits related to its civilian operations from its headquarters, and does not allocate the cost of such claims to 
its district offices. Therefore, the cost of the Corps workers’ compensation benefits is presently excluded from 
Southeastern’s rate structure and from the combined financial statements. 

On November 22, 1995, the United States Department of Labor notified other Federal agencies of their estimated actuarial 
liabilities as of September 30, 1995 for future workers’ compensation benefits under the Federal Employees’ Compemation 
Act (FECA). The Corps of Engineers has not allocated any of its cwent or future liability for civilian options to its 
district offices and, therefore, has not determined the liability that should be allocated to the power projects in the 
Southeastern Federal Power Program. 

Our 1995 report recommends that the Corps of Engineers allocate an appropriate portion of its liability for future workers’ 
compensation claims to projects operated for the Program. The Corps’ South Atlantic Division and Ohio River Division 
offices responded that they could not implement our recommendation until instructed to do so by Corps of Engineers 
Headquarters. No such instructions were issued during 1996. 

Audit Recommendations 

1. The Corps of Engineers should allocate an appropriate portion of the costs of current workers’ compensation 
claims and its estimated actuarial liability for future claims to projects operated for the Program. 

2. Southeastern Power Administration should include workers compensation costs allocated by the Corps to projects 
operated by the Program in the Program’s financial statements and in its rate structure. 

Management Response 

The Workers’ Compensation Costs are paid by headquarters and no breakdown by project is forwarded to this office. Any 
change in procedure would have to come fiom headquarters, and not fiom this oftice. 

* * * * * *  
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The Administrator 
Southeastern Power Administration 
United States Department of Energy 

We considered these instances of noncompliance in forming our opinion on whether the 1996 combined financial statements 
of the Southeastern Federal Power Program are presented fairly, in all material respects, in conformity with generally 
accepted accounting principles, and this report does not affect our report dated March 28,1997, on those combined financial 
statements. 

Should you have any questions concerning the matters presented herein, we would be pleased to discuss them with you at 
your convenience. 

This report is intended for the information and use of the management of Southeastern Power Administration, the United 
States Army Corps of Engineers, and the United States Depiirtment of Energy. This restriction is not intended to limit the 
distribution of this report, which is a matter of public record. 

March 28,1997 

- 34 - 



KPMG Peat Marwick LLP 
303 Peachtree Street, N.E. 
Suite 2000 
Atlanta, GA 30308 

Independent Auditors' Report on Internal Control 

The AdministratOr 
Southeastem Power Administration 
United States Department of Energy: 

We have audited the combined fmancial statements of Southeastern Federal Power Program (Program) as of and for the 
year ended September 30,1996, and have issued our repofi thereon dated March 28,1997. 

We conducted our audit in accordance with generally accepted auditing standards; Government Audiring Stanhr&, 
issued by the Comptroller General of the United States; and Office of Management and Budget (OMB) Bulletin 93-06, 
Ad i?  Requirements for Federal Financial Statemem's. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the combined financial statements are free of material misstatement. 

The management of Southeastem Power Administration (Southeastern), a unit of the United States Department of Energy 
(DOE), and the Army Corps of Engineers, a unit of the United States Department of Defense, are responsible for 
establishing and maintaining internal control. In fulfilling this responsibility, estimates and judgments by management 
are required to assess the expected benefits and related costs of internal control policies and procedures. The objectives 
of internal control are to provide management with reasonable, but not absolute, assutance that transactr 'om, including 
those relating to obligations and costs, are executed in compliance with applicable laws and regulations that could have a 
direct and material effect on the combined financial statements and any other laws and regulations that OMB, 
Southeastern's management, or the DOE have identified as being significant and for which compliance can be objectively 
measured and evaluated, funds, property, and other assets are safeguarded against loss from unauthorized use or 
disposition; transactions are executed in accordance with management's authorization and properly recorded and 
accounted for to permit the preparation of reliable combined fiancial reports in accordance with generally accepted 
accounting principles and to maintain accountability over the assets; and that data that support reported perfonnance 
measures are properly recorded and accounted for to permit preparation of reliable and complete performance 
information. Because of inherent limitations in internal control, errors or irregularities may nevertheless occur and not be 
detected. Also, projection of any evaluation of the structure to future periods is subject to the risk that procedures may 
become inadequate because of changes in conditions or that the effectiveness of the design and operation of policies and 
procedures may deteriorate. 
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The Administrator 
Southeastern Power Administration 
United States Department of Energy 

In planning and pedorming our audit of the combined financial statements of the Program for the year ended September 
30, 1996, we obtained an understanding of internal control. With respect to the internal control, we obtained an 
understanding of the design of relevant policies and procedures, determined whether they have been placed in operation, 
assessed control risk in order to determine our auditing procedures for the purpose of expressing our opinion on the 
combined financial statements and not to provide assurance on internal control. Accordingly, we do not express such an 
opinion. 

Our evaluation of the controls for performance information was limited to those controls designed to ensure the existence 
and completeness of the information. With respect to the performance measure control objective, we obtained an 
understanding of the relevant internal control policies and procedures designed to permit the preparation of reliable and 
complete performance information, and we assessed control risk. 

Southeastern has responsibility for certain administrative and fmancial reporting activities of the Program. Accordingly, 
comments and recommendations contained in this report will be communicated through Southeastern Power 
Administration to the Army Corps of Engineers. 

We noted matters involving internal control and its operation that we consider to be reportable conditions under standards 
established by the American Institute of Certified Public Accountants and OMB Bulletin 93-06. Reportable conditions 
involve matters coming to our attention that, in our judgment relate to significant deficiencies in the design or operation 
of internal control and could adversely affect the organization's ability to record, process, summarize, and report financial 
data consistent with the assertions of management in the financial statements. Our consideration of the internal control 
would not necessarily disclose all matters in the internal controls that might be reportable conditions. 

A material weakness is a reportable condition in which the design or operation of one or more of the specific internal 
control structure elements does not reduce to a relatively low level the risk that errors or irregularities in amounts that 
would be material in relation to the combined fmancial statements being audited may occur and not be detected within a 
timely period by employees in the normal course of performing their assigned functions. We noted the following matter 
involving internal control and its operation that we consider to be a material weakness: 

1. Svstem Conversion 

Audit Comment 

Generally accepted accounting principles require transactions to be recorded in the period in which events underlying the 
transactions occur. The Corps of Engineers' South Atlantic Division converted its financial management system from the 
Corps of Engineers Management Information System (COEMIS) to the Corps of Engineers Financial Management 
System (CEFMS) during the year ended September 30, 1996. CEFMS was not designed to account for the allocation of 
plant investment to the various purposes (power, navigation, flood control, fish and wildlife, recreation, and other) 
associated with multi-purpose projects. As a result, Corps personnel were required to calculate the allocations manually. 
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The Administrator 
Southeastern Power Administration 
United States Department of Energy 

The extensive time required to complete the manual allocations and other conversion issues preoccupied the attention of 
accounting personnel and caused certain errors and omissions fiom the project fmancial statements, including the 
following: 

Interest during construction was not recorded by the Mobile district ofice as required by Army Corps 
of Engineering Regulation 37-2-10. The Corps has not determined the amount of interest that should 
have been recorded. 

No completed construction projects were transferred to plant in service by the Mobile or Savannah 
district ofices. The Corps has not determined the cost of the projects that should have been t r a n s f d .  

Wqter supply revenue for the Allatoona project was not recorded and billed by the Mobile district 
office. This revenue approximated $700,000 in the preceding fiscal year. 

In addition to these emrs and omissions, the Corps did not complete the fmancial statements for the multi-purpose 
projects until March 1997, nearly four months after the statements are normally prepared. This delay was due in part to 
the complexities of CEFMS’ report generation capabilities, combined with an inadequate understanding of such 
capabilities on the part of Corps accounting personnel. 

Audit Recommendation 

The Corps of Engineers’ South Atlantic Division should 

1. Develop or modify its fmancial information systems to produce financial statements for multi-purpose 
projects in a timely manner; 

2. Provide CEFMS training to accounting personnel to improve their utilization of the system’s 
capabilities; 

3. Compute and record interest during construction as required by Army Corps of Engineering Regulation 
37-2- IO; 

4. Transfer completed projects to plant in service in a timely manneq and 

5. Bill and record water supply revenue as earned. 

Management Response 

We concur with the audit recommendation. 

* * * * * *  
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The Administrator 
Southeastern Power Administration 
United States Department of Energy 

We considered the material weakness described above in forming our opinion as to whether the 1996 combined fmancial 
statements of the Southeastern Federal Power Program are presented fairly in all material respects in accordance with 
generally accepted accounting principles, and this report does not affect our report on those combined fmancial 
statements dated March 28,1997. 

Should you have any questions concerning the matters presented herein, we would be pleased to discuss them with you at 
your convenience. 

This report is intended for the information and use of the management of Southeastern Power Administration, the United 
States Army Corps of Engineers, and the United States Department of Energy. This restriction is not intended to limit the 
distribution of this report, which is a matter of public record. 

March 28,1997 
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Attachment 

IG Report No. ER-FC-98-0 1 

CUSTOMER RESPONSE FORM 

The Office of Inspector General has a continuing interest in improving the usefulness of its 
products. We wish to make our reports as responsive as possible to our customers' 
requirements, and, therefore, ask that you consider sharing your thoughts with us. On the 
back of this form, you may suggest improvements to enhance the effectiveness of future 
reports. Please include answers to the following questions if they are applicable to you: 

1. What additional background information about the selection, scheduling, scope, or 
procedures of the audit would have been helpful to the reader in understanding this 
report? 

2. What additional information related to findings and recommendations could have been 
included in this report to assist management in implementing corrective actions? 

3. What format, stylistic, or organizational changes might have made this report's overall 
message more clear to the reader? 

4. What additional actions could the Office of Inspector General have taken on the issues 
discussed in this report which would have been helpful? 

Please include your name and telephone number so that we may contact you should we 
have any questions about your comments. 

Name Date 

Telephone Organization 

When you have completed this form, you may telefax it to the Office of Inspector General 
at (202) 586-0948, or you may mail it to: 

Office of Inspector General (IC- 1) 
Department of Energy 

Washington, DC 20585 

ATTN: Customer Relations 

If you wish to discuss this report or your comments with a staff member of the Office of 
Inspector General, please contact Wilma Slaughter at (202) 586- 1924. 


