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ST QUARTER:

1993
Quarterly
Reflections

ND QUARTLER:

— PowerPartners, PMPA's demand-side man-
agement program becomes [ullv operational.

" — Conco Medical Products Corporarion
announces a $14 million plant in Rock Hill.

. Inc. invests 81 million in a manuafae-

turing facility in Westminster.,

— Construction begins in Greer on State Farm
[nsurance Company’s regional office.

— The PMPA board of divectors veelects all
officers from 19920 They are: Chairman.
Coleman Smoak. Ir. Laurens: Viee
Chairman. Steve Hale. Easlev: Treasurer,
Neil Keane, PMPA: and Secretary. Jaes
Bauer. PMPA.

— Knight lndustrics announces plans for a
cloth kimdering plantin the Bash River
Industrial park near Newherry,

— PMPA vetains a full-time Communiry
Relations/Economie Developmem
Coordinator.

— PMPAs annual planning meeting is held in
Asheville. NC. and is attended by ageney
management. consultants, and directors,

— Belk. the regional department store.,
anunounces plans 1o open a new store on East
Main in Laurens.

— Bond refunding worth $129.190.000 with a
net savings of S9.3 million is complered.

— Russell Allen is named City Manager of

Rock Hill. and ix appointed 1o represent that
city on PMPA's board of directors.
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RD QUARTER:

Peak Demand
(MW)

PMPA
Statistical
Highlights

excluding SEPA

. TH QUARTER:

— PMPA reaches an all-time record
energy demand of 321 MW (exclusive of
SEPA power).

— Ed Grimsley of McNair & Sanford addresses
the board of directors on the subject of envi-
ronmental compliance.

— PMPA hosts its second Economic
Development Round Table.

— A load-side generation accounting systent is

implemented to calculate member credits for

peak shaving generation.

— Consolidated Fabricators announces a new
manufacturing plant for the city of Clinton.

— PMPA joins the Carolina’s Innovation Group.

— Spring City Knitting in Galfney announces
a $9.5 million expansion 10 its manufactar-
ing facility.

— PMPA observes Industry Appreciation Week
by distributing letters of recognition 1o
industries in its member cities.

— PMPA awards $22 500 in Economic
Development Grans to development groups
in its member cities.

— After the first vear of operation,
PowerPartners reaches approximately 35
percent of its forecasted goal for the
vear 2001,

~— The Milliken Company announces plans to
expand its Abbeville plant.

— Easley’s Danfoss Fluid Power luc.
announces plans for a $15 million facility
expansion.

— Specialty Shearing and Dvyeing Inc.
announces plans to open a manufac-
turing plant in Union’s Multi-County
Industrial Park.

Participants
Sales Revenues
(MWH) (in thousands)




hat actions were taken

by PMPA in 1993 o prepare for 1994 and beyond?

James A. Bauer
General Manager

JB: E

course of action for PMPA in this changing cli-

senttially, we must identify the best

mate, and o begin 1o move in that direction.
Even prior to 1993, the staff hecame aware
that the industry was changing and things
were happening that might affect PMPA and
its members. ACour annual planning meeting
in 1993, we formed a committee (o monitor
information about these changes. We're going
to devote the 1994 planning meeting specifi-
cally to this issue and try 10 discern what
direction PMPA oughr 1o start moving in or
whether we need to change our present course
at all.

At this point. we don’t know. We have to
walt for things to fall into place, but through
1993 we have tried to build an awareness of
the industry changes among the PMPA hoard

members. 1s strictly a board decision whether

they want the staffl to continue as we're doing

- or change and do something different:

Coleman P Smoak. Jr.
Cheairmean
Board of Divectors

CS: The only thing 1 could add is that it's not
the specifics that are important. [ helieve it

was Steven Covey that said. ~A compass is
more important than a map. and it lasts
longer.” As long as we can set the general
direction in which the ageney should travel.
that’s a good beginning.

Crt/ . R .
.%)\\' does PMPA’s alliance in a member network help the

agency and its individual members in addressing industry changes?

IB: Basically, in a small municipal udlity, it is
very difficult to provide enough personnel to
give the manager the flexibility and the free-
dom to pay artention to what's happening out-
side his specific community. PMPA is able 10
provide this service, because we're removed
from the daily operations. The people at
PMPA can spend more time looking ar what's
happening and trving to figure out whar that
means for its members. 1 think that’s a perfeat

example of joint action in operation.

The manager of a municipal eleetric wility

doesn’t have the time 10 go 10 Washington to
deal with a problem that’s going 10 affect
hydropower, for example. Yet something

that affects hydropower is going to affect his
cost. Also. PMPA's active participation in the
American Public Power Association. the
Southeastern Federal Power Customers Group,
and other organizations of a similar natare,
can call attention to important matters that
need attention.

CS: The other limits that the small local svs-
tems have are financial. They are not able o
put the economie development person or the
conmunity refations person. on staff for purely
financial reasons. PMPA provides the financial
means to do some of the larger scale opera-
tions for the cities.

»
s . . .. . apeys
O/Z/hat is the major challenge facing electrie utilities. and how

will this challenge impaet PMPA and its member cities?

IB: The major challenge now is competition.
Previously, competition was not part of the

industry. Now it is an accepted component,
and that means an entirely different way of

doing things.

CS: I agree. The biggest change is going 10 be
: &8 ge1s going
competition.






County

Abbeville
Cherokee
Greenville
Laurens

- Newberry
Oconee
Pickens
Spartanburg
Union

York

Capital
Investment
Total ($000)

$340
11,800
325,800
11,200
56,445
40,048
12,021
228,406
9,190

121,241

“re Joint Action Agencies restricted in any way from

Jobs
Created
Total

15
m
1,435
224
679
252
314
1,250
134

1,279

engaging in competition?
CS: Joint action agencies must function inside
specific state statutes. So it will be legislative
restrictions that are going to hamper us in com-
petition. However, they are not insurmountable.
There may be some necessary legislative
changes, and it may take some time to get
those accomplished.

JB: Competition will change the mode of
operation significantly. For example, most joint
action agencies were formed to participate in
a power plant. The change in the competition

within the generation field means that you
don't necessarily have to participate in a plant.
You can take bids as many utilities are now
doing. Let somebody else build the plant. You
don’t have to tie vour capital up in that partic-
ular venture.

PMPA was originally formed 10 develop
the contracts and be a participant in a very
large project. and it may be that the change of
direction makes us more a contract adminis-
trator or bidding organization.

7/ o . ope . «
7]/11_\' is competition such a hot topie in the utility business?

1993

Capital
Investments &
Jobs Created
by County

JB: Competition entered into the utility indus-
try in 1992 with the approval of the Energy
Policy Act. This Act created an environment of
competition in electrical generation. It is now
up to the indusiry to determine how to respond
aud up to each utility 10 identify and develop a
niche for capitalizing on this new environment.

.,/zro there any legislative issues involved in this new

era of competition?

CS: Territory is going to become a problem. In
the past, electric utilities were all assigned their
territory by the Territorial Assignment Act of
South Carolina. Now those territories are going
1o be restructured. The eleetric cooperatives
are pushing for national and state legislation 10
keep their territory the same as it is today. The
cities. on the other hand. are attempting to
annex as much property as they can so that
their svstems can grow. Territory is bound o
be a big legistative issue. especially in the
short term.

JB: In South Carolina. the only wav a city
can expand its service area into a territory that
has previously been assigned 1o another suppli-
er is by annexing that territory into the city.

-Annexation is going to he a major topic in the

state legislature and any change to the annexa-
tion laws will affect PMPA's members” ability 10

grow and o compete with surrounding wtilides.
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CS: The investor owned utility used to be sat-
isfied with selling power, regardless of whether

it was direct to customers or wholesale 10 other

utilities. Now they’re having to right-size their
companics, laying off employees every day.
They’re looking for every niche they can find
in the market. There’s going to be increased
pressure from the investor owned utilities 1o
preserve their territory.

./zml how do the investor owned utilities (I0Us) fit into the picture?

JB: I'believe that in the next several vears we’ll
see the number of investor owned utilitics in
the country diminish significantly, which means
that they’ll be concerned with taking over
other investor owned utilities or worried about
being taken over themselves. Will they try 0
take over municipalities or turn their artention
elsewhere? It's hard to tell arthis point. There
are currently over 250 investor owned utilities
in the country. Predictions indicate that there
will be only fifty by the vear 2000, but whether
this will actually occur, nobody knows.

IB: Basically, it has been one of vertical inte-
gration. That is, the utility provided genera-
tion, transmission and distribution. We're see-
ing that structure disintegrating at this point.
Many investor owned utilities are spinning off
generation corporations that are going to do
only generation. Then there are independent
power producers. There are electric wholesale
generators that provide competition within the
generation arca.

There’s a big push to develop regional
transmission groups(RTGs) to handle the

o
%hnl about the structure of the utility industry?

transmission needs of all comers, all of the
generators, all of the purchasers. There’s a
totally different kind of industry structure
being developed, just as there was a totally
different kind of industry structure developed
when Bell Telephone was broken up into the

“Baby Bells.”

CS: Regarding infrastructure, 1 believe the
money is going to be spent on transmission
and the interconnects between the investor
owned utilities and the various power suppliers.

Dﬂws PMPA’s excess capacity mean the ageney might

be able to have customers bevond the members' city limits?

IB: The implication is there. The prospect,
however, is not immediate. Throughout the
entire Southeast there is generally an overabun-
dance of clectricity. As time goes on, however,
that surplus will diminish. I think the ¢hal-
lenge that faces PMPA is to do something with
that excess capacity right now, while retaining
flexibility for the future.

CS: With regard (o competition, PMPA has
developed an economic development rate to
assist the cities in being competitive. We have
recently emploved an economic development
coordinator 10 assist the cities in economic
development matters. ’

~
e, // .. 3 -
./ém' does PMPA propose (o assist the cities in adapting to

the challenges ahead?

We're also going to design pregrams to retain
customers, because I believe that we're honest-
Iv going to get into the situation of competing
month-to-month. If this is taken to its logical
end and we begin to trade electricity futures at
the commodities market, it’'ll be a wide open
market for all of us.
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CS: We said carlier that we needed 10 concen-
trate more on our residential bhase. but tradi-
tionally; the residential base has been a spinoff
from attracting industries. Il we do not attract
the large industrial customers, the jobs won't
be present to retain the residential customer.,
They're going to move where the jobs are.

I think that we need (o shilt our focus
toward the larger costomers. Tt is something
that we have not done well over the vears
and [ think it's one way 1o address the
demands of increased comperition.

JB: Rerail wheeling, or the purchase of clec-
tricity by an industrial customer from a source
other than its local wiility, will dictate that we
do improve relations with industrial customers.

.ﬁa(liliunully, municipally owned utilities have put their
focus on residential customers. Does this new climate of com-
petition imply the need for building closer partnerships with
large industrial companies, and if so. how does PMPA see its
role in developing and nurturing such partnerships?
Obviously. if vou have a large customer, it will

become very important to have thar customer

loval 1o vour systen so they will be less likeby

to be “picked oft” by somebody with retail

wheeling. The development of customer loval-

v among the larger customers within a rela-

tively small svstem is very important and
requires a regular contact between wiility
executives and the management of that busi-
ness or indusiry,
[t makes sense o reach out 10 that cus-
tomer to help him to make the mosr efficient
use of his energy dollar in whatever way that
may be. I'd like 10 see PMPA assisting the indi- :
vidual members in reaching out to these large

ill(lllﬁll'iﬂl customers,

IB: Given the climate of change. we may elect
a different direction for economic development.
Currently, the program is geared towards large
industrial prospects. If those industrial
prospects are subject to being “picked off,”
through rerail wheeling, then do we really
want to continue going after those customers?
Perhaps we should turn our attention
towards the small 1o mid-size commercial cus-
tomer who isn’t quite as likely 10 be “picked
off.” A customer like BMW is a great find for

i . .
7 ill the changing environment alter your approach to
economic development?

vour system, but if vou wind up having BMW

contracting for power with somebody else three
vears later, then vou really haven't accom-
plished much as far as the industrial load is
concerned. Having them close 1o your town
does give vou a tremendous commercial load,
because many of the emplovees and satellite
industries and the satellite’s emplovees. etc.
are going 10 be on the city system. Securing
and retaining that commercial load is essential.

JB: [ think we have already touched on it.
Primarily, we're trving to minimize the costs of
the operation while trving to maximize the
efficiency of the operation. and we're assisting
the cities in developing efficiencies. Power-
Partmers, PMPA’s load management prograim,
is an example of a way 10 spend a litde bit of
money and get a great deal of effictency and
reduced costs as a result.

: o
Uy . . . o,
7/]1;1! measures or actions are heing considered to position

PMPA to compete more effectively?

CS: And wrving to find out what the member
cities want us to do. There’s basically no limit
to how involved PMPA can get in the cities’
day-to-day operations. It just depends on how
much they want PMPA involved.



.
07/4 . . e
7/]131 are PMPA’s plans for communication programs

and how will these programs address the needs created by

this changing industry?

CS: I think we need to go back to the basics.
The small systems, the local communities,
need to be visiting with their largest customers.
They can't take customers for granted anymore.
They must go at least once or twice a vear and
visit with those top ten customers, and see how
they can help them. Even sométhing as basic
as trying to sét up energy efficiency programs

for them and making sure they understand
how they are billed.

There are many large commercial cus-
tomers on our systems that really just don’t

understand the way vou calculate the bill and
how they can save money. We're going to have
to concentrate on retaining our industrial cus-
tomers. Improved communications will help.

G .
%ai about the need to communicate to

the public and the community as a whole, in addition to the

Household

Small
Appliances

television

radio and stereo

FOOD PREPARATION

blender and mixer

PERSONAL CARE

electric razor
hair drver

10

The examples below illustrate not only

the innovation in electrical products over
the past 30 years but also our increased
reliance on electricity:

PLUS

PLUS

industrial customers?

JB: Well, obviously, support for the utility
comes from customers. These are the people
who elect the commissioners, who control
what the utility does. The best way to have
ComImunity support is to communicate with
the public, tell them what vou're doing, tell
them why you're doing it, and tell them how
it’s going to afféct them in the future.

‘ Our bimonthly newsletter, Betuween The
Lines., is an attempt to reach out to the

decision makers and the leaders within each
community. We are planning in April 1o pub-
lish Upstate Update. which will reach out to
all of our customers. The whole idea is to
develop support within the community for the
utility and the utility leadership. If that sup-
port is there, then the utility is much less likely
to have problems with takeover artempts.
People will realize that they're getting value
for their money.

laser disk plaver

stereo cassette plaver

compact disk plaver

portable phone

answering machine

calculator

personal computer

modem and facsimile machine

food processor
microwave
coffee grinder
electric wok
popcorn popper
electric knife

juicer

crock pot
can opener
bread maker

rechargeable razor
hot curlers
curling iron

% you believe that PMPA can position itself to

capitalize on whatever unforeseen clianges come about?

JB: The utility business is a long range busi-
ness. It takes seven to twelve vears to build a
power plant. It takes three to eight vears 1o
build a transmission line. You have to always
be looking not at what your needs are today or
tomorrow, but at what vour needs are going to
be five and ten vears from now. Hopefully
PMPA will continue to be as successful at this
forecasting as we have been since our inception.

CS: As Yogi Berra used to say: “The future
ain’t what it used to be.” In vears past, when
we talked about long term. we were talking
twenty or thirty vears, and short term was
five to ten vears. Now it’s reached the point
that long term is five vears at the most. Short
term is this month. The race no longer goes
only to the swift. It’s going to go to the adapt-
able. Becoming more adaptable is where we
need to be headed.
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OPERATIONS REPORT

Catawba
Nuclear
Station

The Catawba Nuclear facility operated above expectations in 1993 and
achieved a net capacity factor of 79.6% and a net availability of 80.8%.
The targeted capacity factor for the station was 76.1%: Unit 1 - 76.2%
and Unit 2 - 76.1%. Actual net capacity for each unit was, Unit 1 - 76.6%
and Unit 2 - 82.5%.

Unit 1 Unit 2 Station

Plans are underway to replace the Catawba Unit 1 Steam Generators in
1996. This year PMPA finalized the contracts for replacement and paid
out approximately $1,720,000 in project costs. Duke Power Company
will serve as the Engineer/Construction Manager for the replacement.

Demand-Side

Management

The demand-side management program (PowerPartners), introduced in
January 1993, exceeded its first year projection by over 8% and has
reached over 35% of its forecasted penetration for the year 2001. At year
end, 6,392 Load Control Receivers (LCRs) were connected to the sys-
tem controlling more than 7,800 appliances. PMPA began operating
control in June and has controlied during all but one monthly peak,
including the yearly coincident peak of 366,807 KW (including power
supplied to members by SEPA). PMPA is currently controlling an aver-
age of 2.7 times per month for periods of 2 to 4 hours. During control
periods the cooling/heating units of air conditioners and heat pumps
are cycled off for seven minutes per 30 minutes of control, and water
heaters are cycled off for 23 minutes per 30 minutes of control.

12

ANAGEMENT

The utility industry is in a period of

transition—regulations are changing, new
laws are being passed. and léclmology is
advancing. all toward increased cdmpclili()u
and the ultimate break-up of the monopolis-
tic environment utilities have enjoved since
inception. In meeting these changes it is
essential that utilities understand the options
that lie ahead and take action to position
themselves in the highly com]')(‘_l'ili\‘c market
being forecast. ‘

During the past vear, PMPA hegan the
positioning process by building awareness

and understanding of the changes taking

~place, and their potential impacts. We began

at the 1993 Planning Meeting by developing
the lines of commumication for these changes,
and continued through the vear to focus on
service and on understanding the needs of
each member city and its diverse cusiomer
groups. In addition to studving external fac-
tors, PMPA examined its internal structure in
1993 evaluating the services currently pro-
vided to its member cities, rate structure and
levels. and financial position.

In 1993 we hired a full-time communiry
relations and economic development coordi-
nator to guide the ageney through this time
of increased communications needs among
industry leaders, municipal officials and indi-
vidual customers. The ageney continues to
publish a bimonthly newsletter. Betuwreen The
Lines. delivered to city officials and business
leaders, and this vear laid the ground work
for a new newspaper style communique,
Upstate Update, that will be delivered twice

in 1994 to the more than 60.000 residential

* customers served by PMPA members. These

communications are designed to share the

agency’s vision, and to develop support and
understanding, on a grassroots level, for the
local municipal utility. Communication is a

two way process, and we recognize that ask-
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ing for feedback from our members and their
customers is a vital part of that process. In
1993 we asked our customers for input by
conducting a customer survey and we discov-
ered that approximately 83% of the residen-
tial customers feel their utility service is good
or excellent, and that approximately 67%
know about PowerParmers, our demand-side
management program enabling customers to
actively take part in reducing future energy
demand.

Our communications programs also
began to focus more on industrial customers
in our member cities, and we increased our

involvement in Industry Appreciation Week

~ by distributing letters of recognition to key

industrial customers. PMPA hosted its second
Economic Development Round Table this
vear to strengthen the nataral alliance among
our member cities and enhance cooperation
inn new business recruitment. The Round
Tables have been so successful that next
vear PMPA will begin hosting two a vear.
Municipal growth. in the form of new indus-
trv and increased population, is a significant
component of our development program. and
in an effort to support our cities® individual
development goals, PMPA again awarded
Economic Development Grants in 1993 1o
area development groups. The grams‘., total-
ing $22.500 in 19933 are used to produce
marketing material for PMPA members. 1o
place advertisements in trade publications,
and 1o support the activities of area economic
development groups.

PMPA recognizes that in changing with
the industry that we must provide services
that will help us maintain competitive costs
and will build support and lovalty among
our cities’ customers. PowerPartners is a
demand-side management program designed
to meet that need. The program became fully
operational in June and, by vear end. grew to
include over 6,300 Load Control Receivers
(LCRs), representing 7.845 controlled appli-

ances or approximately 35% of our goal for

Sources of

Funds

Duke Power
Available from Other Funds
Interest Income

Participants

Uses of
Funds

General & Administration
Transmission

Distribution

Operations & Maintenance
Other

Purchased Power

Special Fund Deposits
Payment in Lieu of Taxes

Debt Service

38.8%

1.9%

19.4%

39.9%

1.1%

2.4%

1.0%

22.5%

1.0%

20.8%

5.1%

2.2%

43.9%

OPERATIONS REPORT
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the vear 2001. Since we began operating
PowerPartners we have initiated control
during the monthly peak six out of seven

months, including the vearly peak on July 29.

OPERATIONS REPORT ‘ , This year we also began offering a second
peak shaving program that establishes credits

Ellel'gy " . to members who, through load side genera-

8nd : : tion, reduce their individual demand peaks.

During the third quarter PMPA implemented
Demand g Fe Thre quarter prement

a Load-Side Generation Accounting System
to calculate the credits due to members and

o began the process of including those credirs
Energy usage and demand were up in 1993 — usage increased by

approximately 80,000 MWH and demand rose 29 MW. Much of the m momllly bills.

increase is due to extreme temperature in the summer months and The Catawha Nuclear Facility operated
PMPA hit an all time record high demand of 321 MW, not including . above expectations this vear. The station
power supplied to members by the Southeastern Power Association achieved an overall 79.59% net capacity fac-

(SEPA), in July. L W e tor, 3.5% higher than its target for the vear.

: - . S More information about plant operations is
Year Peak Demand - - Peak Energy . )
: oL ‘ presented in the Operations Report.

Electric rates are always a controversial
subject, and in 1993, during PMPA’s vearly
rate analysis, the agency decided an increase

was needed to maintain a balance between

1993
4 Energy
MWH

44,700

122,900

205,100

7
_ 178,700
' 148,100
82,600

8

145,000
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revenue needs and competitive requirements.
The 5.2% increase in the agency’s wholesale
rate will go into effect in May of 1994 and
will help meet inflationary pressures and
replace revenues currently obtained from
power sales to other utilities. In 1993 no
increase was implemented and the modest
increase approved for next vear is consistent
with the long range load growth projections
and forecasted changes in the agency’s eco-
nomic condition. In other rate decisions, the
board of direciors approved a levelized
billing plan that will be offered to members
on a voluntary hasis and implemented in
May of 1994, The intent of this plan is to
minimize the cash flow impacts of PMPA's
bills allowing the members to make better
use of their cash resources.

On the financial front. 1993 saw PMPA’s
finance team refund a series of bonds, includ-
ing rwo original Electric Revenue Bonds.
witly a face value of $129.190.000 and hear-
ing interest rates between 7.0% and 7.35%.
The refunding bonds have a face value of
8142.5:

4.90% and 5.6%. The refunding provided a

5.000 and bear interest rates between
net debt service present value savings of $9.3
million, As usual we continue to study the
market and examine tools to diminish the
overall cost of capital versus the risk of
investment. »
PMPA has met the challenges of 1993
and is positioned 1o lead its members into
1994 and bevond. We are excited ahout the
opportunitics the future holds and togetlier
with our members we will continue working
1o assure that our management. programs.
and services continue to adapt to the chang-

ing wility industry.

Geferal Manager

Chairnsan of the Board of Direcrors

During the year, the cost of maintaining the PMPA offices was

OPERATIONS REPORT

Financial

$147,000 (or 6.5%) below the approved 1993 budget. One
employee was added to the staff bringing the total to 10 full

time and 2 part time employees. The agency earned a total of
$38,414,000 in interest on investments with a 7.55% rate of
return. In 1993 PMPA sold a series of refunding bonds with a
face value of $142,525,000 and bearing interest between 4.9%
and 5.6%. This refunding represents a net debt service present

value savings of $9.3 million.

Outstanding

Portfolio
StatistiCS (dollars in thomsands)

Faming= come

1993 i, $38.414

1992 S 41488

Market Value*

as ol 12/31 Value

1993, 0, $509.670 ............
1992 $500.083 ...
Transactions Number

1903 e, 331
1992 L 03

*hieludes acerned interest.

Debt

Olltstal]dlllg (dotlars in thousands)

December 31, 1993....% 1.370.470 ..........
December 31,1992 | .$ 1,358,700 ...

Bond Reconciliation
Bonds

Owstanding 12/31/92 oo,

[ssued

Bonds Ouistanding 12/31/93 ...................

December 31,1003

Bonds

(in thousands)

Rate of Return
. 7.95%
7.94%

Years
(average maturity)

......... 4.40%

Amount
$ 442.032
$ 720.098

Weighted Average
biterest Cost

......... 711%
......... 8.20%
...5 1.358.700

.3 1.370.470 15



KPMG Peat Marwick

Certified Public Accountants

One Insignia Financial Plaza, Suite 600
P.O. Box 10529
- Greenville, SC 29603

The Board of Directors
Piedmont Municipal Power Agency:

We have audited the accompanying balance sheets of Piedmont Municipal Power Agency. as of
December 31, 1993 and 1992, and the related statements of revenues and expenses and changes
in retained earnings and cash flows for the years then ended. These financial statements are the
responsibility of the Agency’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. Those stan-
dards 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 manage-
ment, 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 financial statements referred to above present fairly, in all material respects,
the financial position of Piedmont Municipal Power Agency as of December 31, 1993 and 1992,
and the results of its operations and its cash flows for the years then ended in conformity with
generally accepted accounting principles.

.Our audits were made for the purpose of forming an opinion on the basic financial statements

taken as a whole. The supplementary information included in Schedules 1 and 2 is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic finan-
cial statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

S P /ét///m/‘”:

March 22, 1994
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Piedmont ‘(Dollars in thousands) . 1993 1992

Municipal
Power . Assets
* Agency Utility plant:
Electric plant in service (note 4) $ 546,467 $ 546,493
Nudlear fuel (note 4) 49,742 39,318
Construction work-in-progress . 5,749 3,952
601,958 589,763
Less accumulated depreciation and amortization (note 4) '(168,609) (142,020)
Net utitity plant ’ 433,349 447,743
Restricted funds (note 5) 177,984 171,839
‘Revenue fund assets {note 6):
Cash 7,984 7,805
Marketable debt securities 269,227 275,431
Accrued interest receivable 24,065 19,840
Due from restricted funds 1,326 © 1,681
Participant accounts receivable 5,788 - 5482
Other accounts receivable - 5,393 ) 3,308
Materials and supplies 5,283 2,603
Prepaid expenses - - 8
Total revenue fund assets 319,066 315,858
Deferred charges:
Unamortized debt issuance costs 22,336 23,547
Net deferred expenses to be recovered from
future revenues (note 7) 211,989 186,468
Excess costs on advance refundings of debt 213,325 186,421
Other : 3,922 4,111
451,572 400,547
$ 1,381,971 $ 1,335,987

Liabilities and Retained Earnings
Long-term debt (notes 8 and 9):

Bonds $ 1,370,470 : $ 1,358,701
Unamortized discounts {69,881) (93,425)
1,300,589 1,265,276
Restricted fund liabilities:

Accrued interest payable 53,597 ‘ | 45,584
Reserve for decommissioning (note 10) - 10,079 7,761
Deferred compensation (note 11) 259 407
63,935 53,752

Revenue fund liabilities—accounts payable 4,985 4,778
Retained earnings 12,462 12,181
$ 138197 $ 1,335,987

See accompanying notes to financial statements.
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{Dollars in thousands) 1993 1992 ’ Pied.mlont
. Municipal
Operating revenues: _ Power
Sales of electricity to participants $ 78,884 $ 72652 Agency
Sales of electricity to other utility 76,746 81,608 8
Total operating revenues ’ 155,630 154,260
Operating expenses: :
Nuclear fuel amortization 9,083 9,110
Purchased power 41,110 49,777
Operation and maintenance 33,018 35,859
Transmission S 4,822 4,747
Distribution ‘ 2,061 46
Administrative and general ) 2,194 2,130
Depreciation 17,518 18,245
Decommissioning 2,318 2,158
Payments in lieu of property taxes 4,378 4,114
Total operating expenses 116,502 126,186
Net operating income 39,128 S 28,074
Other income (expense): :
Interest income 38,414 42,036
Interest expense and letter of credit fees (87,064) (82,141)
Variable rate demand obligation remarketing fees ' - (275)
Amortization expense (13,735) (12,997)
Other ' (1,983) © 603
Total other income (expense) (64,368) (52,774)
Revenues over (under) expenses before deferred items (25,240) (24,700)
Deferred items to be recovered from future
revenues, net (note 7) 25,521 . 23,969
Revenues over (under) expenses 281 (731)
Retained earnings at beginning of year 12,181 12,912
Retained earnings at end of year $ 12462 $ 12,181

See accompanying notes to financial statements.
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{Dollars in thousands)

Cash flows from operating activities:
Revenues over (under) expenses
Adjustments to reconcile revenues over (under) expenses to
net cash provided by operating activities:
Depreciation and amortization
Net deferred expenses to be recovered
from future revenue
Reserve for decommissioning
Decrease (increase) in:
Participant accounts receivable
Other accounts receivable
Accrued interest receivable
Materials and supplies
Prepaid expenses
Increase (decrease) in: .
Deferred compensation
Accounts payable
Accrued interest payable

Net cash provided by operating activities

Cash flows from investing activities:
Purchase of investment securities
Proceeds from sales and maturities of investment securities
Expenditures for electric plant in service
Expenditures for nuclear fuel

Net cash used in investihg activities

Cash flows from financing activities:

Payment of bond principal

Proceeds from issuance of new debt, net of discounts of
$3,494 and $3,875 for 1993 and 1992, respectively

Refunding of bonds

Defeasance losses, net of unamortized debt issuance costs
of $2,902 and unamortized discounts of $24,034

Debt issuance costs

Net cash used in financing activities
Net increase in cash

Cash at beginning of year
Cash at end of year

Supplemental disclosures of cash flow information:

Cash paid during the year for interest
Material reclassified from Utility Plant to Inventory

See accompanying notes to financial statements.

1993

$ 281

40,336

(25,521)
2,318

(306)
(2,085)
(4,927)

72
8

(148)
207
8,013

18,248

(387,088)
388,056
(4,534)
(10,424)

(13,950)

(1.565)

139,030
(129,190)

(9,378)
_ (2824

(3,927)
331
7,912

$ 8,243

79,799
s 2m

1992

$ (731)

40,352

(23,969)
2,158

(184)
364
(3,969)
675
8

. 36
815

5,659

21,198

(548,306)
547,208
(2,529)
(5,376)

(9,003)

- (1,010)

234,055
(240,800)

(4,308)
(12,063)

132

7,780

$ 7,912

77,173




(1) Description of the Entiry

Piedmont Municipal Power Agency (Agency) was
incorporated in 1979 under the South Carolina Joint
Municipal Electric Power and Energy Act. The Act,
adopted April 1978, enabled the formation, by South
Carolina municipalities and municipal commissions of
public works, of a joint agency to plan, finance, develop,
own and operate-electric generation and transmission
facilities. Ten municipal utility systems (Participants)
comprise the Agency’s membership.

The Agency and Duke Power Company (Duke) are
parties to agreements giving the Agency a 25% undi-
vided ownership interest in Catawba Nuclear Station
Unit 2 (Project). Duke is the operating owner of the
Project. The Agency’s Project power output entitlements
(approximately 286 MW) come from Catawba Nuclear
Station Units 1 and 2; subject to the terms of certain
Exchange Agreements under which the Agency pays
12.5% of the costs and receives 12.5% of the power
output associated with each of these 1,145 MW units.
‘The operating licenses for Catawba Unit 1 and Unit 2
expire on December 6, 2024 and February 24, 2026,
respectively.

(2)  Summary of Significant Accounting
Policies

Basis of Accounting

The Agency’s accounting records are maintained on an

accrual basis in conformity with generally accepted

accounting principles and substantially in conformity

with the Federal Energy Regulatory Commission’s

Uniform System of Accounts.

The Agency’s General Bond Resolution requires that its
rate structure design produce revenues sufficient to pay
operating, debt service and other specified costs. The
application of a given rate structure to a given period’s
electricity sales may produce revenues not intended to
pay that period’s costs, and conversely, that period’s
costs may not be intended to be recovered in period
revenues. The affected revenues and/or costs are, in
such cases, deferred for future recognition. The ultimate
recognition of deferred itéms is correlated with specific
future events; primarily payment of debt principal.

Unamortized Debt Issuance Costs

Unamortized debt issuance costs at December 31, 1993
and 1992 of $22,336 and $23,547, respectively, (net of
accurnulated amortization of $11,168 and $10,034,
respectively) are being amortized on the bonds out-
standing method. :

Excess Costs on Advance

Refundings of Debt

Excess costs on advance refundings of debt at
December 31, 1993 and 1992 of $213,325 and
$186,421, respectively, (net of accumulated amortiza-
tion of $52,018 and $42,602, respectively) are being
amortized on the bonds outstanding method.

Organization Costs

Organization costs at December 31, 1993 and 1992 of
$902 and $931, respectvely, (net of accumulated
amortization of $265 and $236, respectively) are being
amortized on the straight-line method over 40 vears.

Discounts on Bonds Payable

The discounts on bonds payable at December 31, 1993
and 1992 of $69,881 and $93,425, respectively, (net of
accumulated amortization of $20,584 and $17,580,
respectively) are being amortized on the bonds out-
standing method. '

Income Taxes

The Agency is exempt from Federal income taxes under
Internal Revenue Code Section 115. South Carolina has
adopted Section 115 by reference; therefore, the Agency
is also exempt from state income taxes.

Cash Flows

For purposes of the statements of cash flows, the
Agency considers interest-bearing deposits with banks
and Duke to be cash.

Marketable Debt Securities ‘
As authorized by the bond resolution, investments in
marketable debt securities include only direct obliga-
tions of the United States government, obligations of
United States government agencies and general obliga-
tions of the State of South Carolina. These investments
are uninsured and unregistered and held by the
Agency’s trustees or by the Agency, as trustee.

Depreciation Expense

Electric plant in service, including unclassified assets, is
depreciated on a straight-line basis at rates calculated
to amortize the composite assets over their respective
estimated useful lives. Depreciation begins when assets
are placed into service.

(3)  Project Power Sales Agreements

Catawba Project Power Sales Agreements
The Agency and each Participant are parties to
Catawba Project Power Sales Agreements (Sales

-Agreements). These Sales Agreements oblige the

Agency to provide each Participant a share of Project
power output and, in turn, each Participant must pay
its share of Project costs. Participants make their pay-
ments on a “take-or-pay” basis whether or not the -
Project is operable or operating. Such payments are
not subject to reduction or offset and are not condi-
tioned upon performance by the Agency or any given
Participant. The Sales Agreements are in effect until
the earlier of August 1, 2035, or the completion of pay-
ments on the bonds and satisfaction of obligations
under the Project agreements.

The Participants’ Shares of Catawba Project Output are
as follows: '

City of Abbeville 2.68%
City of Clinton 7.84
City of Easley 13.24
City of Gaffney 10.05
City of Greer 9.34
City of Laurens 6.49
City of Newberry 10.47
City of Rock Hill 28.04
City of Union 10.01
City of Westminster 1.84
100.00 %

v Supplemental Power Sales Agreements

The Agency and each Participant are also parties to
Supplemental Power Sales Agreements (Supplemental
Agreements) under which each Participant has agreed
to pay, in exchange for supplemental bulk power sup-
ply, its share of supplemental bulk power supply costs.
A Participant may terminate its Supplemental
Agreement with ten years advance notice.

Interconnection Agreement

This agreement, between the Agency and Duke,
provides for the interchange of power supply and
power supply services. It also defines a fifteen vear
arrangement whereby the Agency sells a portion of its
Project power output entitlement to Duke and, in turn,
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(3)  Project Power Sales Agreements, continued

purchases a similar quantity of power from Duke.
These sales and purchases commenced upon commer-
cial operation of each Catawba Unit and decrease
annually over the contract term. The Agency may, with
notice, decrease but not increase these sales. Sales to
Duke reduce the like amount of power the Agency
purchases until, upon expiration of the contract, the.
Agency retains its full Project power output entitlement
and no longer purchases the equivalent amount of
power from Duke. From July 1985 until January 1987,
the Agency sold Duke 138.36 MW (96.7%) of its
Project power output entitlement from Unit 1. From
August 1986 until January 1988, the Agency also sold
Duke 138.36 MW (96.7%) of its Project power output
entitlement from Unit 2. Subsequent to January 1987
for Unit 1 and January 1988 for Unit 2 the Agency’s

- Project power output entitlement sold to Duke has

decreased approximately 4.75 MW per year per Unit.
Similar annual reductions continue through 1994 for
Unit 1 and 1995 for Unit 2. -

On January 1, 1995 the Agency’s Unit 1 Project power
output entitlement sale to Duke decreases approximate-
ly 76 MW (from 100.19 MW 10 23.86 MW ), and begin-
ning January 1, 1996 such sale again diminishes
approximately 4.75 MW per year until January 1, 2000
when the Agency retains 100% of its Unit 1 Project
power output entitlement. On January 1, 1996 the
Agency’s Unit 2 Project power output entitlement sale
to Duke will likewise decrease approximately 76 MW
(from 100.19 MW t0 23.86 MW) and beginning
January 1, 1997 such sale again diminishes approxi-
mately 4.75 MW per year until January 1, 2001 when

- the Agency will retain 100% of its Unit 2 Project power

output entitlement.

From 1985 through 1993 revenues from participants
have substantially exceeded costs. Such excess rev-
enues have been set aside in a rate stabilization
account. Beginning in 1995, as revenues from sales to
Duke diminish in accordance with provisions of the
Interconnection Agreement, rate stabilization funds will
be utilized, in a scheduled manner, to minimize rate
increases and maximize a competitive rate position,

(4)  Udlity Plamt
Original costs of major classes of the Agency’s electric

plant in service at December 31, 1993 and 1992 are as
follows :

1993- 1992
Land $ 336 $ 336
Structures and improvements 156,619 157,475
Reactor plant equipment 247,032 248,216
Turbo generator units 68,762 69,062
Accessory electric equipment 50,593 50,831
Miscellaneous plant equipment 1,709 11,613
Station equipment 5,187 4,857
Other 1,203 1,191
Unclassified 5,026 2,912
$ 546,467 $ 546,493
Unclassified assets are in service but not yet classified to
specific plant accounts.
Nuclear fuel at December 31, 1993 and 1992 of
$49,742 and $39,318, respectively, represents costs
associated with acquiring and processing reload fuel
assemblies as well as the cost of nuclear fuel in the
reactor. Nuclear fuel is amortized based on burn rates
929 using a unit of production basis. The Agency regularly

removes fully amortized nuclear fuel costs from its
books; when fuel batches are replaced during core
refueling operations. There were no costs removed in
1993 and $4,180 removed during the year ended
December 31, 1992.

A summary of accumulated depreciation and amortiza-
tion at December 31, 1993 and 1992 follows:

"1993 1992’
Accumulated depreciation—
electric plant in service $ 141,046 $  123,54(
Accumulated amortization '
of nuclear fuel 27,563 18,48(
$ 168609 § 142,02
(5)  Restricted Funds
The General Bond Resolution, Project agreements, and
Agency policies restrict the use of bond proceeds,
Agency revenues, and Agency funds on hand. Certain
restrictions define the order in which available funds
may be used to pay costs; other restrictions require
minimum balances or accumulation of balances for
specific purposes. At December 31, 1993 and 1992, the
Agency was in compliance with all such restrictions and
held the following restricted assets, stated at cost or
amortized cost, which approximates market:
1993 1992
Construction $ - $ 2,097
Debt service—bond principal 1,655 1,565
Debt service—bond fixed rate interest 44,295 38,24(
Debt service—bond retirement 1,936 L~
Debt service reserve 95,236 97,068
Reserve and contingency 9,524 9,70¢
Decommissioning 10,079 7,761
Special reserve . 15,000 15,000
Deferred compensation 259 407
$ 177984 $ 171,839
Funds are comprised of:
Cash equivalents $ 259 $ 407
Marketable debt securities 175,050 169,814
Accrued interest receivable 4,001 3,28¢
Due to revenue fund (1,326) (1,681
$ 177,984 $ 171,83¢
(6) Revenue Fund Assets and Liabilities
Revenue fund assets and liabilities are used in the
Agency’s day-to-day operations. The assets, stated at
cost, are allocated for the following purposes:
1903 © e
Working capital $ 46,000 $ 42,791
Fuel acquisition 22,032 23,374
Rate stabilization » 251,025 249,693
$ 319,066 $ 315,858

Liabilities of $4,985 and $4,778 at December 31, 1993
and 1992, respectively, will be paid out of working cap-
ital assets.

(7)  Net Deferred Expenses to be Recovered
from Future Revenues

As described in note 2, rates charged to Participants are
structured to systematically provide for debt require-
ments and operating costs of the Agency. Those expenses
and revenues excluded from rates are deferred to such
periods as they are intended to be included in rates.



(7} Net Deferred Expenses to be Recovered
from Future Revenues, continued

The following deferred expenses will be recognized in
future periods when rates charged to Participants pro-
duce revenues sufficient to retire the debt which funded
those costs: '

* Interest expense on the Agency’s bonds and variable
rate demand obligations along with associated let-
ter-of-credit, banking and re-marketing fees (except
interest and fees related to Capital Appreciation
Bonds) paid from bond proceeds during a defined
“Construction Period,” (net of income earned on
the temporary investment of those bond proceeds);

¢ Interest expense on Capital Appreciation Bonds
accrued but not paid until maturity;

* Amortization of debt issuance expenses, bond dis-
counts, defeasance losses, redemiption losses, and
organization costs paid from or included in bond
proceeds;

® Depreciation on utility plant constructed with bond
proceeds and amortization of nuclear fuel acquired
with bond proceeds; and

¢ Certain other project costs paid from bond
proceeds.

The Agency has also deferred Participant revenues
which, during the Construction Period, were estab-
lished at levels to cover Project costs not paid from
bond proceeds, as well as scheduled deposits to a Rate
Stabilization account. The revenue associated with
those scheduled deposits and the interest income there-
on will be recognized when those funds are drawn upon
to pay Project costs. Also, certain settlement revenues
and excess revenues in certain funds have been trans-
ferred to the Rate Stabilization account and have been
deferred for recognition until the time the funds are
applied to the payment of Project costs.

Additionally, the Agency’s General Bond Resolution
requires Participant revenues to be established at levels
sufficient to provide specified deposits into a Reserve
and Contingency fund. Monies in that fund are used for
the construction or acquisition of utility plant. The
recognition of such revenues is deferred until such time
as the depreciation is recorded on the assets constructed
or acquired with those monies.

(8) Long-term Debt

The bonds are special obligations of the Agency and are
secured by future revenue and pledged monies and
securities as provided by the bond resolution.

The bonds generally provide for early redemption dur-
ing the first ten years after issuance at prices ranging
from 101.5% to 103% of the bond principal amounts.
The Agency has advance refunded certain bond issues
as described in note 9.

The following is a summary of the aggregate annual
principal maturities and sinking fund requirements for
the bonds outstanding at December 31, 1993:

1994 ... 1,655

(7} Net Deferred Expenses to be Recovered from Future Revenues, continued

Net deferred expenses to be recovered from future revenues include the following:

1993 1992 Change
{Cumulative totals)

Items to be recovered in future Participant billings:

Interest expense $ 319747 $ 317,789 § 1,958
Depreciation expense 142,006 124,672 17,334
Amortization of redemption and ’
defeasance losses 51,882 42,313 9,569
Amortization of bond discounts and
debt issuance costs 32,916 28,780 4,136
Nuclear fuei expenses 873 873 -
Letter of credit fees 5,649 5,649 -
Other 2,356 2,130 226
555,429 522,206 33,223
Items reducing future Participants billings: .
Investment income (76,528) (76,462) (66)
Rate stabilization (revenue received to
reduce future billings to Participants) (351,961) (328,286) (23,675)
Reserve and contingency deposits (10,866) (6,056) (4,810)
(439,355) (410,804) (28,551)
Deferred revenues (expenses) recognized:
Deferred interest, depreciation, amortization expense
included in Participant billings for debt principal payments (5,515) (3,860) (1,655)
Rate stabilization draws applied to expenses 100,936 78,593 22,343
Reserve and contingency revenue
applied to expenses 494 333 161
95,915 75,066 20,849

Net deferred expenses to be
recovered from future revenues

$ 211,989 §$ 186468 $ 25521
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8) Long-term Debn. continued

Long-term debt at December 31, 1993 and 1992 consists of the following:

1984 Series Electric Revenue Bonds, payable during 2013 with interest at 7%

1985 Refunding Series Electric Revenue Bonds, payable during 2025

with interest at 7%

1986 Refunding Series Electric Revenue Bonds, payable annually from

1996 to 2025 with interest ranging from 5% to 8%

1986A Refunding Series Electric Revenue Bonds, payable annually from
2013 to 2024 with interest ranging from 5.75% to 7.25%

1988 Refunding Series Electric Revenue Bonds, payable annually from

1992 to 2018 with interest ranging from 5.7% to 7.75%

1988A Refunding Series Electric Revenue Bonds, payable annually from

1998 to 2019 with interest ranging from 6.7% to 7.65%

1991 Refunding Series Electric Revenue Bonds, payable annually from

2007 to 2023 with interest ranging from 4% to 6.85%

1991A Refunding Series Electric Revenue Bonds, payable annually from

1998 to 2018 with interest ranging from 5% t0 6.5%

1992 Refunding Series Electric Revenue Bonds, payable annually from

1995 to 2025 with interest ranging from 4.2% to 6.375%

1993 Refunding Series Electric Revenue Bonds, payable annually from

2000 to 2025 with interest ranging from 4.9% to 5.6%

Total long-term debt
Less unamortized discount

1993 1992
$ - $ 57805
- 54,810
76,650 76,650
363,735 363,7$
24,776 42,917
114,704 - 114,704
213,550 213,550
196,600 196,600
237,930 237,930
142,525 : -

1,370,470 1,358,701
(69,881) (93,425)

$ 1,300,589 §$ 1,265,276

(9)  In-Substance Debt Defeasance

During the period December 1985 through November
1988, the Agency purchased $1,318,777 of U.S.
Government Securities and deposited them in irrevoca-
ble trusts for the advance refunding of certain out-
standing bonds. The principal and interest from these
securities will be used solely to redeem the following
Electric Revenue Bonds, Series 1984: $470,000; Series
1985: $312,160, and 1985 Refunding Series: $387,620.
The bonds will be redeemed on January 1, 1995 and
1996 (the first optional redemption dates) at the
redemption price of 103% of their aggregate principal
amount. These transactions resulted in losses totaling
$197,640 which have been deferred as excess costs on
advance refundings of debt.

In January 1991, the Agency purchased $190,102 of
U.8. Government securities and deposited them in an
irrevocable trust. The principal and interest from these
securities will be used solely to advance refund the out-
standing $178,090 of Electric Revenue Bonds, 1986
Refunding Series, maturing January 1, 2023 and bear-
ing interest at 8%. The Bonds will be redeemed on
January 1, 1996 (the first optional redemption date) at
the redemption price of 101 1/2% of their aggregate
principal amount. This defeasance resulted in a loss of
$12,776 which has been deferred as excess costs on
advance refundings of debt.

In November 1991, the Agency purchased $191,984 of
U.S. Government securities and deposited them in an
irrevocable trust. The principal and interest from these
securities will be used solely to redeem on January 1,
1995, at a redemption price of 100% of principal
amount, the $25,940 outstanding principal amount of
its Electric Revenue Bonds, Series 1985, maturing on
January 1, 2016 and bearing interest at 7.5%, on
January 1, 1996, at a redemption price of 101 1/2% of
principal amount, the $71,605 aggregate outstanding
principal amount of its Electric Revenue Bonds, 1986
Refunding Series, maturing on January 1 in each of the
vears 1998, 1999, 2000 and. 2006 and bearing interest
at the rate of 7.6%, 7.7%, 7.75% and 7.875%, respec-
tively, and on January 1, 1998, at redemption price of

102% of principal amount, the $79.290 aggregate out-
standing principal amount of its Electric Revenue
Bonds, 1988 Refunding Series, maturing on January 1,
2007, and January 1, 2018, and bearing interest at
7.5% and 7.6%, respectively. This defeasance resulted
in a loss of $18,613 which has been deferred as excess
costs on advance refundings of debt.

In May 1993, the Agency purchased $141,594 of U.S.
Government securities and deposited them in an irrevo-
cable trust. The principal and interest from these secu-
rities will be used solely to redeem on January 1, 1995,
at a redemption price of 100% of principal amount, the
$57,805 outstanding principal amount of its Electric
Revenue Bonds, Series 1984, maturing on January 1,
2013 and bearing interest at 7.0%, on January 1, 1996,
at a redemption price of 100% of principal amount, the
$54,810 outstanding principal amount of its Electric
Revenue Bonds, 1985 Refunding Series, maturing on
January 1, 2025 and bearing interest at 7.0%, and on
January 1, 1998, at a redemption price of 102% of
principal amount, the $16,575 aggregate outstanding
principal amount of its Electric Revenue Bonds, 1988
Refunding Series, maturing on January 1, in each of the
years 1999, 2000, 2001, 2002 and 2003 and bearing
interest at the rates of 7.0%, 7.1%, 7.2%, 7.3% and
7.35%, respectively. This defeasance resulted in a loss
of $36,314 which has been deferred as excess costs on
advance refundings of debt.

Each of the above transactions qualifies as an in-sub-

‘stance debt defeasance; therefore, the government secu-

rities and applicable defeased bond issues are not _
recorded on the balance sheet. The Agency defeased the
debt primarily to reduce debt service, thereby postpon-

. ing or reducing future electric rate adjustments.

(10) Reserve for Decommissioning

The Agency and other Catawba Nuclear Station owners
are in compliance with Nuclear Regulatory Commission
requirements for funding future decommissioning costs.
Since 1985, the Agency has been making regular
deposits to segregated decommissioning accounts.
Deposits pertaining to contaminated portions of the



¢(10) Reserve for Decommissioning, continned

Project are held by a Trustee. The Agency has custody
of funds set aside to decommission non-contaminated
portions of the Project. The Agency’s share of decom-
missioning costs, based on current price levels, is esti-
mated to be $60,295. This estimate presurnes the
Catawba Nuclear Station will be decommissioned as
soon as possible following the end of its useful life. The
estimate, which is adjusted periodically to reflect
changing price levels, interest rates and technology, is
based upon the NRC’s 1985 minimum funding require-
ment escalated for inflation over the period until
decommissioning occurs and discounted at the agency’s
investment earning rate. The next estimate adjustnent
will occur during 1995.

(11) Emplovee Benefit Plans

The Agency maintains a defined contribution money
purchase plan in compliance with Section 401(a) of the
Internal Revenue Code. On behalf of all full-time
employees, the Agency contributes 10% of base salary
into the money purchase plan. Agency contributions
totaled $60 and $48 in 1993 and 1992, respectively.
Emplovee contributions may also be made to the Plan,
providing combined employer and employee annual
contributions do not exceed 25% of taxable income, or
$30, whichever is less.

Assets of the money purchase plan are held by ICMA
Retirement Corporation, administrator and trustee, for
the Agency for the exclusive benefit of the employees.

The Agency also maintains a deferred compensation
plan under Section 457 of the Internal Revenue Code.
From time to time, on behalf of selected emplovees, the
Agency contributes to the deferred compensation plan.
Agency contributions totaled $5 in 1993 and $8 in
1992, respectively. Employee contributions may also be
made to the deferred compensation plan providing
combined employer and emplovee annual contributions
do not exceed 25% of taxable income or $7.5, whichev-
eris less.

Assets of the deferred compensation plan are held by
ICMA Retirement Corporation, administrator and
trustee. The Agency is the beneficial owner of the assets
held in this plan.

(12) Disclosures Regarding Fair Value
of Financial Instruments

Statement of Financial Accounting Standards No. 107,
Disclosure About Fair Value of Financial Instruments
(Statement 107), issued in December 1991 and effec-
tive beginning with the Company’s 1992 financial
statements, requires disclosure of fair value information
about financial instruments whether or not recognized
in the balance sheet, for which it is practicable to esti-
mate fair value. Fair value estimates are made as of a
specific point in time based on the characteristics of the
financial instruments and the relevant market informa-
tion. Where available, quoted market prices are used.
In other cases, fair values are based on estimates using
present value or other valuation techniques. These
techniques involve uncertainties and are significantly
affected by the assumptions used and the judgments
made regarding risk characteristics of various financial
instruments, discount rates, prepayments, estimates of
future cash flows, future expected loss experience and
other factors. Changes in assumptions could signifi-
cantly affect these estimates. Derived fair value esti-
mates cannot be substantiated by comparison to inde-
pendent markets and, in many cases, may or may not
be realized in an immediate sale of the instrument.

Under Statement 107, fair value estimates are based on
existing financial instruments without artempting to
estimate the value of anticipated future business and
the value of the assets and liabilities that are not finan-
cial instruments. Accordingly, the aggregate fair value
amounts presented do not represent the underlving
value of the Agency.

The following describes the methods and assumptions
used by the Agency in determining carrving value and
estimated fair value of financial instruments:

(a) Cash
Carrying value equals estimated fair value.

(b) Marketable Debt Securities

Carrying value of marketable coupon debt securities
includes par, unamortized premiums, unaccreted dis-
counts, and accrued interest receivable. Carrying value
of marketable zero-coupon debt securities includes
original cost plus acereted discount.

Estimated fair value of all marketable debt securities is
derived from quoted market prices and includes accrued
interest receivable.

(e)  Participant Accounts Receivable, and
Other Accounts Receivable

Carrying amount approximates fair value due to the

short-term nature of these instruments.

(d) Long-term Debt

Carrying value of long-term debt coupon securities
includes pzir, unaccreted discounts, and accrued interest
payable. Carrying value also includes Capital
Appreciation Term Bonds valued at original price plus
acereted discount.

Estimated fair value of all long-term marketable debt
securities is derived from quoted market prices and
includes accrued interest. ‘

The estimated fair values of the Agency’s financial
instruments with carrying values different from their
estimated fair values at December 31, 1993 are as
follows:

Carrying Estimated
) Amount Fair Value
Marketable debt securities:
Restricted Funds $ 179,051 $ 190512
Revenue Fund 293,292 319,188
$ 472,343 $ 509,700
Long-term debt:
1986 Electric Revenue
Refunding Bonds 63,869 76,990
1986A Electric Revenue
Refunding Bonds 359,275 393,817
1988 Electric Revenue
Refunding Bonds 11,844 12,446
1988 Electric Revenue
Refunding Bonds 20,638 29,689
1988A Electric Revenue
Refunding Bonds 12,535 127,703
1988A Electric Revenue
Refunding Bonds 6,254 8,382
1991 Electric Revenue
Refunding Bonds 198,976 229,860
1991A Electric Revenue
Refunding Bonds 194,381 216,675
1992 Electric Revenue
Refunding Bonds 241,534 262,628
1993 Electric Revenue
Refunding Bonds 144,880 149,558
$ 1,354,186 $ 1,507,748
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(13) Nuclear Insurance

Duke maintains nuclear insurance coverage in three
areas: liability; property, decontamination and decom-
missioning; and extended accidental outage. Duke is
being reimbursed by the other joint owners of the
Catawba Nuclear Station for nuclear insurance premi-
ums paid by Duke.

Pursuant to the Price-Anderson Act, Duke is required
to insure against public liability claims resulting from
nuclear incidents to the full liability of approximately
$9.4 billion. The maximum required private primary
insurance of $200 million has been purchased along
with a like amount to cover certain worker tort claims.
‘The remaining amount, currently $9.2 billion, which
will be increased by $75.5 million as each additional
commercial nuclear reactor is licensed, has been pro-
vided through a mandatory industry-wide excess sec-
ondary insurance program of risk pooling. The $9.2
billion could also be reduced by $75.5 million for cer-
tain nuclear reactors that are no longer operational and
which may be exempted from the risk pooling insur-
ance program. Under this program, licensees could be
assessed retrospective premiums to compensate for
damages exceeding primary insurances. Licensees may
be assessed up to $75.5 million for each of their
licensed reactors, payable at a rate not to exceed $10
million a year per licensed reactor for each incident.
The $75.5 million amount is subject to indexing for
inflation, This amount is further subject to a surcharge
of 5 percent (which is included in the above $9.4 bil-
lion figure) if funds are insufficient to pay claims and
associated costs. If retrospective premiums were to be
assessed, the other joint owners of the Catawba
Nuclear Station are obligated to assume their pro rata
share of such assessment.

Duke is a member of Nuclear Mutual Limited (NML),
which provides $500 million in primary property
damage coverage for each of Duke’s nuclear facilities.
1f NML’s losses ever exceed its reserves, Duke will be
liable, on a pro rata basis, for additional assessments
of up to $42 million. This amount represents 5 times
Duke’s annual premium to NML.

Duke is also a member of Nuclear Electric Insurance
Limited (NEIL) and purchases $1.4 billion of insur-
ance through NEIL's excess property, decontamination
and decommissioning liability insurance program. If
losses ever exceed the accumulated funds available to
NEIL for the excess property, decontamination and
decommissioning liability program, Duke will be liable,
on a pro rate basis, for additional assessments of up to
$46 million. This amount is limited to 7.5 times Duke’s
annual premium to NEIL for excess property, deconta-
mination and decommissioning liability insurance. The
other joint owners of Catawba are obligated to assumne
their pro rata share of any liability for retrospective
premiums and other premium assessments resulting
from the NEIL policies applicable to Catawba. Duke
has also purchased an additional $400 million of excess
property damage insurance for its Oconee and McGuire
plants and $800 million for its Catawba plant through
a pool of stock and mutual insurance companies.

Duke participates in a NEIL program that provides
insurance for the increased cost of generation and/or
purchased power resulting from an accidental outage
of a nuclear unit. Each unit of the Oconee, McGuire
and Catawba Nuclear Stations is insured for up to
approximately $3.5 million per week, after a 21-week
deductible period, with declining amounts per unit
where more than one unit is involved in an accidental

outage. Coverages continue at 100 percent for 52
weeks, and 67 percent for the next 104 weeks. If
NEIL’ losses for this program ever exceed its reserves,
Duke will be liable, on a pro rata basis, for additional
assessments of up to $30 million. This amount repre-
sents 5 times Duke’s annual premium to NEIL for
insurance for the increased cost of generation and/or
purchased power resulting from an accidental outage of
a nuclear unit. The other joint owners of Catawba are
obligated to assume their pro rata share of any liability
for retrospective premiums and other premium assess-
ments resulting from the NEIL policies applicable to
the joint ownership agreements.

(14) Contingencies

The Agency is routinely engaged in discussions and/or
negotiations with Duke related to the appropriateness
of charges made under the Project agreements. Such
actions continued at December 31, 1993 with certain
issues being the subject of continuing arbitration pro-
ceedings. The Agency cannot determine, at this time,
whether those activities will produce any Project cost
refunds. At December 31, 1993 the Agency has not
recorded any benefit relating to unresolved issues.
Management believes the value of any refunds, or lia-
bilities resulting from these activities, would not mate-
rially effect the Agency’s financial position.

Tubes in all eight steam generators at the Catawba
Nuclear Station and those at the McGuire Nuclear
Station have experienced stress corrosion cracking
(SCC). Duke has compared the cost of ongoing steam
generator tube repairs with the cost of early steam gen-
erator replacement and has determined for McGuire
Units 1 and 2 and for Catawba Unit 1 that the most
cost-effective alternative is to replace the steam genera-
tors. Replacement of the steam generators is scheduled
during 1995 for McGuire Unit 1, 1996 for Catawba
Unit 1 and 1997 for McGuire Unit 2. Catawba Unit 2
steamn generator has not been scheduled for replace-
ment. Each of these unit’s steam generator replacements
is expected to take approximately four months to com-
plete and cost approximately $150 million, excluding
the cost of replacement power. With respect to replace-
ment of the steam generator at Catawba Unit 1, PMPA
will incur its 12.5% pro rata share of the capital cost
associated with such replacement ($18,750). This cost
will be capitalized to electric plant in service and depre-
ciated over the remaining useful life of the plant. PMPA
has concurred with Duke that the replacements are
needed and has authorized Duke to act as engineer '
and/or contractor.



{Dollars in thousands)

Revenue:
Sales of electricity to participants
Sales of electricity to Duke
. Interest income :

Total revenue

Expenses: _
Catawba operating expenses:
Operation and maintenance
McGuire reliability exchange
Nuclear fuel
Payments in lisu of taxes
interconnection services:
Purchased power:
Duke
Participants
Transmission:
. Transmission services
Transmission facilities
Distribution services
Administrative and general:
Agency
Duke
Other
Special funds deposits (withdrawals):
Bond fund:
Deposits from revenues
Deposits from construction funds
Refundings
Reserve and.Contingency fund:
‘ Deposits from revenue
.. Capital additions
" Transfer excess funds
- Refundings
Decommissioning fund:
Deposits from revenue
interest income (1)
Construction fund: -
: Interest income (1)
Bond retirement
Reimbursement from other funds
Revenue fund:
Working capital
Fuel
Rate Stabilization:
Interest income (1)
Net draws
Supplemental power reserve:
interest income (1)
Transfer excess funds
Other capital transactions:
Plant additions:

Reserve and Contingency fund

General plant
Transmission plant .
Distribution piant
Fue! acquisitions
Reclassification
Bondings:

" Bond proceeds
Debt issuance costs
Bond payments

Total expenses

(1) Included in “Revenue: interest Income.”
See accompanying independent auditors’ report.

Actual Budgeted Actual
Revenues Revenues Over
and and {Under)
Expenses Expenses Budget
$ 78884 $ 84,240 $ (5.356)
76,746 77,746 (1,000)
38,414 34,310 4,104
$ 194,044 $ 196,296 $ (2252)
$ 33435 $ 34,295 $ (860)
417) 133 (550)
9,083 8,400 683
4,378 4,000 378
32,882 42512 (9.630)
8,228 6,165 2,063
3,586 4,072 (486)
1,236 1217 19
2,061 - 2,061
2,109 2,254 (145)
85 84 1
1,983 - 1,983
86,762 87,804 (1,042)
1,936 - 1,936
(4,106) - (4,106)
8,676 8,784 (108)
(4,809) (2,820) (1,989)
(3,867) (5,964) 2,097
(182) - (182)
1,619 1,619 -
699 687 12
65 72 Y4
(1,936) - (1,936)
(226) (144) (82)
3,011 167 2,844
(10,425) (11,483) 1,058
23,675 19,788 3,887
(22,343) (22,343) -
1,194 1,176 18
(1,194) (1,176) (18)
4,809 2,820 1,989
23 50 @7
(17) 1,344 (1.361)
(281) 1,300 (1,581)
10,425 11,483 (1,058)
(2,752) - (2,752)
(143,272) - (143,272)
6,610 - 6,610
141,301 - 141,301
$ 194,044 $ 196,296 $  (2252)
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SCthUle 21 Schedule of Revenue and Expenses Per the Bond Resolution and Other Agreements

Year ended Decomber 31, 1883
(Doilars in thousands)

Balances at beginning of year:
Assels
Liabilities
Net

Project revenues:

Participants - Electric

- Facilities rent

-~ Control services
Duke Power — Electric
Interest income

Project costs (see note):

Operations and maintenance
Reliability exchange

Fusel

Decommissioning

General and administration
Payments in lieu of taxes-
Debt service

Reserve and Contingency
Other

Supplemental power costs:

Purchased power — Duke
- Participants
Transmission services
Transmission facilities
" Distribution services
General and administration
Other fund changes:
Transfers in (out):
Rate Stabilization
Bond retirement
Excess funds
Reimbursement
Payments:
Dabt retire/interest
] Capital additions
Debt refunding:
New issue proceeds
Excess funds
Old igsue retirement
Cost to issue
New issue interest

Balances at December 31, 1993

Assets
Liabilities

(3)
(3
3)

@

(2

L@

1)
(3)
(2)
(2
()

Funds

Municipal
Power

Agency

Operating Bond Contingency D lssi P

Supplemental

Working
Capltal

Rate

Stabilization

Principai
Fuel interest
Account . Retire Reserve

$ 42,79
(4,778)
38,013

77,786
1,085

13
76,746
12,781

(33,435)
a7
(9,083)
(1.619)

5,061
5,035

(1.782)

143,272

(141,301)
(6,610)
(747)

$ 249,693

23,675

(22,343)

$ 23,374 " § 39,805 $ 97,083 $ 9,706 $ 7,761 $ 2,097

699 65

9,083
1,618

86,762 :
. 8,676

1,936 o (1,936)
(3,867)
(4,808) : {226)

(78,338)
(10,425)

(3,026) (1,827) (i82)

747

$ 15,000

1,184

(1,194)

$ 41,024

$ 251,025

$ 22,032 $ 95,238 $ 9,524 $ 10,079 -

$ 15,000

$ 46,009
$ (4,985)

$ 47,886

(1) Deposited in appropriate fund
@ Paid o third parties
()] Transfars between funds

See panying independent auditors’ report.

Note: In accordance with the Bond Resolution, third party payment requirements (except debt service payments) are transferred
from Revenue Fund (Working Capital) to the Operating Fund and actual disbursements are made from the Operating Fund.






