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The Piedmont Municipal Power Agency is a joint action agency formed by 10 municipal
electric utilities in northwestern South Carolina. Its mission is to assist its
members in providing competitive electric energy and related services, as well as to

contribute to the economic vitality of each member community.

PMPA owns 25 percent of the Catawba Nuclear Plant Unit No. 2 and buys additional

power from Duke Energy. The agency’s corporate office is located in Greer, S.C.
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s we approach rhe 2 st century, South Carolina’s electric
utilities are poised to enter a new world of customer choice
and competition. The deregulation of the state’s electric
u&mux\ presents unique opportunities anit challenges for
the Piedmont Municipal Power Agency and its 10

membes.communities.

Recognizing that the power industrings entering a period of
unprecedented change, PMPA has begurtgharting a new
Course as part ol its ongoing quest o pru\id(‘ \‘l|ll\' to the
commuiities it serves, With new leadership, a rénewed sense
ot optimism and a willingness to form new partneiships and
alliances, PMPA remains commsed o ensuring thig our
member utilities and gur customers are successful in anv future

regulatory epwitonment and that changes are fair to all

consymers
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Don A. Ouchley, General Manager (left), and

David V. Duncan, Chairman, Board of Directors
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Chairman of the House Labor,
Commerce and Industry Committee,
participated in the conference and
discussed how his committee will
proceed with the deregulation debate.
Participants also heard from other
public power utilities and learned
about programs and services that
could help position them for
competition. Of particular interest to
the member utilities were programs
to help build stronger relationships
with their existing customers.

Following the conference, the Board
of Directors authorized PMPA o hire
a Key Accounts Coordinator to work
with the member utilities and their
customers. Todd Kilsdonk joined
PMPA in October and is working
with each member to develop a key
accounts program that meets their
needs. He is also exploring various
rate options and service programs

that may be oftered through PMPA.

PMPA has worked throughout the
year to keep its members informed of
and active in the deregulation debate.
In December, we hosted a half-day
workshop for mayors and
commission chairmen on
deregulation to update these key
representatives on the upcoming
legislative agenda. We hosted a
Round Table on deregulation and
cconomic development for utility
management, chambers of commerce
and economic development
organizations in October and have
participated in eveats and programs
in our member communities
Representatives from all of our

Piedmont Municipal Power Agency

members have met with their
legislators to explain our position,
and this involvement is continuing to
grow as the deregulation debate
continues. Our director of legislative
affairs coordinates these efforts in
both Columbia and Washington,
D.C., 1o give PMPA a strong voice in
the legislative arena.

This year, we have continued to look
for opportunities to increase cur
flexibility regarding power supply and
generation costs. One such
opportunity is the Department of
Energy's (DOE) program to burn
Mixed Oxide Plutonium (MOX) in
commercial nuclear plants. In
August, the joint owners of the
Catawba Nuclear Plant, teamed up
with Duke Engineering and Services,
COGEMA Inc. (an international fuel
fabrication company) and Stone &
Webster (a global provider of
engineering and related services) in
responding to a DOE call tor
proposals to use MOX fuel in nuclear
reactors beginning in 2007, The use
of MOX fuel at Catawba could
reduce PMPA’s fuel cost over the
15-year life of the project. The DOE
is expected to announce which
reactors will be used in the MOX
project in 1999,

A significant improvement to agency
costs was achieved this year through
the 1998A bond refinancing. The
refinancing generated approximately
$8.9 million in gross debt service
savings, which is equal to a 5.2
percent reduction in debrt service
costs over the life of the bonds. In

addition, plans were begun in late
1998 to refinance a portion of the
agency's 1996A Retunding Series.
Over the past three years, our
refinancing efforts have generated
more than $180 million in gross debt
service savings. The majority of these
savings has been concentrated in the
years between 2002 and 2008, and
will result in savings of more than
$13 million per year during that
period.

As a public power utility, it is our
sole mission to provide affordable,
reliable electric resources to our
member utilities while enabling them
to continue contributing to the
economic vitality of their individual
communities. The potential for
electric deregulation does not change
that mission. In fact, it is that
mission that will guide us in charting
a new course to meet the many
challenges that lie ahead. From
legislative and regulatory activities, to
customer service programs and
communications, to changes in power
supply, to refinancings, we will
always act to protect the interests of
our member utilities and to assure
that public power utilities are a part
of all efforts to deregulate the electric
industry,
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Don A. Ouchley
General Manager

David V. Duncan
Chairman, Board of Directors




Abbeville

A close-knit. stnal mmunity demands the persona
problems of the past, and, together we wili meet the
y Manager, City of Aboeville

David H. Krumwiede, Cit
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Abbeville’s historic opera house, home of dozens of legendary performancesd




Clinton

: ‘One of the greatest benefits of public power is that retail rates, service policies and customer-service programs are established loc ally by
residents of the community. Qur ability to quic Ky react o custorner-service requirements and tailor services
to their needs will be our greatest asset in the deregulated environment.”

:

Charles B. Litchfield, City Manager, City of Clinton

N trat sudd ; : “The lights of downtown Clinton ifluminate the city's antigue clock and wat monument. ,
the “Ga w® 20 nstate. T}
| na 4

oxti ( Mills | \

o} L [ the |

) ONC | ) d |

} j

| i uile
1 { 1 MW
‘ 540 ( i [ i
| £ 1t ( I
\
Peak Demand for 1998: August—24 MW (includes 1.9 from 5EPA
Usage for 1998: 123,369 MWh (includes 2,123 MWh from SEPA
Peak Generation: Diesel generators totaling approximately 2 MW
Population: 8,203
Customers: Residential---3,650; usage—34,933 MWh
Commercial-—5/5; usage—41,012 MWh
Industrial-—6; usage—30,352 MWt
Piedmont Municipal Power Agency 5
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The primary strength of Easley Combined Utilities is the flexibility provided by local control. We are able to resnond quickly to our

customers’ wishes. The ability to rapidly provide products and services that our custorners desire will provide Easiey Combined Utilities an
advantage in the dereguiated market Joel D. Ledbetter, General Manager, Easley Combined Utilities

Easfey's clock tower, a wejl-known city landmark,

Peak Demand for 1998: July—56 MW (includes 6.7 MW from SEPA
Usage for 1998: 263,058 MWh (includes 2 i MWh from SEPA
Peak Generation: Diesel generators totaling approximately 6 MW
Population: 16,880

Customers: Residential—9,969; usage 122,390 MWh

Commercial and Industrial 1,486, usage-—92,556 MWt

Piedmont Municipal Power Agency
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raftiney
“The Bourd of Public Work Gafiney's 'hometown utility.” We are dedicated to providis g our community

with the most reliable and competitively priced utilitic ; possible
Donnie L. Hardin, General Manager, Gaffney Board of Public Works

Gaffhey's Board of Public Works built the million-galfon water storage tank, known
as the Peachoid, in 1981. :
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Peak Demand for 1998: August—44 MW (includes 5.4 MW from SEPA
sage for 1998: 231,690 MW} ludes 17,827 MWh from SEPA \
Peak Generation: Diesel aenerators totaling approximately 8 MW |
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Greer

‘Last year, Greer introduced Destination 2000, a customer-motivated program that raises service to a higher level
Customer service has aiways been a priority, and we're moving it to an even higher level
M. Jerey Balding, General Manager, Greer Commission of Public Works

, The Greenvil‘hvSpanant’wiq International Airport has growﬁ into

i { oottt ] " o Py ¢ .
y - one of the finest airports in’the country, sthadily meeting the
B Ridge Mountains Upstate’'s ever-increasing needs. !
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Peak Demand for 1998 July --45 MW (includes 7.3 MW from SEPA
Usage for 1998: 202,411 MWh (includes 23,986 MWh from SEPA
Peak Generation: Diesel generators totaling approximately 2.5 MW

Population: 14,500
Customers (1997): Residential—B8,560; usage--102,367 MWh
Commercial—1,347; usage— 100,044 MWh




Laurens

The Laurens CPW is dedicated to offering to our customers tailored choices of services of the desired quality and reliability at competitive prices

Coleman F. Smoak Jr., General Manager, Laurens Commission of Public Works

| " { Building renovations and new landscaping are attracting visitors and residents alike
to the histori¢c downtown area of Laurens. y
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Peak Demand for 1998: July—23 MW (includes 4.7 MW from SEPA
Usage for 1998: 104,931 MWh (includes 15,315 MWh from SEPA
Peak Generation: Nong

Population: 10,000

Custorrrs: Residential—3,776; usage —44,506 MW}
Y )64 1 46,915 MWt

Piedmont Municipal Power Agency 9




Newberry

‘Working together with our base of residential and business customers, the City of Newberry is truly a partner for progress in making our city
prosperous piace to work and live. Customer satisfaction has, and remains, our primary goal, and it is our duty and pleasure to use public power as a
source for improving the quality of life in Newberry Charles H. Guerry, City of Newberry Utility Director

The Newberry Opera House, one of many city buildings on the National Register of
Historic Places. i ' .

Peak Demand for 1998 July—33 MW (includes 2.2 MW from SEPA

Usage for 1998: 168,374 MWh (includes 2,337 MWh from SEPA

Peak Generation: None

Poupulation: 10,581

Customers: Residentlal—3,926; usage-—-42,470 MWh
Commercial—821,; usage—55,630 MWh

Industrial-—13; usage—-54,420

10 Piedmont Municipal Power Agency
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Rock Mill ho always invested in meeting the growing needs of our customers, and, every day, we're work ng harder

ustomer-service excellence. As a public power entity, we know where we are, we know where we wa

more creatively for trot
and we'll be quite resourceful and competitive in getting there

/. Russell Allen, City Manager, City of Rock Hill

The GateWay in.Rock Hill is a monument héﬂori@ the community’s citizens for
creating a vision for the'city for the 215t century.

’

33 MW (in
6 MWH ncludes 48

jenerators totalir
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U‘ i
‘Being a public power utility, the city of Union is dedicated to providing the finest customer-service available I0r customer incentives
along with the most reliable and competitive rates available, we've formed personal relationships with our ust s-—relationships that wil
see us through successfully into the next century

Charles H. Potts, City Administrator, City of Union

Peak Demand for 1998: July—-31 MW (includes 2.3 MW from SEPA
Usage for 1998: 142,264 MWh (includes 2,486 MWh from SEPA
Peak Generation: None
Population: 10,700
Customers: Residential-—6,029; usage —64,678 MWh
ommercial-—883; usage—43,587 MWh
Industrial —15; usage—8,986 MWh
Other-—99; usage—12,918 MWt

Piedmont Municipal Power Agency '
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wkers and the city of Westminster. That's one of the
pluses of being in a small service areq re ] ncom 10Ut we I pitalize or

wir personal touct

wiirman, Westminste mmission of Public Works

Westminster's fully restored train depat, which today
houses the offices of the city’'s Chamber of Commerce.




Operations Report

The Catawba Project many months of the year, load wa Surplus Power Sales

K (o} atawba | Plant 1 vacitv trom tl ( )

| to proc

Energy and Demand
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Year 2000

Coincident
Year EnergyUsage Peak Demand
1998 1,963,367 MWh 406.6 MW
1997 1,809,768 MWh 383.8 MW
1996 1,809,897 MWh 382.7 MW
1995 1,760,088 MWh 3187 8 MW
1994 1,667,343 MWh  340.2 MW

1998 Coincident Peak Demand-MW
R SRR T Y
Clinton 244
Easley 56.0
Gaffney 430
Greer 453
Laurens 22.7
Newberry 32.2
Rock Hill

IJ"NU"‘

Westminster

Total

1998 Energy Usage-MWh

Abbeville 57,683
Clinton 123,369
Easley 263,058
Gaffney 231,695
Greer 209,129
Laurens 104 931
Newberry 168,374
Rock Hill 628,40¢
union ‘/1“ "!.A]
Westminster , 34,458
Total 1,963,367

Piedmont Municipal Power Agency
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nancial Highlights vels of variable rate debt and t} Portfolio Statistics
) AR ) 4 1 § (dollars ‘—””“)‘-/')'“:’)(h"
Earnings income Rate of Return
1998 $31,799 6.97%

1997 $34,668 7.10%

Market Value

Asof 12/31  Value Years (average maturity)
1998 $470,638 4.00 years

1997 $476,988 511

Transactions Number Amount
1998 699 $909,5%6
1997 533 $656,514

Debt Outstanding

(dollars in thousands)

Bonds Outstanding

December 31, 1997 $1,346,399
Issued

Series 1998A $161,380

Matured January 1, 1998 519,370
Refunded $144,090

Bonds Outstanding

December 31, 1998 $1,344.319

| s¢ of Funds




Board of Directors and Staff

Board from left: David ! Krumwiede, Abb:
es H. Guenry, Newberry, R. Buck Marce
Allen, Ro¢wHill; Charles B. Litchfield
hariman), Greer; Chai M F
Easley, Donnie L, Harden, Gafiney

ax aurens

Staff from left ! f M y hn N. Glover, F
J ' Kilsdonk Key A
Sandy Boozer, Infe

_Piedmont Municipal Power Agency




Independent Auditors’ Report

KPMG Peat Marwick LLP

Kpr,fc:, Pect Moarwict LUP

Piedmont Munic 2__0*‘59!5!.46.99.'3‘1,_ s




Balance Sheets

December 31, 1998 and 1997 (Dollars in thousands}

Assets 1998

$ __LJ390521

Retained Earnings and Liabilities

) 1,390,521

18 : _Piedmon. Municipal Power Agency

1997

1,383,142

! 383.142




Statements of Revenues

and Expenses and Changes in Retained Esrnings
Years ended December 31, 1998 and 1997 (Dollars in 1} susands)

Piedmont Municipal Power Agency




Statements of Cash Flows

Years ended December 31, 1998 and 1997 (Dollars in thousands)

1998

Pnedvmum Mumupal Power A‘qen(y




Notes

to Financial Statements
December 31, 1998 and 1997 (Dollars in thousands)

(1) Description of the Entity and Industry Developments
i M 8, ! \ \ W it
| { | v

{ namortized Debt Issuance Costs

Excess Costs on Advance Refundings of Debt

v i

) i 51N ¢ \

(rganization Cosiys

Discounts on Bonds Payable

Premiums on Bonds Pavable

Income Taxes

Cash Flows

Marketable Debt Securities

Depreciation Expense

Mulerials and Supplies
\J

se of Estimates

I
(Z) Summary of Significant Accounting Poiicies
Basis of Accounting

Financil Reporting

Piedmont Municipal Power Agency




Notes

to Financial Statements
December 31, 1998 and 1997 (Dollars in thousands)

(3) Power Sales Agreemenis (%) Project Agreements
dawha rop wer il Lreenun } ¢ )
h WY in wch Participant 4 irt il I
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(4) Project Agreements continued
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Notes

to Finsacial Statements

Decemnber 31, 1998 and 1997 (Dollars in thousands)

(5) Utility Plant

(%) Net Deferred Expenses to be Recovered from Future Kevenues

1998

Change

)

50 $51.099
s Errans ey

(6) Restricted Funds

1998 199
Fair Amortized Fair  Amortiz
Value Cost Value Cost

198 845 >l\m 99" I8K |.,p\‘(~,\ 0
trotmisuerit oagrast st et +

193 843 190997 I1KK. 108 185 7%
> ATl REILELN. LRIV

(7) Revenue Fund Assets and Liabilities
j f ¢

1998 199
Fair Amortized rair Amortized

Yalue Cost Value Cos

Piedmont Municipal Power Agency




Notes

to Financial Statements
Yecember 31, 1998 and 97 (Dollars in thousands)

199%

1.292.589 | 1,295 039
Tr LT s AR 21 Ay

Principal | Interest Total




(10) In-Substance Debt k)

ofeasance

On Junuary 1. 1998, the y issued $161,350 of the 199587 Refunding Series
Bonds carrying interest rutes from 4.4% 10 5.5%. The 1998A proceeds were used to
refund a portion of the 19924 Refunding Series Bonds. These proceeds were used
0 U5 Government Securities wnd were placed in an irrevocable trust
with an escrow agent 1o provide for all future debt service payments on the
refunded bonds. The resubted in a net defeasance loss of $13.601, which
is the difference between the acquisition price of the new bonds and the net
carrying amount of the refunded bonds

In prior years, the Agency defeased in-substance certain Eleciric Revenue Bonds

plwﬂ‘dw proceeds of new bonds in an irrevocable trust fund 1o provide for

service payments on the old debt. Accordingly. the trust account asset

and the liability for the defeased bon's are not included in the accompanying
financial statements. On December 31, 1995, $350,455 of the bonds are

considered defeased in-substance
( 11) Reserve for
The Agency is in compliance with Nuclear Regulatory Commission requirements
for funding future decommissioning costs. Since 1985, the Agency has been making
regular deposits o segregated decommissioning accounts. Deposits pertaining to
contaminated portions of the Project are held by a Trustee. The Agency has custody
of funds set aside 10 decommission non-contaminated portions of the Project. The
Agency s shure of decommissioning costs, based on decommissioning studies
completed in 1994, is estinated to be $81,700, which includes an estimate for
inflagion from 1994 10 1998 This estimate presumes the Catawha Nuclear Station
will be decommissioned as soon as possible following the expiration of its
licenses in 2024 and 204
12) Employee Benefit Po.as
The Agency maintains a defined contribution money purchase plan in
compliance with Section 401 () of the Internal Revenue Code. On behalf of all full
time emniovees, the Agency cortributes 10% of base salary into the money
purche -Ym Agency contributions totaed $94 and $80 in 1998 and 1997,
respecovely employee contributions may also be made 1 the Plan, providing
combined emplover and employee annual contributions do net exceed 25% of
taxable income, or $30, whichever is less
The Agency also maintains a deferred compensation plan under Section 457 o
the Internal Revenue Zode. From time (o time, on behalf of selected employees, the
:‘: ey contributes to the deferred compensation plan. Emplovee contributions may
) be made to the deferred compensation plan providing combined employer and
emplovee annual contributions do not exceed certain imitations
Assets of the money purchase plan and deferred compensation plan are heid by
1CMA Rettrement Corporation, administ=ator and trustee, for the Agency for the
exclusive benefit of the employees
;IJ) Disclosures ® Fair Value of Financial
nstruments
Statement of Financial Accounting Standards No 107 (SFAS No. 107)
Disclosure About Fair Value of Financial Instruments. requires disclosure of fuir
vithue information abowt financial instruments whether or not recognized in the
halance sheet, for which it is practicable to estimate 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 information. Where avatlable. quoted market
prices are used. n other cases, fair vidues are based on estimates using present
vitlue or other valuation techniques. These technigues mvolve uncertainties and are
significantly affectet by the assumptions used and the udgments made regarding
risk characteristics of various financial mstruments, -1 “ount rtes, prepayments,
estirates of future cash flows, future expected loss e erience and other factors
Changes in assumptions could significantly affect these estimates. Derived fair value
estimates cannot be substantiated by comparison 1o independent markets and. in
many cases may or may not be realized i an immediate sale of the instrument
Under SFAS No. 107, fair value estimates are based on existing financial
instrume \ts without attempting te estimate the vidue of anticipated future business
and the value of the assets and labilities that are not financial instruments
Accordingly. the aggregate fair vilue amounts presented do not represent the
underiying value of the Agency

Piedmont Municipai Power 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) e Debt Securities

Estimated fair value, which is the urrvmx ulm of all marketable debt
securities is derived from quoted market pric

Accounts

‘l‘) h'::l?..’ Mdmble and Other Accounts

Carrying amount approximates fair viue due 10 the short-term nature of these
instruments

(d) Long-term Debt

Carrying value of long-term debt coupon securities includes par, less unacereted
discorats, plus accrued interest payable. Carrving value also includes Capital
Appreciation Term Bonds valued at original price plus acereted discount

Estimated fair value of all long-term debt securities is derived from quoted
market prices and includes acerued interest

The estimated fair values of the Agency's long-term debt with carrying values
di:k-rcm from their estimated fair values at December 31 1998 and 1997 are as
follows

1997
Estimated Estimated
Carrying Fair Carrying Fair
_Amount |V __Amount ___ Value
Long-term debt
1986 Electric Revenue
Refunding Bonds§ 26,633 33101 26,331 31.956
19864 Electric Revenne
Retunding Bonds 04,007 106,919 93 485 106,862
1985 Electric Revenue
Refunding Bonds - - 2,782 2,782
1988 Electric Revenue
Refunding Bonds 17,569 35,820 16,283 23814
19884 Electric Revenue
Refunding Bonds 9.056 17,114 Kalo 11,268
191 Electric Revenue
Refunding Bonds 202993 235,386 202,191 234904
19914 Electric Revenue
Refunding Bonds 161,608 IX1.052 18 K11 185 5K2
1992 Eectric Revenue
Refunding Bonds 20,397 22,370 166,102 184453
1994 Electric Revenue
Refunding Bonds 80762 87571 RO.O8% 86,602
19964 Electric Revenue
Refunding Bonds 168,511 170,289 168,270 170,201
1996R  Electric Revenue
Refunding Bonds 155.803% 166,292 165,390 174523
1996C/D Electric Revenue
Refunding Bonds 100.283 100,283 100,326 160,320
19974 Elecric Revenue
Refunding Bonds 32,891 32 391 A2.604 52,604
1997 Electne Revenue
Refunding Bonds 109,300 1089 309 108,355 109 455
19984 Electric Revenue
Refunding Bonds 159941 162091 | -
s LA0083 [iasooms 133108 L1A57280

(14) Nuclear Insurance

Duke maintains nuclear insurance coverage i three program areas: labilin
coverage: property. decontamination and decommissioning coverage. and business
interruption and/or extra expense coverage. Duke 1s reimbursed by the other joint
owners of Catawba for certain expenses associated with nuclear msurance
premiums pard by the Corporation

25




to Financial Statements
December 31, 1998 and 1997 (Dollers in thousands)

Pursuant to the Price-Anderson Act, Duke s required to insure
against public lability claims resulting fron. auclear incidents to the
full limit of hability of approximately $9 8 billion

Primary Liability Insurance The maximum cequired private
primary Hability insurance of $9.6 million has been purchased along
with « like amount 1o cover certain worker tort claims

Excess Liability Insurance. This policy currently provides
approximately $9.6 billion of coverage through the Price-Anderson
Act's mandatory industry-wide excess secondary insurance program of
risk pooling The $9.6 billion of coverage is the sum of the current
potential cumulative retrospective premium assessments of $88
willion per licensed commercial nuclear reactor. This $9.6 billion
will be increased by $88 million as each additional commercial
nuclear reactor is licensed, or reduced by $88 million for certain
nuclear reactors that are no longer operational and may be exemnted
from the risk pooling insurunce program. Under this program,
licensees could be assessed retrospective premiums to compensate
for damages in the event of a nuclesr incident at any licensed facility
in the nation If such an incident occurs and public liability damages
exceed primary insurances, licensees may be assessed up 1o $88
million for each of their licensed reactors, pavable at a rate not to
exceed $10 million a year per licensed reactor for each incident. The
$8K miliion amount is subject to indexing for inflation and may be
subject to state premium taxes

Duke is @ member of Nuclear Elec'ric Insurance Limited (NEIL),
which provides praperty and business interruption insurance
coverages for nuclear facilities under the following three policy
programs

Primary Property Insurance. This policy provides $500 million in

rimary property damage coverage for each of Duke's nuclear
Facllnit's

Excess Property Insurance. This policy provides excess property,
decontamination and decommissioning liability insurance in the
following amounts; $2.25 billion for Catawba and $1.5 billion for
each of the Oconee and McGuire Nuclear Stations

Business Interruption Insurance. This policy provides business
interruption and/or extra expense coverage resulting from an
accidental outage of a nuclear unit. Each unit of the McGuire and
Catawba Nuclear Stations is insured for up to approximately $4
million per week and the Oconee Nuclear Station units are insured
for up to approximately $3 million per week. Coverage amounts per
unit decline if more than one unit is involved in an accidental outage
Initial coverage begins after a 17-week deductible period and
continues ¢¢ 100 percent for 52 weeks and 80 percent for the next
104 weeks

HONEIL's losses ever exceed its reserves for any of the above three
programs, Duke will be liable for assessments of up 1o five times its
annual premiums. The current potential maximum assessments are as
follows: Primary Property Insurance - $30 million: Excess Property
Insurance - $25 million: Business Interruption Insurance - $20
million

The other joint owners of Catawba are obligated 1o assume their
pro rata share of any liabilities for retrospective premiums and other
premium assessments resulting from the Price-Anderson Act's excess
secondary insurance program of risk pooling or the NEIL policies
(15) Contingencies

The Department of Energy (DOE) has been determined to be
responsible for storage and disposal of spent fuel from nuclear
facilities as of January 1, 1995 Because the DOE does not have
adequate facilities to handle the spent fuel, PMPA and Duke have
incurred additional costs. ®MPA anticipates litigation will be required
to resolve this matter. Management is unable 1o estimate the costs
associated with such litigation at this tme. Because such Hability is
not yet probable and reasonabiy estimable. the accompanying
financial statements do not include any provision for such costs
(16) Forward Delivery Agreement

In order to mitigate its exposure to fluctuarions in interest rates
the Agency has entered into a Forward Delivery Agreement which
requires certain actions and obligations on the part of the Agency and
incurs certain off balance sheet risks through December 25, 1999

This Agreement involves an element of interest rate risk in excess of
amounts recognized in the financial statements. This risk arises from
the possible unfavorabi- changes in market interest rates

In exchange for the Agency receiving u fixed monthly fee of $98,
the Agency has given up interest income which will be earned on
scheduled monthly deposits into certain debi service principal and
interest accounts through December 31, 1999, This Agreement allows
the Azency to earn a vield of 6 58% on short-term funds. Because of
the decrease in short-term interest rates, if the Agency had terminated
the Agreement at December 31 1995, it would have received an
additional payment of $508. However, the Agency has the intent to
continue with this Agreement through its contractual maturity

The future vilue of the Agreement is not reflected in *he Agency's
financial statements. The level vield income relating to this agreement
is recognized in the statements of revenue and expenses as a
component of interest income
(17) Subsequent Frent

In Febr ary 1999, the Agency issued §97,510 in Electric Revenue
Bonds, 19994 Refunding Serics, with interest at 5 25%. The proceeds
will be used 1o corrent refund $94.425 Electric Revenue Bonds,
19960A Refunding Series, bearing interest rates ranging from 6.55% to
0.60%. The refunding resulted in a net defeasance loss of §5,611
(18) Year 2000

The Agency began considering the impact of its Year 2000 issues in
1996 Management established a project team which reports Year
2000 progress to the Board of Directors on a regular basis. The
Agency conducted ac ‘mpact analysis of internal operations including
hardware, application 2nd system software, network and
telecommunications, and facilities to identify and assess their date
sensitivity. An inventory of all computer systems was completed and
plan was developed to address all non-compliant systems. The Agency
also conducted an impact analysis of external operations including
vendors and service providers

A portion of the computer software and hardware embedded
technology used by the Agency was not designed to recognize
calendar veurs after 1999 — the so-called “Year 2000 Problem.” The
Agency has identified the Accounting/Financial Reporting System and
the Load Control/Demand Side Management System (SCADA) as its
mission-critical systems. The replacement of the Accounting/Financial
Reporting System is currently in progress, and the Agency expects to
complete the conversion by October 1999, The SCADA system is in the
assessment stage and conversion to 4 Year 2000 compliant system is
expected by December 1999

The Agency is significantly dependent upon the Year 2000
readiness of Duke Power and the Participants. The failure of the
Agency or others with whom the Agency conducts business 1o become
Year 2000 compliant on a timely basis could result in disruptions in
electric service in the service areas of the Agency and its participants
and could result in a significant loss of revenues to the Agency
Therefore, the Agency is actively involved in Duke Power's Year 2000
efforts and shares information on @ regular basis with the
Participants. In addition, the Agency has assessed the Year 2000
compliance of external vendors. The majority of the vendors have
indicated that they will be Year 2000 compliant by the end of 1999

As of December 31, 1995, the Agency has budgeted more than
$250 10 replace current systems including the accounting and load
side demand monitoring systems for 1999 These costs include
replacement systems that, in addition to being Year 2000 compliant,
provide significantly enhanced capabilities which will benefit
operations in future periods

The Agency believes that, based on available information, it will be
able 1o manage its Year 2000 transition for svstems and
infrastructure, without any material adverse effect on ity business
operations or financial prospects. However, there can be no
assurance that failure 1o resolve any issue relating to such transition
would not have g material adverse effect on the Agency
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Revenue:
Sales of electricity to Participants
Sales of electricity to Duke
Sales of electricity to others
laterest income
Ovther

Total revenue

Expenses:

Catawba operating expenses:
Operation and maintenance
Nuclear fuel
Purchased power - Duke
Payments in lieu of taxes

Interconnection services:
Purchased power:

Duke

Participants

Ocher
['ransmission services
Distribution services

Administrative and general:
Agency
Duke

Other

Special funds deposits (withdrawals):
Bond fund:

Deposits from revenues
Liquidity facility fees
Rcl'undm}:\

Reserve and Contingency fund:
Deposits from revenue
Capital additions
[ ransfer excess funds
Retundings

Decommissioning fund:
Deposits from revenue
Interest income (1)

Revenue fund:

Working capital

Fuel

Rate stabilization:
Interest income (1)
Net deposits (draws)

Supplemental power rescrve
Interest income (1)
Transter excess funds

Oxher capital transactions:

Plant additions:
Reserve and contingency fund
General plant
I'ransmission plant
Fuel acquisitions

Bulldings:
Bond proceeds
Bond payments
Debt issuance
Refunded series interest

l'otal expenses

1) Included in “Revenue Interest Income

Piedmont Municipal Power Agency

Budgeted Actual
Revenues Revenues Over
an and Sllln r)
_Expenses Expenses t
$ 105,731 104,656 1,075
30,174 29,443 731
2,795 1,543 1,252
31,799 30,410 1,389
1,239 1,228 11
$ 171,738 167,280 4,458
$ 22,444 21,895 549
6,795 7,264 (469)
7.765 7,205 500
4,645 4,692 47)
12,603 16,358 2,245
8,200 8,243 (43)
79 48 31
4,131 3,564 567
1,617 1,753 (136)
3,016 4,114 > (1,098)
7,120 8,823 (1,703)
5976 4,324 ‘ 1,652
i
94,043 97 488 ! (3,445)
700 708 | (8)
(1,381) -~ . (1,381)
9,404 9,749 1 (345)
(1,219) (1,174) !‘ (45)
(8,186) (8,575) ‘ 389
{138) { (138)
|
2,048 2.048 -
1,738 1,686 52
3,526 (1,25%) 4,781
(7,055) | (6,4106) | (G39)
16,312 i 5,485 ; 827
(32,523) ‘ (32,523) ;
998 ! 1,007 T (9)
(99K) | (1,007) 9
i
g
1,219 | 1,174 45
105 | 51 54
| 28 I 75 53
7,055 | 6,416 639
|
(155,779) | (155,779)
144,090 | 144,090
12,881 12,881
e '3 i 4 39
$ LT 167,280 4,458
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Balances at beginning of vear:
Assets
Liabihities
| Net
Project revenues:
Parncipants—Elecinic
-Facilinies rent
Coartrol services
-Oxher
Duke Power—Elecinc
Orher—Surplus Elecine
Interest income
Project costs (see note):
Operations aad mamicnance
Fuel
| Purchased power—Duke
, Decommussionir.g
General and adminustration
Pavments in licu of taxes
Orther
Deb- service
Liquidiry taciliey fee
Reserve and conungency

| /%ﬁ_m:.n::. YWET COsts:
Purchased Power—Duke
Partcipants
w Orher

T ransmussion services
Distribution scrvices
General and adnunistration
Payment in licu of taxes

Other tund changes:
Fransters in (out):
Rate stabilizanion
Excess tunds
Reimbursement
Payments:
Deot retire/interest
Capital additions
Debt refunding:
New issue proceeds
Excess tunds
Old issue retirement
Cost 1o issue
Refunded Series interest

Balances at December 31, 1998

Assets
Liabikities

{7) Deposited in appropnate fund
{2) Paud o third parties
(3} Transters berween funds

Year ended December 31, 1998 (Dollars in

WU TS—
WAt (ST,

We . Raie | Fuel Interest “
|_Cag M 4 _Retire | Reserve
i !
$ 51007 _ 223.029 “ 29.517 1 S2782 | 86,428 8,043 “ 23017 15,600
(6.230) | i | | | ,
44,777 _ ! | _ |
| ! ! '
5 = | i { | | |
{13 105.731 | i i | !
(1) 1,187 | W " | |
(n 21 , | |
(1) N w w @
() M | | m |
(1) 2,795 _ ! {
{n 12,751 16,312 ! ! 1.738 IR
] |
(2) (22.444) ! _ M
(3) (6,795) 6.795 | {
(2} (7,765) i ‘ M
(3) (2,048) i | | 2,048 |
(2) 9,216} _ _ _ !
(<) (4,634) | i i
(2} (5.976) ! . i
(3 (94.043) 94,043 | | !
(3) (700) 700 | | ! m
(3) (9.404) 9,404 |
(2) (12,683) i _
(2) (8,200) | i
(2) (79) | m
{2) (4,131 | i
(2) {1.617) i i
(2) (920) i ! _
{2) { | | | |
| | W
_ ,m M *
(3) 312523 {32,523 ! M
(3 9,184 | (8.186) | 998
(3 1,219 I (1,219)
|
(2} = (92,108) ,.
(2) (1.453) (7.,055) |
(1) 155.779 M6
(3) 1,519 (1,381} | (138)
2) (144,090) |
{2} (i2.881) i
(2) {(379) ;
— B —
$ 48.303 206,818 29.257 55,643 85.047 8,504 26,803 15.000
$ 56,552 i
sl i * @

Note 1: In accordance with the Boad Resclution, third party pavmens requirements (excep debr service
payments) aze wransferred from Revenue Fund (Werking Capital) vo the Operating Fund and actual
disbursements are made from the Operaung Fund

Note 2: The schedule above has been prepared in accordance with the underlying Boad Resolution, and
accordingly, does not reflect the change in the fair value of investments as of December 31, 1998
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