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Honorable Sam Rayburn
Speaker of the House of Hepresentatives

Dear Mr. Speaker:

Herewith 1s our report on the audit of the power gen-
erating and related activities of the Corps of Englneers
(Civil Functions), Department of the Army, in the southeast-
ern area of the United States and the power marketing activ=-
ities of the Southeastern Power Administretion, Department
of the Interior, for the fiscal years 1959 and 1960.

The report includes a recommendation to the President
of the Unlted States concerning the fallure of the Secre-
tary of the Interlor to comply with a speciflc requirement
of existing law with respect to Federal Power Commission
approval of rates and charges for the sale of power from
the Wolf Creek, Center H111l, and Dale Hollow Projects.

In the report we repeat our recommendation that the
Department of the Interlor design statements specifically
for the purpose of showlng clearly the status of repayment
of the Government's investment in the power program. In
the absence of agency statements showlng this type of 1n-
formation, we prepared a statement which shows that in fis-~
cal year 1960 net power revenues were greater than estimated
scheduled repayment requirements by $1 millionj however,
there was a cumulative estimated repayment deflciency of
$1%.2 million at June 30, 1960.

Our prlor reports to the Congress on Federal water
resources development programs 1ln the southeastern area con-
talned matters for consideration by the Congress on alloca-
tions of construction costs to power and other purposes and
recommendations to the Secretary of the Interlor and the
Chief of Engineers on accounting and finaneclal practices.

At June 30, 1960, the Department of the Interlor and the
Corps of Engineers had reached general agreement on the

cost allocations for 8 of the 11 multiple-purpose projects
including power that were then in operation. The baslc dif-
ference between the two agencles on the cost allocation
method and interest factor for the Wolf Creek, Center Hill
and Dale Hollow Pro)ects has not been resolved. Because o
the contlnuing lack of agreement on the cost allocations

for these projects and because of certaln accountlng and fi-
nanclial policy deficlenciles, we cannot express an oplnion
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as to whether the finenclal statements present falrly the
financial position of the Southeastern Power System and Re-
lated Activitles at June 30, 1960, and the financlal re-
sults of operations for the fiscal year then ended.

This report is also belng sent today to the President
of the Benate. Coples are belng sent to the President of
the United States, the Chief of Englneers, the Secretary of
the Interlor, and the Administrator, Southeastern Power
Administration.

Sincerely yours,

L l‘ LJ ,-‘ ’. .
Gtz A D p sl

COmptroller General
of the United States

Enclosure
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The General Accounting Office has made an audit of selected
activities of the CORPS OF ENGINEERS (Civil Functions), Department
of the Army, in the southeastern area of the United States and the
SOUTHEASTERN POWER ADMINISTRATION, Department of the Interior, for
fiscal years 1959 and 1960, This andit was made pursuant to the
Budget and Accounting Act, 1921 (31 U.S.C. 53), and the Accounting
and Auditing Act of 1950 (31 UG.S.C. 67). The scope of the audit

work performed is described on page 41 of this report.

GENERAL COMMENTS

The Corps of Engineers has in operation or under construction
14+ multiple-purpose projects with hydroelectric facilities in the
southeastern area. These projects, when completed, will represent
a Federal investment totaling about $952 million and will have an
installed generating capacity of 1,807,000 kilowatts, Installed
generating capacity at June 30, 1960, totaled 1,283,000 kilowatts,
In addition to generation of hydroelectric energy, other purposes

served by these projects include the prevention of flood damage,



ald to navigation, regulation of streamflow, and expansion of rec-
reational or public-use facllitles.

The Corps has made expenditures for advance engineering and
deslgn on nine additional multiple-purpose projects with hydroelec-
tric facilities in the southeastern area.

Section 5 of the Flood Control Act of 1944 (16 U.S.C. 825s)
provides for delivery to the Secretary of the Interior of the ex-
cess electric power and energy generated at:reservoir projects un-~
der the control of the Department of the Army. The Secretary of
the Interior i1s directed to transmit and dispose of this excess
power and energy in such manner as to encourage the most wide-
spread use thereof at the lowest possible rates to consumers con-
sistent with sound business principles. Pursuant to section 5 of
the act, the Secretary of the Interior on March 21, 1950, estab-
lished the Southeastern Power Administration (SEPA) as the power
marketing agent in the States of West Virginla, Virginla, North
Carolina, South Carolina, Georgls, Florida, Alabama, Mississippi,
Tennessee, and Kentucky.

SEPA does not own or operate any transmission facilities.

The power 1t sells 1s delivered to the Tennessee Valley Authority,
electric utilities, and preference customers, either at the proj-
ect site or by contractual arrangement over faclilities of the elec~-
tric utilitles. The office of SEPAlis located at Elberton,
Georgié, and is managed by an administrato; appointed by the Sec-

retary of the Interior.1

lSee appendix IV, p. 63, for map of the power project responsibil-

ities of the Southeastern Power Administration. 2



The activities of the Corps of Engineers in the southeastern
area of the United States are carried out by district offices at
Nashville, Tennessee, in the Ohio River Division headquartered at
Ciicinnati, Ohioj at Norfolk, Virginia, in the North Atlantlec Di-
vision headquartered at New York City; and at Savannah, Georgla,
and Mobile, Alabama, In the South Atlantic Division headquartered
at Atlanta,'Georgia. The district offices of the Corps are operat-
ing offices, headed by Army engineer officers, as district engi-
neers, and generally carry out both military and civil works activ-
ities within defined areas under the general direction of division
engineers. The division engineers are responsible to the Chilef of
Engineers who, with his staff, is located at Washington, D.C.

Separate records are maintalned by the two agencles; the Gen-
eral Accounting O0ffice has prepared'financial statements combining
the records and reports of the Corps of Engineers and the South-
eastern Power Administration. We call this combined financial
presentation the Southeastern Power System and Related Activities.

The principal policy-making officials of the respactive agen-
cies responsible for the activitles discussed iIn this report were

and are as fc'lows:



pDepartment of the Army

Secretary of the Army
Wilber M. Brucker
Elvis J. Stahr, Jr.
Chief of Engineers:
Lieutenant General Emerson C. Itschner
Lisutenant Genersl Walter K.
Wilson, Jr.

Department of the Interior

Secretary of the Interior:
¥red A. Seaton
Stewart L. Udali
Asslistant Secretary--Water and Power De-
-relopment:
Fred G. Aandahi
Kenneth Holum
administrator, Southeastern Fower Admin-
istration:
Charles W. Leavy

Date appointed

July 21, 195%
January 23, 1961
October 1, 1956

May 19, 1961
June 3, 1956
January 21, 1961

February 10, 1953
January 30, 1961

January 15, 1953

our principal finding =nd recommendatlion are summarized in

the followlng sectlion of this report.



PRINCIPAL FINDING RECOMMENDAT ION
Cur prineipal finding and recommendation are summarized below.

NT O TERIOR CONTINUES
I0 SELL PO ATES DISAPPRO
EDr POWER CO SION

The rates and charges in the Department of the Interior agree-
ment with the Tennessee Valley Authority (TVA) for sale of power
generated at Wolf Creek, Center Hill, and Dale Holloﬁ Projects
were disapproved by the Federal Power Commission (FPC) on May 20,
1958, as not being sufficient to return the costs of these proj-
ects pursuant to the requirements of section 5 of the Flood Con-
trol Act of 1944, However, the'Department of the Intericr has cbn-
tinued to sell power to TVA at.the rates provided in the agreement.
As a result, the legal requirement that schedules of rates énd
charges hecome effective upon confirmatien amd approval by FPC has
not been met.

The Department of the Interior believes that the legtsiative
history and executive pronouncements support the basls used in de-
termining costs of the projects to be returned under the rates and
charges 1n the agréement with TVA. The Department alsoc points out
that the appropriate committees of the Congress, having been given
the position of the Department and its expressed lntentions to
abide by the terms of the agreement with TVA, have not indicated
any objectioﬁ.'

we.believe that the Flood Control Act of 1944 clearly imposes
a responsibility on the Secretary of the Interior to obtain FPC

confirmation and approval of rate schedules for power generated at

5



Corps of Engineers projects, Accordingly, we are recommending
that the President of the United States direct the Secretary of
the Interior to submlt for FPC approval revised rates and charges
for the sale of power from the Wolf Creek, Center Hill, and Dale
Hollow Projects, designed to comply with FPC's interpretation of

existing requirements. (See pp. 2% to 28.)



STATUS OF FINDINGS AND RECOMMENQAIIOES
AN _PRIOR REPORTS
Cur audit report to the Congress dated September 25, 1959, on
the Southeastern Power System and Relatea Activities, for the fis-
cal years 1957 and 1958, contained comments on a number of signifi-
cant matters on which corrective action was needed. These find-
ings and reccamendations and thelr current status are summarized

below.

EINANCIAL PCSITION AND OPERATIONS
. OF SOUTHEASTERN POWER SYSTEM

NOT PRESENTED FAIRLY
At June 30, 1958, agreement had not been reached between the

Corps of Englneers and the Départment of the Interlor on the allo-
cation of construction costs for & of the 10 multiple-purpose proj-
ects with hydroelectric facilities then in operation. A basic dif-
férence exlisted hetween the two agencies wilth rezard to 3 of the

6 projects--Wolf Creek, Center Hill, and Dale Hollow--as to the
proper method of cost allocation and the rate to be used for inter-
est on the Federal investment repayable from power operations.
Also,.unresolved deficlencles and inconsistencies in accounting
policies and procédures existed between projects of the Corps of
Engineers in the southeastern area.

Because cf the lack of firm cost allocations and the account-
ing deficlencles, we stated that, in our opinion, the financial
statements included in ocur report did not present falrly the finan-
cilal position of the Southeastern Power System and Related Activi-
ties at June 30, 1958, and the financial results of operatioms for
the fiscal year then ended.



At June 30, 1960, firm cost allocaticns had been made on 4 of
the 11 Corps of Engineer projlects 1n operation in the southeastern
area. The Corps of Engineers and the Department of the Interilor
have reached fleld-level agreeqent on the cost allocations for
4+ other prcjects, and except for an expected minor adjustment the
allocations are considered firm. However, there still remains a
basic difference between the two"agencies on the proper cost allo-
cation method and interest rate on the Wolf Creek, Center Hill,
and Dale Hollow Pfojects. Because the accounting records and the
power rate schedules should be based upon the same interest rates
and cost allocations, thils basiec difference between the Corps ani
the Department cannot be satisfactorily resclved until the power
rate schedule disagreement between the Departmént and the Federal
Power Commission has been settled. (See pp. 2% through 28.)

Corps cost allocations are used in this report. On the Wolf Creek,
Center Hill, and Dale Hollow Projects, the Corps allocations of
the Federal investment to pover total $114.1 million or $11.6 mil-

lion more than the Department's allocatlons.

Scome of the previously reported deficiencies and inconsisten-
cles in accounting policies and proceduses havé been corrected or
are belng corrected by the Corps of Engineers. However, other Iim-
portant deficiencies have not been resolved. (See p. 19.)

Because of the lack of agreement on the cost allocation
method and interest rate for the Wolf Creek, Center Hill, and Dale
- Hollow Projects and the remaining acccunting deficiencies, we can-
not express an opinion as to whether the financial statements on

pages Y4 to 47 present fairly the financial position of the




Southeastern Power System and Related Activitles at Junme 30, 1960,
and the financial results of operatlons for the fiscal year then
eﬁded. Untl]l these matters are satisfaetorily resolved the Con-
gress will continue to be deprived of complete financlal data

wvhich would permlt an adequate evaluation of the Federal power prc-
gram 1n the southeastern area.

. OJECT REVENUES NO QCATED TO
AND RECORDED BY GENERATING PROJECTS

 The Southeastern Power System's finanecial statements included
i1 our prior report did not present fairly the results of finan-
clal operatics of the System partly because at June 30, 1958,
SEPA's net power revenues were not fecorded or were improperly re-
corded .in the records of the Corps generating projects, resulting
in significant errors in the computation of interest on the unre-
pald Federal investment in power at these projects.

As the result of agreements reached in a March 1960 meeting
of an interagency staff-level work group, SEPA has furnished each
involved Corps distrlet offlce data on the net revenues from power
sales for each generating projlect froﬁ inception of power sales to
June 30, 1960. Similar dafa 1s to be furnished for each future
f1scal year.

Using the data furnished by SEPA, the Corps district offices
recomputed interest from inception of power sales to June 30, 1960,
for each generating projJect and recorded the 1ntere§t ad justments
in the applicable project accounts. The Interest adjustments and
revenues allocated are reflected in the flnancial statements in-

cluded in thils report.



The correction of this deficlency has resulted in a substan-
tial reduztion in the interest charged to power operations-and in

the cumilative net loss from power operations.

3. STATUS OF RE] 0 INVESTMENT

LLOCATED TO POWER NOT SHOWN ADEQUATELY

In our prior reports we commented that financlal and statisti-
cal data on power operations issued by the Corps and SEPA did not
contain information which prov ded a basis for an evaluation of
the adequacy of rates and revenues recelved in the light of sched-
uled repayment requirements.

During the current audit,-we noted tLat SEPA has prepared re-
payment studies for 4 of the 11 multiple-purpose projects in opera-
tion at June 30, 1960. We were informed that similar stud1es
would be prepared in the near future for the other 7 projects.
Generallf, these repayment schedules adeguately show information
regarding the expected future repayment of the Federal pdﬁer in-
vestment. However, no éomparison is made between actual repayment
and theoretical or scheduled repayment requirements. By letter

dated June 5, 1961, the Administrative Assistant Secretary.of the
| Interior advised us that the Department does not feel that there
1s a requirement to recover any particular portion of the costs
during any 1 year but views its financlal responsikility as the re-
quirement to recover costs, including amortization of the Federal
investment, over a given repayment period. He advised that the De-~
partment's repayment studles show the projected amortization of
the initlal Federal Investment and indicate whether or not finan-

elal responsiblllty 1s being met over the payout period.

10



In our opinion, a repayment schedulie to be meaningful te vari-
ocus levels of management, such as the Department of the Interior,
the Bureau of the Budget, and the Congress, should show how actual
repayment compares with scheduled repayment requirements or theo-
retical return of funds which would be sufficient to repay the Fed-
eral Iinvestment in power within the established repayment. period
and should be accompanied by a comprehensive analysis of varia-
tions between actual and scheduled repayment, including comments
regarding future repafment prospects. Accordingly, we are repeat-
ing our recommendation made in prilor reports that the Deparﬁment
of the Interior deslgn statements specifically for the purpose of
showing clearly the status of repayment of the Government's invest-
ment in the power program.

The General Accounting Office has prepared a schedule compar-
Ing SEPA net revenues available for repayment of the Federal in-
vestment in power with the estimated scheduled repayment require-
ments based on Corps cost allocations. (See appendix III.)

In evaluating the status of repayment, shown on page 12, con-
gideration must he given to (1) low water flows in past years,
with consequent low revenues, (2) revenue losses attributable to
protracted long-term contract negotlations during the period of
initial project development, and (3) other factbrs resulting in
variations between scheduled and actual repayment. Alsc, power
rates are designed to produce revenues to repay an average amount
of the investment over the years; rates cannot be frequently ad-
Justed to colncide with fluctuating water flows. We have not at-

tempted to evaluate these factors.

11



Except for Wolf Creek, Center Hill, and Dale Hollow, Corps
and SEPA project cost allocations are in basic agreement, and the
average annual revenues antlcipated by SEPA are estimated by SEPA
to be sufficlent to repay either the Corps' or SEPA's cost alloca-
tions within 50 years from the date that power facilities were
placed in service. For Wolf Creek, Center Hill, and Dale Hollow,
the average annual revenues anticlpated by SEPA are estimated by
SEPA to be sufficlent to repay the Investment allocated to power
within 50 years using SEPA's cost allocations but not the Corps of
Engineers' cost allocations.

Estimated repayment deficiency

Based on the use of Corps of Engineers' cost allocations, the
repayment analysis shows that in fiscal year 1960 net power reve-~
nues were greater than estimated scheduled repayment requirements ’
by $1,030,243; however, there was a cumulative estimated repayment
deficiency of $1%,300,68% at June 30, 1960. This data is shown in

the following summary.

Cumalative Fiscal
to June 30, year
1960
Gross SEPA pover revenues $111,329,290 $20,646 800

Leas:
Southeastern Power Administration
marketing expensss 12,880,093 2,242,800
Corps of Engineers chprges:
Operation and maintenance ex-

penses 16,368,547 2,566, 113
Provision for replacement 3,313,381 926,36
Interest on unrepaid investment 6 L
Total deductions -96,330,240 14,936,419
Net reverues available for repayment of
Bstlf:e I:ega::l]; adl:{ﬁgtmant ¢ of th 1%,999,050 5,710,385
timate ed repayment o ]
Fodsral ilnveatment 22,299,734 _ 4,680,242
Bstimated repayment deriniancy or ex-

cess {—) $.2111,300. 681 $21.030,243

12



Appendix III of this report contains additional information
on the repayment analyslis including details on the basis for 1its
preparation. | |

The current year and cumulative losses from power operations
shown in the financial statements in this report (schedules 1
and 2) differ from the figures presented above on repayment of the
Federal investment. The status of repayment data 13 based on re-
payment of the Federal investment over a 50-year period set by
administrative policy established pursuant to law. The financial
results of operation differ from the repayment data principally be-
cause the finanelal statements are based on a policy of spreading
costs of depreclable assets on a stralght-line basis over their
economic lives. The economic 1life of depreclable assets often dif-

fers from the established repayment pericd.

13



ELECTRIC PLANT CONSTRUCTION AND OPERATION

?roject authorizations to the Corps of Engineers have pro-
vided for construction of hydroelectric power plarits at many reser-
volr projects. Although by law the power program 1s generaliy col=
lateral to the other purposes of multiple-purpose projects, it has
developed into a major actlvity from a construction and operating
standpoint, and the power program 1s the only major revenue-
producing program. (See appendix I, page 58, for information on
pertinent authorizing leglslation.)

The authorlized Federal hydroelectric power plant construction

program in the southeastern area at June 30, 1960,1s summarized as

follows:
Number
Status Number of
of of generating Capaclty
project projects units (kllowatts)
In operation 11 L5 1,283,000
Under construction 3 12 524,000
Authorized for con- '
struction - 27 Not stated 1,034,700
Total 41 2,841,700
NG P OPER N
AND UNDER CONSTRUCTION

In the Southeast, 11 Corps hydroelectric preojects wére gener-
ating power at June 30, 1966.' These projects have 45 generating
units and an installed capacity of 1,283,000 kilowatts. The total
estimated construction costs, including Ilnterest during construc-
tion, and the current allccatlon to the power purpose by the Corps

for the 11 projJects follow:

14



foitiar Zatimated comatrmetion costa, inoluding
oporation of Numnbor of
firat unite gonerating Capacity

Erolasl (Llacel rear)  undta (kilewatia) Igtal Aagunt Bergeal
{000 caltted)
woll Creex ’ 1952 6 270,000 $ 83,716 62,86% 75.1
Caoter Bil1 1351 13%.0 ké'g ' 33839 7323
Dale Hollow 19549 é % ,000 27,1 17,379 63.2
LS Hizkery 1557 100,000 51,600 32,Nns 63.
Cheathan
ipote a} 1960 1 36,000 32,341 18,206 ss.a
Allataona 1950 3 7,000 ag, 93 25, gg
Biford 1957 3 86,000 2779 p L 3
Clurs Hill 1953 ? 280,000 Bl 029 75,217 89.5
Jim Woedruff 1957 3 30,000 51,5621 23.395 lOS-E
Joha H. Kerr 155 7 201, ,000 91,81 72,87% 79.
Philpett 158 a 14,000 _Li,0M8 2257 2.8
Total W 1,283,000 $552,804 $a10,409 22

Sinly 2 of the 3 scisduled generntors ot the Cheatham Project ware Ln full-scale oparation ati Juns 30,
1950,

{peration of the first generator at the Cheatham Project, in
May 1958, dlsclosed instabllity of the turbine runner blades.
ater in 1958 this same difficulty was experlenced in the two
other units. The turbins contractor dismantled the defective tur-
bines and performed extensive remedial work at his own expense in
accordance with the terms of the contract. The turbine operating
difficulties caused the project generators to be inoperative or op-
erative at a reduced load during filscal year 1959 and in the early
part of fiscal year 1960. As a result, during this perlod only a
1imited quantity of energy was avallable from the Cheatham Project
for sale to the Tennessee Valley Authority. (See p. 28.)

Under constructlon at June 30, 1960, were 3 hydroelectric _
projects which will have 12 genérating units with an installed ca-
pacity of 524,000 kilowatts. The total estimated construction
co8ts, including interest during construction, and the current al-

location to the power purpose by the Corps for the 3 projects fol-

low:

15



Planned Estimated constructlor costs including

operation ¢f Number of interest durine construction
first unit generating Capaclty Allocated to power
Brolect (fiscal year) — units {kllowatts: Total Amount Bercent
(00 cmitted)
Hartwell 1962 L 264,000 $ 96,321 $ 89,293 92.7
walter F. George 1963 L 130,000 92,779 56,148 60.3
Barkley 1965 Y 130,000 200,200 77,763 i8.
Total 12 52k, 0G0 $389,300 $223,204 573

On the basis of Corps estimates, the total Federal investment
in southeastern multiple-purpose projeéts will be about $952 mil1-
lion when the projects now under construction are completej; cur-
rently, nearly $63L4 million of this estimated total investment has
‘been allocated to power. Through June 30, 1960, the total Corps
investment in the construction of these 1% southeastern multiple-
purpose projects was nearly $684 milliion, including interest dur-
ing construction of $40.6 million.

GY P . ND DELI B
Summarized below is the net electric energy made avallable to

SEPA by Corps generating projects in fiscal years 1960 and 1959.
Fiscal vear 1960 Fiscal year 1959

Thousand Percentage Thousand Percentage
kilowatt- of kilowatt- of

Project hours total hours total
Wolf Creekx 828,414 20.6 523,163 21.2
Center Hill 378 819 9.5 385 9.2
Dale Hollow 108 772 2.7 66 »y930 2.5
0l1d Hickory 525,098 13.1 391, 551 15.0
Cheatham 138,748 3.5 78, 693 E.O
Allatoons 123, 03h 3.1 111, 1%9 .2
Buford 213, 1880 5.3 12l+ 725 4.8
Clark Hill 848, 724 21.2 h94 236 18.9
Jim Woodruff 239, 497 6.0 222,111 8.5
John H. Kerr 56h 263 1.1 312, 83# 12.0
Philpott 36 ,; g .9 12,462 Vi
Total 4!0021268 100.0 2!612;2hh 100.0

16



The lncrease in energy made available to SEPA in fiscal year
1960 resulted principally from higher water flows than were ex-
perienced in flscal year 1959. Water flows in fiscal year 1959
provided only 77 percent of an aveirage year's expected generation
from.Corps prdjects compared with 116 percent for fiscal year 1960,
exclusive of the generation at the Cheatham Project which was not
in full-scale operation during both years.

While in fiscal year 1960 energy totaling 4,005,368 megawatt-
hours (mwh) was made available from Corps projects to SEPA, the
enefgy sold totaled 4,048,025 mwh. The energy sold exceeded the
energy made avallable from Corps projects since SEPA purchases
firming energy from the Virginia Electric and Power Company and
the Florida Power Corporation for delivery to certain preference
customers buying power from the John H. Kerr and Jim Woodruff Proj-
ects. The gross generation at the varlous Corps prolects was
h,120,157 mwh. The difference between gross generation and energy
made avallable 1s accounted foriby station use, transmission
losses, energy used for condensing purposes, and adjlustments for
differences between production and billing dates. -
EINANCIAL RESULTS OF POWER OPERATIONS

Financial results of power operatlons for the flscal years
ended June 30, 1960 and 1959, based on the accounts of the Corps

~and of SEPA, are summarized as follows:

17



Increase or

1960 1999 decrease (=)

Operating revenues:
Sales of electric
energy $20,650,669  $14,864,111  $5,786,558
Other revenues - 202 —202

.Total operat~
ing revenues 20,690,669 14,864,313 5,786,356

Operatlng expenses:
Purchased power 417,634 620,441 —-202,807
Generation expenses:
Speciflc power fa-

cilities 1,473, 359 1,569,891 —96,532
Joint faeilities 8%0 Tl 78 272 62 h?ﬂ
Transmission expenses 1,607, 09# 1, 547 979 59 115
Supervision and admin-
istration . 613,492 585,603 27,889
Provislon for deprecil-
- atlon £,396,569 6,439,538 =82,973
Total operat- .
ing expenses 11,308,888 11 L 232,836
Net operating
revenues 9,341,781 3,322,589 6,019,192
Interest on the Federal
investment -9,602,85¢ ~10,819,542 1,216,692

Miscellaneous credits, net 174,629 96,383 78,246
Net loss for the fiscal

year ¢ 86,440 $_ 7,400,570 —$7,314,130

The opinion of the General Accounting 0ffice on the financial
statements appears on page 42,

Comments on sales of energy appear on pages 21 to 33. Sched-
ule 2, page 45, shows the results of power operations for fiscal
year 1960 and cumulative net loss to June 30, 1960.

nresolye ollcy differences

The amounts of project operatlon and maintenance expenses, de-

preciation, and interest on the Federal investment used in this fi-

nanclal presentation are from Corps accounting records, which are
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based on Cobtps c¢ost allocatiocns. The Corps and the Department of
the Interior have reached agreement on construction cost alloca-
tions for the Allatoona, Clark H1ll, John H. Kerr, and Philpctt
Projects. In addition, SEPA and thé Corps have reached field-~
level agreement on construction cost allocations for the Buford,
Jim Woodruff and 0ld Hickory-Cheatham Projects, and except for a
minor adjustment on Cheatham the allocations are considered firm.
For the Wolf Creek, Center Hill, and Dale Hollow Projects, a basic
policy difference exists between the two agencies on the cost allo-
cation method and the interest factor to be employed in determin-
ing the project investment repayable and repaid as well as the fi-
nancial results of power operations. The net losses reported
- would be materially less if they were based on the Department of
the Interlor's cost allocations for these three projects. |
Corps accounting deficiencies

1. The Corps has not used a consistent basis in computing the
amounts representing depreclation expense of the various southeast-
ern multiple-purpose projects including power. For example, for
the Wolf Creek, Center Hill, and Dale Hollow Projects, all project
costs, exclusive of costs for lands and damages, are belng depreci-
ated over a 50-year period. In contrast, the Allatoona dam, power-
house, and penstocks are being depreclated over a 150-year service
1ife. The inconsistencies in computing depreciation expense at
the various Corps district offices are discussed more fully in
note 3 to the financial statements on pages 49 and 50? By letter
dated June 2,‘1961. the Director of Civil Works, Corps of Engl-

neers, advised us that certain inconsistencies in depreclation
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accounting would be eliminated in fiscal year 1961 and that a re-
view of depreclation practices in general in the southeastern area
had been requested.

2. Interest on the Federal investment has not been computed
accurately for the projects at the Corps district offices in.Savan-
nah, Georgias, and Nashvllle, Tennessee. The Savannah District has
not adjusted erroneous interest expsnse computations made during
fiscal years 1953 through 1959 for the Clark H1ll Project. In ad-
ditlon, Interest expense of prior fiscal years for the Clark Hill .
ProJect was not adjusted as a result of the District's recomputing
capltalized interest. Although project accounts were adJusted . in
fiscal year 1959 to show all prilor payments to States for leassing
of reservolr lands, the Nashville District has not made corres-
ponding adjustmeats of interest expense for the related prior-fis-
cal yeafs whereas such adjJustments were made at all other district
officeé in the southeastern area. In the letter dated June 2,
1961, the Director of Civil Works, Corps of Engineers, advised us
that Interest expense computations have been or will be adjusted
in fiscal year 1961. The amounts involved 1n these adjustments

are substantlial.

20



MARKETING OF POWER RBY
0 STERN PO DMIN TION

The Southeastern Power Administratlon acts as marketlrig agent
- for the Secretary of the Interlor. The principal dutles of its
33 employees are to negotiate and service power sales contracts,
since.SEPA does not own or operate transmission facilities. SEPA
has entered into long-term contracts for the sale of the power
available from most Corps of Engineers generating proJecté in oper-
ation in the southeastern area of the United States.
Cusgoméra served

Sales of electric energy for the fiscal years 1960 and 1959,
expressed in dollars, thousands of kilowatt-hours, and average
rate per kilowatt-hour (kwh) by the various classes of customers,
are presented in the following summary:

Fiscal vaar 1960 . Fiacal vear 1959

Avarage
Thousand rate
lowatt per kvh

Bevemue hours inmills  Havsoue

Tennessee Valley Authority $.6,690.906 1.979.851 3.36  $.3,332,209 2.50
Electric utilitiag:

" Beorgla Power Cowmpany 2,132,909 229,009 9.31 1,575,790 22,421 70.28
Virglnla Blectric and Powar Company 1,493,950 232'813  6.52 1,011,601 88,38k  11.45
Carolina Power and Light Company 531,905 3?,333 17 362,605 2,328  155.%
Florida Power Corporaticn 361,251 12, 3.20 397,504 106,158 3-;’*
Appalachian Frver Coempany _ 2883 __36.119 7-98 _221.331 —1Z7,467 12.81

Total electric utilities 4,808,348  __6u8.37 7.2 _.571,29%6 216,798 15.08
GRS Foorida PonLie bodiea: 1,047,679 120,482 B.70 937,771 106,8 8.78
86 1in Georgla 316205 58123%% 622 3,148163 uuzlgiz 7.01
2 1a sonth Caroiina Lidieme 38 7.8 IEedae B 583
za
12 in Virginia L6 . . 1A 2 e
Total cooperatives and publie
bodtes 908773 L9800 6.7  _2.960.927 LAuLBN 6.9
Total ] &6 Laong, 022 510 S1h86400)  2.713.306 5.M8

The $5,786,558 increase in revenue for flscal year 1960 over
the revenue for fiscal year 1959 was made possible principally by

increased project generation resulting from increased water flows,
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Over-all revenues per kilowatt-hour decreased from 5.48 mills
in fiscal year 1959 to 5.10 mills in f.scal year 1960, principally
.9 a result of increased power generated and s>ld. Power purchases
by the electric utility companies, except for the Florida Power
Corporation, are primarily (1) peaking power and (2) low-cost dump
energy not avallable for long-term sale. Therefore, when project
generation increases 1ln good water years the over-all kilowatt-

hour rate decreases.
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Approval of rate schedules
by Federal Power Commission

Section 5 of the Flood Control Act of 19%4 provides that rate
schedules for the sale of power shall become effective upon confir=-
mation and approval by the Federal Power Commlssion. Generally,
SEPA rate schedules are designed to produce sufficient revenues to
cover the Corps' operation and maintenance expenses and SEPA's mar=-
keting expenses and to recover the Government's investment in
power facilitles, including interest on the unrepald investment,
within a 50-year period. | |

Power generated at all projects, except Wolf Creek, Center
Hill, and Dale Hollow., 1s being sold under approved rate schedules,

as follows:

Project | Rate approval action
Allatoona ) Interior's request of Hay 17, 1960, for approval
Buford ) of rates through June 30, 196#, was approved by
Clark H11l) FPC on March 2, 1961.
Jim Woodruff Interior's request of Séptember 16, 1960, for ap-

proval of rates through August 19, 1962, was ap-
proved by FPC on December 15, 1960.

014 Hickory) Interior's request of Ju 22, 1960, for approval

Cheatham ) of rates through June 30, 1961, was approved by
FPC effective July 1, 1960,

Jonn H. Kerr) Interior's request of June 22, 1960, for ayproval

Philpott ) of rates through July 4, 1961, was approved by
FPC effective July 5, 1960.

On May 20, 1958, the FPC disapproved the proposed rate sched-
ules for the sale of Wolf Creek, Center Hill, and Dale Hollow
power to the Tennessee Valley Authority. This matter 1s discussed

on pages 24 to 28 of this report.
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Sale of energy from the Wolf Creek, Center Hill,

and Dale Hollow Project ennessee and Kentuc

By long-term agreement dated December 18, 1948, the Tennessee
Valley Authority purchases the entire amount of power generated at
Wolf Creek, Center Hill, and Dale Hollow. This agreement provides
that TVA shall pay an annual charge based on the units in opera~-
tion and adjusted in accordance with the unregulated flow of water
into the Wolf Creek Reservoir. The contract, as amended, provides
for revenue of $3,950,000 in an average water year.

Because of lower-than-average water flcws, SEPA received only
$1,710,000 from TVA for the fiscal year 1959 power from the Wolf
Creek, Center Hill, and Dale Hollow Projects. hbove-average water
flows in fiscal year 1960 increased the amount received by SEPA
from TVA to $4,510,000. |

Department of the Interior continues

to sell power at rates diﬂaggroved
by the Federal Power Commission

The rates and charges in the Department of the Interior agree-

ment with TVA for sale of power'generated at Wolf Creek, Center
Hi11l, and Dale Hollow were disapproved on May 20, 1958; by the Fed-
eral Power Commission as not being sﬁfficient to return the cost
of theso projects pursuant to the requirements of section 5 of the
Flood Control Act of 1944%. The Department contlnues to sell the
power generated at these projects to IVA at the dlsapproved rates,
even though the legal requirement is that schedules of rates and.
charges become effective upon confirmation and approval by FPC.
SEPA markets energy from Corps of Engineers projects pursﬁant

to sectlion 5 of the Flood Control Act of 1944, which provides that:
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mkxk the Secretary of the Interior, *** shall transmit

and dispose of such power and energy *** at the lowest

possible rates to consumers consistent with sound busi-

ness principles, the rate schedules to become effective

upon confirmation and approval by the Federal Power Com-.

misslon. Rate schedules shall be drawn having regard to

recovery *** of the cost of producing and transmitting

such electric energy, lncluding the amortization of the

capital investment allocated to power over a reasonable

period of years."

The agreement between the Department and TVA provides for
gale of energy from Wolf Creek, Center Hill, and Dale Hollow at
rates sufficient to repay a Federal investment in power of o
$102,446,800, an investment determined by the Department using the
"incremental cost" method of cost allocation; and a 2 percent in-
terest factor. The agreement with TVA provides that the schedules
of rates and charges shall become effective upon confirmation and
approval by FPC and shall apply retroactively to the date of the
agreement.

The agreement for sale of power from these projects, together
with cost allocations and repayment studles, was filed with FPC by
the SBecretary of the Interior on September 15, 1955. Additional
Information was filed by the Secretary on February 20, 1958. On
May 20, 1958, nearly 10 years after executlon of the basic agree-
ment with TVA, FPC found that the rate schedules, based on the in-
cremental allocation of costs to power and an interest charge of
only 2 percent on the unamortized power investment, were not suf-
ficlent to return the cost of these projects pursuant to the re-

quirements of section 5 of the Flood Control Act of 1944, FPC ac~
cordingly disapproved the proposed rate schedule,

lSee aprendix II, p. 59, for a summary of cost allocation methods

used.
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In its order disapproving the proposed rate schedule, FPC in-
dicated that the project costs to be used as the basis for rate
schedules should be greater in amount than the incremental costs
used by the Secretary. FPC indicated also that the Secretary's
use of a 2 percent interest rate had not been justified, pointing
out that the Secretary had since 1S45 used a 2.5 percent rate of
interest in determining the cost to be returned by all Federal
projects under his jurisdictlion the rate schedulas for which must
be approved by FPC, except for Wolf Creek, Center Hill, and Dale
Hollow. 1In this connection the Corps of Engineérs, by using the
generally accepted "separable cnsts--remalning benefits" method of

cost allocationl

and a 2.5 percent interest factor, has determined
that ﬁhe Federal investment in power at these three projects is
$11%,083,000 or $11,636,200 more than the Department's allocation.
By letter of May 5, 1959, the Assistant Secretary of the In-
terior advised the Chairman, Committee on Public Works, House of
Representatives, that the Department of the Interior would con-

tinue to abide by the terms of iIts contract with TVA.2

IdenticaL

letters were sent to the Chalrmen of the Senate Committee on Pub-

lic Works and the Héuse and Cenate Committees on Appropriations.
SEPA continues to sell the entire amount of power generated

at Wolf Creek, Center Hill, and Dale Hollow to TVA at rates which

1See appendix II, p. 59, for a summary of cost allocation methods

used.

2A copy of this letter i1s included as appendix D of our audit re-
port to the Congress dated September 25, 1959, on the Southeast-
ern Poggr System and Related Activities, for fiscal years 1957
and 1958.
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were disapproved by FPC in May 1958 as not being sufficient to re-
turn the cost of these projects pursuant to the requirements 6f
controlling legislation.

By letter dated June 5, 1961, the Administrative Asaistant
Secretary of the Interior advised us that:

"The Department established the rates on the basis of
recovering the operating costs, interest, and the invest-
meént allocated to power under the lncremental cost-
allocation basis. It 1s our position that the legisla-
tive history and executive pronouncements support this
basis of allocation. The Federal Fower Commlssion did
nct £ind that the rates and charges were not sufficlent
to cover all elements of costs required by Section 5 of
the Flood Control Act of 1944, as determined by the Sec-
retary of the Interior; rather it found the rates and
charges unjustified after substituting 1ts judgment for
that of the Secretary as to what portion of the costs
should be allocated to power and what rate of interest
should be recovered on the Federal investment. Because
of these circumstances, the Assistant Secretary by let-
ter dated May 5, 1959, communicated the Department's
position 1n considerable detail to the Congress. The ap-
propriate committees of Congress, having been given the
position of the Department and 1ts expressed intentions
to abide by the terms of the contract, have not indlecated
any objection. On the contrary, the House Appropriation
Committee took cognizance of the matter and the Chairman
of the Committee placed the Asslstant Secretary's letter
and attachments in the record of the Publie Works appro-
priat..n hearing: for Southeastern Power Administration,
fiscal year 1961. (See page 685 of the Hearings before
the Subcommittee of the Committee on Appropriations,
House of Representatives.)" .

We believe that the Flood Control Act of 1944 clearly imposes
. a responsibility on the Secretary of the Interior to obtain FPC
confirmation and apnroval of rate schedules for power generated at

Corps of Englneers projects.

Recommendation to
the President of the Unlted States

Because of the continuing sale of power to Tennessee Valley

Authority at rates that have been disapproved by the Federal Power
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Commission, and the consequent railure to comply with a specific
requirement of existing law, we recommend that the President of

the United States resolve this matter by directing the Secretary
of the Interior to submit for FPC approval revlsed rates and
charges for the sale of power from the Wolf Creek, Center Hill,

and Dale Hollow Projects, deslgned to comply with FPC's interpreta-

tion of existing reqﬁirements.

Sale of energy from the :
0ld Hickory and Cheat rojects ennessee

By long-term agreement effective July 1, 1958, all power gen-
erated at 0ld Hickory and Cheatham was sold to TVA under provi-
sions generally similar to the Wolf Creek, Center Hill, and Dale
Hollow marketing arrangement. When all 0ld Hickory and Cheatham
generators are in operation, TVA will pay between $2,100,000 and
$2,700,000 yearly for this power; annual average revenues are esti-
mated at $2,400,000. The $2,400,000-annual-average revenues are
estimated to be sufficient to repay the investment allocated to

power, with interest.

A defecc¢ in the turbine runner blades delayed placing.the gen-
erators at the Cheatham Project in commercial operation on the
dates originally scheduled. The first Cheatham generator was
placed in commercial operation in November 1959 and was followed
by the second unit in May 1960. The contract with TVA provides
that the annual payment for power generated at 0ld Hickory and
Cheatham will be reduced by $580 for each calendar day that each
Cheatham generator is not in commercial operation after June 30,
1958. By supplemental agreement to the contract, executed Decem-
ber 11, 1958, effective July 1, 1958, all power generated by
Cheatham generators not in full-scale operation was sold to TVA at
2 mills per kilowatt-hour. 28



Fiscal year 1960 and 1959 revenues from TVA for power gener-

ated at 01d Hickory and Cheatham were as follows:

1960 1999
Contract requirement $2,475,000 $2,100,000

Less adjustment for perlod Cheatham gener-

ating unlts were not in commercial opera- :
tion 481,400 __ 635,100

1,993,600 1,464,900

Plus Cheatham generation sold to TVA under
temporary agreement at 2 mills per

kilowatt-hour 154,986 157,388
Total $2,148,986 $1,622,288

Sale of energy from the Allatoona, Buford, and
Clark Hill Projects, Georgia and South Caroling

A1l of the energy from Allatoona and Buford and one half of
the energy from Clark Hill continued to be sold during filscal
years 1959 and 1960 to 86 Georgia preference customers and to the
Georgia Power Company under agreements dated September 23, 1957.

Through agreemeﬁts executed March 27, 19%9, and June 30, 1959,
effective July 1, 1959, the other one half of the energy from
Clark Hi1ll was sold on a long-term basis to the two South Carolina
preference customers--South Carolina Public Service Authority and
Greenwood County'Electric Power Commisslion. TUnder the terms of
the agreements, the Government made a total of 79,000 kilowatts
of dependable capacity avallable to the South Carolina preference
customers to June 30, 1960, at which time total dependable capac-
ity of 87,500 kilowatts was to be made available. The total maxi-
mum dependable capacity specified in the contracts, 96,000 kilo-
watts, 1s to be made avallable to these customers from June 30,
1965, to June 30, 1973, the end of the contract perlods.- The grad-
ual build-up of capacity and energy sales allqws for expansion of

those South Carolina preference customers' electfic distribution
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systems which were incapable of absorbing the maximum capacity and
energy avallable on the date the contracts were effective.

The South Carolina preference customers purchased 328 million
kilowatt-hours for $1,846,276--or 5.63 mills per kilowatt-~hour--in
flscal yeaf 1960, the first year under the new contracts, as com~
pared with 224.9 million kilowatt-hours purchased for $1,325,344--
or 5.89 mills per kilowatt-hour--in fiscal year 1959.

A new agreement was executed on July 6, 1960, with the South
Carclina Electric and Gas Company, a private utility, for the sale
of any secondary and dump energy that the Government might have |
avallable from Clark H1ill during fiscal year 1961. Under former
arrangements, purchases by the utility were made on a monthly bid
basis. No purchases were made by South Carclilna Electric and Gas
Company during fiscal years 1959 and 1960.

The Georgia Power Company wheels energy to the preference cus-
tomers within its service area for a fee of $65,000 monthly, paid
by SEPA. Preference customers pay a composite rate of 6 mills a
kwh for demand and energy for the power allocated under their
Clﬁrk Hi1ll contracts. Preference customers' energy requirements
above SEPA contract amounts are obtained from the company at ifs
regular rates. Provision alsoc has been made for the interchange
of Allatoona-Buford-Clark Hi1ll power with Jim Woodruff power, as

necessary.

essme of d stre beneflts
The Federal Power Act (16 U.S.C. 803f) provides that the
owner of a non-Federal project recelving benefits from the head-

water improvements of a llcensee, permittee, or the United States
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shall make payments on account of such benefits. It 1s the respon-
sibility of the Federal Power Commission (FPC) to determine the
amounts that the owners of non-~Federal power Installations shall
pay for headwater benefits.

By order dated October 27, 1959, FPC assessed the Alabama
. Power Company $80,778 for benefits received by downstream plants
of the company from Allatoona during calendar years 1956 and 1957.
Under previous assessments, the Alabama Power Company has paid
$233,032 to FPC for benefits received for calendar years 1950
through 1955. The amounts assessed by FPC, including the 1959 as-
sessment, have been recorded in the Corps accounting records for
the Allatoona Project. -

ale of ener rom the Jim Woodruff 2roject, Florlida

By.agreement executed July 19, 1957, the power generated at
Jim Woodruff was sold on a long-term basis to the Florida Pover
Corporation and to six Florida preference customers.

Jim Woodruff is.a run-of-the-river project rather than a stor-
age project. Whille relatively large quantities of energy are
aﬁailable from its three 10,000 kilowatt generators, high tail wa-
ters will require periodice curtailment of power production. How-
ever, the relatively large quantities of energy available for sale
enable SEPA to supply contractually all the energy requlrements of
the six Florida preference customers.

The Florida Power Corporation has agreed to (1) transmit
power generated at Jim Woodruff to preference customers, (2) pur-
chase all generation excess to preference customer requirements,

(3) supply as required 16,000 kilowatts of support cabacity during
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periods when power production is curtailed, and (4) interchange
20,000 kilowatts of capacity between Jim Woodruff and Allatoona-
Buford-Clark H11l. SEPA also has an agreement with the Georgia
Power Company 1n connection with the interchange of power between
Jim Woodruff and Allatoona-Buford-Clark Hill.

Sale of energy from the John H. Kerr Project,
Yirginia and North Carolina .

Power generated at John H. Kerr continued to be sold during
fiscal years 1959 and 1960 to the Virginia Electric and Power Com~
pany (VEPCO), the Carolina Power and Light Company (CP&L), and
- 33 preference cusfomers. Delivery to the preference customers was
made by using the transmiésion facilities of VEPCO and CP&L.

By_agreement executed August 8, 1952, VEPCO sells firming
energy to the Government, within certaln minimum and maximum lim-
its, for resale to the preference customers in the VEPCO service
area. SEPA's contract with CP&L, executed December 7, 1955, pro-
vides for CP&L to sell energy, as needed, directly to the prefer—
ence customer. Both companles wheel John H. Kerr energy to the
preference customers at comparable wheeling fees.

Sale of eper rom the 1lpott Project, Virginias

As 1n former years, the entlre output of Philpott was sold
during fiscel years 1959 and 1960 to the Appalachian Power Compaqy
under an interim letter agreement. Annual revenues are estimated
as $237,000, on the basis of average-year generation of 25.4 mil-
lion kilowatt-hours.

Fiscal year 1960 revenues totaled $288,334, or 7.98 mills per
kwh on sales of 36.1 million kwh, compared with $223,836, or
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12.81 mills per kwh on sales of 17.5 million kwh, in fiscal year
1959,

Final execution of a contract with VEPCO to integrate
Philpott and .John H. Kerr through the exchange of power between ad-
Jacent electric utilities has been delayed until VEPCO completes
arrangements with the Appalachian Power Company for use of the lat-
ter's * ‘ansmission facilities. The power avallable through inte-
gration is Intended for sale to VEPCO and the preference customers

in VEPCO's marketing area.
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QTHER_OPERATIONS AT MULTIPLE-PURPOSE, PROJECTS
OF CORPS OF ENGINEERS IN SOUTHEASTFRN AREA

Southeastern multiple-purpose reservoir prolects in operation
or under construction are designed for optimum development of wa-
ter resources for power, flood control, navigation, and public-use
purposes. Except for power, the costs of these purposes are not
reimbursable to the Federal Government. Flocd control 1s obtained
at multiple-purpose projects through the reservation of storage
caﬁacity for anticipated flood control requiréments. Navigation
development is accomplished through the construétion of locks and
the regulation of project water releases so as to maintain re-
quired channel depths. To promote pubiic ﬁse of reser#oir areas,
the Corps, among other actlvitlies, constructs access roads, estab-
. 1ishes camp and houaihg sites, pérmits establishment of privately
developed concessions, and leases lands for agricultural and graz-
ing purposes.

The eétimated congtruction costs, including Interest dquring
construction, currently allocated to the various project purposes
by the Corps are shown in the following summary of cost alloca-
tions for the 14 southeastern mltiple-purpose projects in opera-

tion or under construction.

Estimated construction costs, in-

cluding interest during construction

Purpose Amount Percent
Power $633,613,200 66.5
Flood control _ 151,533,500 1%.9
Navigation 160,036,800 o 16.8
Fish and wildlife 3,250,000 3
Public utilization 2,400,161 <3
Other _ 1,270,200 2
Total  $952,103,861 100.0



Corps financlal records are generally Jesigned to accumulate
the amounts of project expense charged fd the nonreimbursable pro-
grams. ‘Except for relatifely small amounts representing the spe-
cific expenses of the nonreimbursable programs, these expenses are-
Joint costs of ordinary operatlon and maintenance, depreclation,
‘and Interest on the Federal investment and are allocated fo the
‘various project purposes using percentages determined in the cur-
rent Corps cost allocation. The detail.of fiscal year 1960 Corps
expense charges to the various nonreimbursable purposes, by indi-
vidual projects, is.presented in schedule 3 of tﬁe financtal state-
ments. The total amount of fiseal year 1960 expensaes charged by

the Corps to each of the nonrelmbursable project purposes follows:

Public
utiliza-
tion and

Flood other
Iotal control Navigation purposes

Operation and main-
tenance expenses: ' '
Joint facilities § 469,864 § 223,093 ¢ 246,771 ¢ -
Specific costs 528,163 60,760 261,866 205,537
Supervision and

administration 195,907 93,864 91,453 10,990
Total operat- '

ing ex-
penses 1,193,934 377,717 600,090 216,127
Provision for depre- .
clation . 1,839,697 848, 784 981,278 9,635
Interest on the Fed- _ ) :
eral invesgtment 3,381,686 1,931,241 1,428,641 21,804

Credits to operations
and nonopsrating

income =144, 8573 -16,470 —14,423 =13,960
Total $6,370, 464 $3,141,272 $2,995,586 $233,606



Because the basic project cost allocations are still not firm
for 3 of 11 projects in operation at June 303 1960, the totals
shown above are tentative. Generally, the same qualifications
stated for the costs charged to the power program apply also to

the costs reported for the nonreimbursable programs.,
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Corps' multiple-purpose projects in the Southeast are fi-
nanced through appropriations by the Congress. The allotments
(net) by the Office, Chief of Engineers, to Corps district offices
for multiple-purpose projects including power in the Southeast,
tor fiscal years 1959 and 1960, from the Public Works Appropria-
tion Act, 1959 (72 sStat. 1572), and from the Public Works Appropri-
ation Act, 1960 (73 Stat. 491), are shown below. Accumulative al-

lotments (net) through June 30, 1960, are also shown.

Fiscal Fiscal Cumulative
year year through

1960 Jupe 30, 1960

Allotments for:

Construction 840,718,522  $53,775,167  $649,398,716
Operation and main- '

tenance 3,960,959 3,924,002 23,735,177

Total $uh 679,481  $57,699,169 $673,133,893

Approprigtions to thq Séutheastern Power Administration by |
the Public Works Appropriation Act, 1959, and the Public Works Ap-
propriation Aet, 1960, were $735,000 and $716,625, respectively.
Cumulative appropriations through June 30, 1960, net of rescis- :
gions, lapses, and transfers, amounted to $9,313,598. Beginning
in fiscal year 1959, appropriation requests of SEPA were reduced
as a result of the approval by the Congress of a system of net b1l-
lings between SEPA and certain of 1its electric utility customers;
Energy firming and wheeling services are purchased from certain |
electric utility companies that in turn purchase power from SE?A;
Through fiscal year 1958, all costs of firming energy purchases ;

and wheeline services were paid from appropriated funds. However,
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since that time such costs have been offset to the maximum extent
possible against amounts owed the Government by electric utility
customers. During fiscal years 1959 and 1960, revenues of

#l,959,2’+0 and $1,891,324, respectively, were offset against costs.
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ACCOUNTING AND FINANCIAL POLICY

The baslc accounting systems of the Corps of Engineers (Civil
Functions) and the Southeastern Power Adminlstratlon have been ap-
proved by the Comptroller General. Accounts for power operatlons
are maintained, to the extent.practicable, in accordance with the
uniform system of accounts prescribed for public utilitles by the
Federal Power Commission under the Federal Power Act (16 U.8.C.
825b). However, before the combined financial statements of as-
sets and liabllitles and results of operations can show meaningful
financial data, the Corps of Engineers and the Department of the
Interior musf resolve the disagreement on the cost allocation
method and interest factor to be used for the Wolf Creek, Center
Hi1l, and Dale Hollow Projects and Corps accounting deficiencies
relating to depreciation and interest on the Federal investment

must be corrected. (See.pp. 7 to 9.)
COST ACCOUNTING PRACTICES

The Corps of Engineers does not bear the costs applicable té
its activities of administrative and other services rendered by
other Federal agencles hot assignable to projects pursuant to law
or adﬁinistrative policy. These costs include (1) amounts for
rentals and other services furnished without charge by General
Services Administration snd other Federal agencles, (2) death and
disablility claims on account of Corps employees paid'by the Bureau
of Employees' Compensation, Department of lLabor, (3) costs in-
curred by the Department of Justice in processing Corps land acqui-
sitions through the Federal courts, and (%) prior to July 1957,

the Govermnment's contribution to the Civil Service Retirement
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System applicable to Corps employees. Similarly, except for the

inclusion of rentals on space furnished without charge by the Gen-
eral Services Administration, the Southeastern Power Administra-
“tion's policy 13 not to include in its accounts amounts for admin-

istrative and other services rendered by other Federal agencles

without charge.
The costs of the 0ffice of the Chief of Engineers and of di-

vision offices are ﬁaid from approprlations to the Corps for gen-
eral expenses and are not distributed to the individual projects.

Provisions for accrued leave of employees are included in

project costs and operating expenses by the Corps of Engineers and

Southeastern Power Administration.
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OPE O T
Our audits at the distriet officea of the Corps of Engineers
having responsibility for water resources development programs in

the southeastern area and of Southeastern Power Administration in-

cluded:

l. Reviewing the basic laws authorizing the activities, and
the pertinent legislative history, to ascertain the pur-
poses of the activities and their intended scope.

2. Ascertaining the policles and procedures adopted by the
Corps and the Administration and examining into their ade-~

quacy and effectiveness,

3. Examining the financial statements of the Southeastern
Power System and Related Activitles for the fiscal years
1959 and 1960. This examination was made in accordance

with generally accepted auditing standards and included
such tests of the accounting records and financial trans-

actions and such other auditing procedures as we consld-
ered necessary in the c¢ircumstances.
The exsmination of accounts and filnancial transactioﬁs was ‘'
conducted at Corps district offices in Nashville, Tennessee; Mo-'
bile, Alabama; Savannah, Georglaj; and Norfolk, Virginla, and at

the office of the Administration, Elberton, Georgla.
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»
OPINION OF FINANCIAL STATFMENTS

The aécompanying statement of assets and liabllitles and
statements of power operations and nonpower operations (schedules
1 through 3) present on a combined hasls the assets and iiabili-
ties of the multiple-purpose projects including power of the Corps
of Engineers in the southeastern area of the United States and the
Southeastern Power Administration, the power marketing agent. In
combining the financial statements, which are based on the account-
ing records of these agencles, we have made certain reclassifica-
tions that do not affect the combined net results of operations
for these activities,

We cannot express an opinion as'to_whether ihe accompanying
financial statementsa present fairly the finaneial position of the
Southeastern Power System and Related Activities at June 30, 1960,
and the financlal results of operations for the fiscal year then
ended, mainly for the reasons set forth below, the full effect of

which cannot now be determined.

1. Until the Corps and the Adminlstration agree on the cost

allocation method and interest rate for the Wolf Creek, Center '

Hi1l, and Dale Hollow Projects, it will not be possible to make ‘ac-
curate assignment of provisions for depreciation, accrual of inter-
est on the Federal investment, and various other costs to power
and the other purposes of the projects. (See pp. 7 to G.) |

2. The district offices of the Corps.have not been donsistént
in their'computations of depreclation of plant in service, nor J
have they eo:rectly computed interest om the Federal investment in

some instances. (See pb. 19 and 20.) '
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300TREASTERN POWER

SYSTEN

AND RELATED ACTIVITIES (oote 1)

CORPS QF ENQINEERS AND SOUTHRASTERN POWER AIMINISTRATION

STATEMENT QF ASSETS AND LIABTLITIES
JURE 30, 1960

ASSETS

GCorps of
Canbined Enginsera

South-
santarn

Powar
Adminis-
tration

FIXED ASIETS mdingl.n rest during con-

struction (notes 2 and 5):
Power $410,110,728 $410,022,842 § 87,886
¥lood control 85, i 35 85,132,336 -
Bavigation 61,721, E& 61,721,4 -
Fublic utilization 1,131, 3 1,231,384 -
Enltiple-purpose projects under construc-—
tion, oet of retiremants in progress
($78,119) : 125,976,375 125,976,375 -
Total 684,072,302 683,984,416 87,886
Iess accumilated dapreciation {note 3):
Rasiadi 51,803,524 81,768,656 34,858
¥iocod comtrol . 7,986, Z +586,B86 -
Ravigation 4,015,019 ,015,009 -
Public utijization 50,025 50,025 -
Total 53,855, hsh 53,820, 586 34,868
Fixed assets, Dot 630,216,848 630,163,830 53,018
ADVANCED PLANNING ON AUTHORTZED MULTIPLE-
PURPOSE FROJECTS WHICH INCLOUDX POWER 1,791,487 1,793,487 -~
CORRENT ASHETH: :
Unexpended funds in U.S, Treasury 6,24#.1-‘16 6,278,988 g ,158
Accounts recelvable : 28,406 61 »533 EG 873
Accrasd utility revems 2.493,115 ,115
Prepaymente, advances, and athsr debita 118, 1,ll'rr 6,912
fotal current ssseta _.5,55%,056 &,341,998 3, 2&8,058
$651,906,301 63,207, N5 43,308,076

The ootes on pages 48 to 56 are an intagral part of this otatemant.

The opinion of the General Accounting Office on these fimancial statements appesars on page 42,

L
L

LIABILITIES

INVESTMENT QF U.3. GOVERNMENT AND ACCUNULATED
EXCESS OF EXPENSES OVER REVENUES:
Congreaaional appropriations, nat
(oote 4):
Prom genaral fund of U.S. Trunsury
From receipts frem the sale of power
Tranafers of cost or property, net
Interest on the Federal investmant
{note 5)

Total investment of U.3. Gov-
arnment

Lasa:
Funda returnsd to U.S. Treasury
(note 6):
Ey Corpy of Enginesrs
By Southetadtern Power Adminis-
tration
By other agencien
Cumulative net coat of nonpowar pro-
grama [schaduls 3)
Profit on sala of lands and other de-
ductions

Total decucticns
Nat investment of T.5. Governaant

Lass cumlative net loas from power Op~ |
erations (schedule 2)

CURRENT AND ACCRUED LIABITITIES:
Aacaunts payable
Enployaes' apcorued leave
Other liabllities

Total current and accrued
liabilitias

South~
esstern
Power
carpa of Adzinia-
Cambined Enginesrs tration
4582, k;? 331 $673,133,693 s9.313 598
1,796,137 1,676,821 119,310
129,998,647 129,957,603 41,0
814,292,275 BO4, 768,317 9,523,958
2,568,175 2,568,175 -
104,718,071 98,440,197  §,068,87L
. 3“3.530 -
43,618,054 43,618,054 -
08 822 —9B8, 822 -
151,149,018 144,880,144  &,268, 874
663,143,257 659,888,173 3,255,084
23,829,403 23,832,769 —3,36¢C
639,313,848 636,055, 40k 3,258,440
8,234,584 2,230,u4u7 4,137
28,051 - 28,051
21,908 11,464 10, s
2,284,543 2,241,911 52,632
$641,508,391 468,297,305 $L0L073

T HTNAIHOS
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SCHEDULE 2

BODFYRABADYEATR POCV¥ER aYsrTIn AND ABLATED ACTIVITIES (nutel)
ogRPa Or BIQINELERS ARD
SOCEREANYERN FOVER AININISTRATION

SraTixne OF RESLTI OF FOVER QFEALTTIOND
POR FISCAL YRAR 1960
AND CUNTLATIVE ¥ET LO33 TO JOXE X0, 1960

of. ]

Fower M“—"'m_uﬂ—-'&'—m—{ 3Ty
Comdined  Administzation  Total gresk [TetY Hollew Mickery  Chastham  Allstoons Buford Hil1 Voodrul

;
i

Mitipots
OFFRATING

Allocation of powsr Mrwfdes by ARTL
(hate

$20,650,659 §_2,0N6,660 ¢ 18,40M Q00 § 2,%6,000 § 1,252,000 §__0650,000 $1,808,000 SP6,000 §1,220,300 §1 A00 3,761,200 §1,190,700 3 3,634,800 §_ 233,300

Purchased powsr e: "% AT, 63 - - - - - - - - - - - -
R ] R G YR Wk q% RS RS MY Zm RE SR R Sk uE
POt R Semaiteion 1 S NE B8 LEE SN 38 &2 30 4% &8 &R BB _an s
Total operuting oxpenaes 11,308,888 2,015,859 9,093,029 1,800 NN 53k 7N 590,304 926,659 229,294 0,619 685, 75k 1,428,401 593,393 1,034,705 DT,
Sot opareting revemues 9.1, T8 ».810 9,310,911 . 813,685 397,959 3,642 819,51 86,706 Tep, 681 1,001,846 2,232,199 497,307 2,200,055 - 32,599
INTEREST O M PEYERAL INVESTKENT (not: 3) 5,602,850 <,m6  -9,601,13%  -1,516,%9 ~B45,592 —A31,303 818,783 -un,BBY  s60,3n  -599,27% 1,780,284 aT,067  -1,6T5,519  -183,7ae
PISCALLANROTS CAEDITS, MET (n0te 9) 174,629 . 174,699 13,588 8,353 8,068 6,581 2,500 Bz, %9 BBl __ 33,549 ___;_,gg 13,856 17

¥ET L83 Ok PROFTT (-] POR THE FISCAL TRAR
MET L0338 OR PMRCFIT {-) FROM FOMER OFERATIORS TO
JUEE 30, 1959

S50 ‘_.:ﬁa..?.t A Lgl 6_Smof e oo 163,590 ASTad  VSOET ARELIY Aol ABS08 ALELST 4 SSILIE il
ST0A50.07% 400,005,157 107,508,071 423,060,815  915,545,TH0  $10,967.130 INLE0N0F 019,55  #8,810,196  §2,090,533  #1B,8TL201  $3,091,567 418,73, 183  #2,272,85

MET 1038 OR FROFEY (-) FOR FLOAL YEAR 1960 85,400 -29,094 115,534 62,085 509,970 163,593 67,08 60,517 263,199 ~13,453 586,064 129,677 537,95 95,773
IR YEARS' ARTUSTRENTS (nete 10) =1,712,905 80,070,931 B3, 786,8% 16,312,571 20,365,960 118,758 -3,097,278 -awh,90 8,369,647 1,809,713 167890 2,290,006 -LL025190 ~L,253,1
mnum u:“ma uﬂ% {-} mm ron - . ' 208 . N M1 g 30 2 §_A,009 4 38,208 § 156,800 $_6T,%] 02,106,213 §_Fo7,058 4.2,368,000 #L107,637

he nates oo pages MD to 56 wre an Integrul pert of this statammt. ;
e opinien ‘aof the Giemrsl Astogniing Offlce on these finanaisl statssents appearw on pags 42,
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LY

Projecta
end purpopes
WOLF CHEFE:
Flood contrul
Fublic util?zation

Total

CENTER HILL:
Flood comtral

Public utilizatlian

Total

BOLLOG =
Flood control
Publie¢ utiliration

Total

OLD HICEJRY:
Favigation
Publiec utilization

Total

CHEATHAM :
Bavigation
Public aotllizaticn

ALLATOORA:
Flood comtrol
Pablic utilization

Flood control
Public utilization

cer ol e

SOUTHEASTERR

nm.dt:tivo
June 30, 1960

¢ 7,422,938
55,320
7,478,278

5,205,215
133,661

-Su311.896
5,478,558
323,495
5,802,053
2,892,517
28,207
2,920,874
5,198, 74
]
h,203,250
2,603,209
316,859
2,920,068
TO5,422
63,86

162,287

POVER

SYSTEHN

AND

RELATED

CORPS OF EXGINEERS AND SOUTHEASTHRN POWER ADMINISTRATION

STATEMENT OF NET COST OF NONFOWER PROGRAMS
FOR FISCAL YRAR 1550

AND CUMULATIVE MET COST TO JUME 30, 1960

Piscal year 1960

ACTIVITIES (aotel)

Het

a ense
$ 802,422
- 1" 1)
_ _Bos,732

498,128
14,004

H

815,136
10,968
826,104

TTE, 280
1

256,556
n,as
297,811
184,053
25,239

209,292

Joint
facllities

{nota 8)

$ 41,392

41

29,310

3

Specifie
¢oBta

#3-

3,037

Supervislcn

and
edministration

(note 8)

$ 12,620

Frovielon
for
depreclation
note 3]

$ 280,790
280,750

175,307
— 2%

175,843

134,367
1,123
135,49
262,471
266
262,737

2e6,885

226,885

24,006
1,626

25,632
28.1§B

2,48;
30,639

1R85
credite to
operaticns
Intersat on and non-
the Federal operating
1nvestment income
{note 5) (note 9)
$ 472,566 ¥ 5,145
4[2.262 2,142
285.638 2,574
286,236 2574
199,475 2.97T
1,14 -
200!620 2.277
"19.933 2,869
419,946 2,269
37,617 3,449
3T7,617 3,449
174,276 220
9,274 5,042 W
183,550 5,862 %
96,947 25 ;? g
— 3574 2,897 g
102.521 5,022 @ =
- Lo
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SOUTHEASTERN POWER SYSTEN AND RELATED

CORPS OF ENGINEERS AMD SOUTEBASTERN POWER ADMINISTRATION
STATEMENT OF NEY COST OF NONPOWER FROQRAMS

FOR FISCAL YEAR 1560
AND CUMUTATIVE NET COST TO JUNE 30, 1960

ACTIVITIES (note 1)

Plecal year 1460

Supervision Provialon
rive t b o .Io.‘l.n: 3 1ri ndninlagdati - & rg:tl .
ta Ne lities pac 1} BLIN on 4 1] on
Projects and purposes June 30, 1960 expanse ?gute 8) coats {note 8) mta 3
JIN WOODRUFY:
Havigation $ 4.171.315 $1,249,035 $ 75,480 $ 90,986 $ 52,173 $ 459,164
Public utilization 45, Bog 29,969 = 29,186 1,532 -
Total 4,217,773 1,279,004 75,480 120,172 53,705 459,164
CLARX HELL: .
Flood control - 1,193.390 141,097 13,1;27 - 4,289 30,1-;3
Bavigation . 1,130,877 153,175 1,577 - 4,656 32.50
Publice utilization 16o,£ 37,502 - 29,323 2,030 3603
Total 2,491 406 331,778 28,004 29,323 10,975 66,536
JOEM H: KERR: '
Flood control 5,012,980 631,489 54,756 - 4,47 113,651
Public utilization 82,91 22,082 - _22,082 - -
Total 5,095,899 653,571 54, 756 22,082 4,417 113,651
PHILPOTY:
Flood eontrol 2.302,&4 258,18 28,318 - 13,349 62,330
Public mxxilization 101,843 23, - 23,868 - -
Total 2;404 56T 282,057 28,318 23,868 . 13,349 62,330
WALTER ¥. GRORGE: : :
Navigation - 64,000 - - - - -
Public utilization - - : - - - -
Total =54 ,000 - ] - = —_— =
Flood 1 29,964, 67 14 93 60,760 93,864 B4, 784
! coatro » » il 5131, 223,0 £ » »T
Bavigation 12,330,054 3.9 ,§E§ 2u2,771 261.366 91,453 981,278
Public utilization 1,323,354 233,606 - 205,537 10,590 9,635
Total $:3,618 05 $6,370, 465 $169,864 *2231153 $195,907 $1=82!6ﬂ

mmumnﬂu%m.mmumpﬂnortMuummmt.

‘Ehl dni.nun of the genersl Accounting Office on these financlal Statements Sppears On pace 42,

Interest
on the

Pedaral .

Investmant

(note S}

$ 576,TTL
2,572

—273,43

96,123
104,350

2,5

203,019

453,758 -

451,758 .

154,411

154,411

$3,381,686

—Lass credits
to operationa

and

noncperating

come
(note

i

$ 5.539
2321

8,860

¢ FINATHOS
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EXPLAN&TQRY NOTES TQ AND COMMENTS ON THE FINANCTAL STATEMENTS
1. Basis of preparation '

The financial statements include thé transactions recorded by
the Corps of Engineers for the construction and operation of
multiple-purpose projects with hydroelectric facilitles located in
the southeastern United States and all transactions recorded by
the Southeastern Power Administration, the power marketing agent,.
In combining the financial statements, we have madé certain re-
classifications and eliminations; these revisions do not affect
the cdmbined nét results of operations of these activities.

" Projects included in the financial statements and thelr sta-
tus at June 30, 1960, are as follows: |

Projects - ' . Status
Wolf Creek : In operation
- Center Hill . do.
Dale Hollow - do.
014 Hickory : _ do.
Cheatham - _ " do..{(note a)
Allatoonsa . ' - do.
Buford S . do.
~Clark Hill - . ' “do.
Jim Woodruff do.
John H. Kerr . _ - do.
Philpott : _ _ - do,
Hartwell - - : - . Under construction
Walter F. George ' do.
Barkley _ - ' do.
Millers Ferry Advanced planning
Jones Bluff : do.
Cordell Hull (formarly : :
Carthage) . ' Deferred
Celina o do,
J. Percy Priest (formerly s
Stewarts Ferry) . do. .
Three Island _ _ ‘ : do.
Salem Church C E _ " 0.
Gathright ' S B ' o do.'

aOnly 2 of the 3 schaduled generators at the cneatham Prodeet were
in full~sale operation at June 30, 1960,

é8
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Authorizations to the Corps have been made for other multiple-
purpose projects, including power in the southeastern area, but no
expenditures have been made thereon for advance planning cr con-
gtruction, and therefore no amounts for these projects are in-
cluded in the filnanclal statements. Also excluded from these
statements are costs of those single-purpose flood control and nav-
igation projects which, though integral components of river basin
develcpment plans, do not affect the financial presentation of
power operation;. | |
2., Flxed agsets

The costs of flxed assets acquired for a single purpose are
asslgned directly to that purposej the costs of flixed assets which
serve more than one purpose are allocated to the various purposes
on the basls of percentages established by cost allocation studles.
3. Accumulated depreciation

Depreciation has been computed by the Corps of Engineers on’
plant in service (stated at cost or, for property transferred, at
appraisad value) by the straight-line method. Service lives of
units of property are based on engineering studles, except that
for some units at the Wolf Creek, Center Hill, Dale Hollow, Buford,
and Jim Woodruff Projects service lives have been adjusted to pro-
vide composite project depreciation on a SO-year bagis.

No item of property has been assigned a service life of over
100 years, except for the Allatoona Project where depreciation of
the dam, powsrhouse, and penstocks has been computed using a

150-year service life.
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Costs of lands and damages are not depreclated at any project.
Costs of clearing land are depreciated at all projects excépt
Allatoona and Clark Hill. Relocation costs are depreciated at the
Wolf Creek, Center Hill, Dale Hollow, 0ld Hickory, and Cheatham.
Projects; similar éosts are not depreclated at the other projects.
Amounts representing interest during construction are not depre-
clated at the Allatoona Project but are depreciated at all other
projects. (See note 5, p. 52, on interest during construction.)

Except for the Allatoona and Buford Proj)ects, depreciation
charges at southeastern multiple-purpose projects were computed us-
Ing the 'Yproportionate capacity" method (the ratlio of capacity
placed in service to total project installed capacity) and com-
ﬁenced on the first day of the month following the plaéing of each
generating unit into service. Although the proportidnate capacity
method of allocating interest between construction and operations
was used in making retroactive adjustments fer the Allatoona Proj-
ect in fiscal year 1960, no change was made in the basis for charg-
ing depreciation. Even though full-scale power operations began
on January 3, 1950, depreclation charges for the Allatoona Project

were computed from July 1, 1950.

At the Buford Project, depreciation_charges for the 6,000-kw
generator began in August 1957; however, depreciation of the two
40,000~kw generators (which were plaqed in service in June 1957
‘and October 1957) d1d not begin until July 1, 1958, since the res-

ervoir pool was not available for full-scale power operatiqns un=-

til that date.




L, Congressional appropriations (net)
Accumulative allotments (net) by the Corps of Engineers of

congressional appropriations for construction and operation and
maintenance of multiple-purpose projects in the Southeast and ap-
proprlations, net of rescissions, lapses, and transfers, to the
Southeastern Power Administration for the marketing of the excess

energy from these projects to June 30, 1960, have been as follows:

Operation
and
Total Construction malntenance

Corps of Engineers $673,133,893 $649,398,716 $23,735,177
Southeastern Power

Administration 9,313,998 hir2 , 50k 8,871,094
Combined $682,447,4591  $649,841,200  $32,606,271

Funds appropriated to the Corps of Engineers (Civil Functions)
for construction and operation and maintenance are available_until
expended. Funds appropriated to the Southeastern Power Administré—
tion for operation and méintenance may be obligated only for the
year for which the funds are appropriated. The contruction funds
appropriéted to the Southeastern Power Administration were ex-
pended prineipally on partial construction of the Clark Hill-
Greenwood transmission line, which has been sold. In addition to
the $9,313,598 appropriated to SEPA, $3,850,564 of power revenues
have been offset, under the net bllling procedure approved by the
Congress, agalnst amounts SEPA owed for purchase of firming energy
and wheeling services.

A'continuing fund of $50,000 in the United States Treasury
_for the Southeastern Power Administration was authorized by the In-
terior Department Appropriation Act, 1952 (16 U,.8.C. 825s8=-2), to




be derived from recelpts from the sale of electric energy. This
fund.maj be used to defray emergency expenses necessary to lnsure
continuity of electric service and the continuous operation of the
Government faellitles, SEPA neither owns nor operates any trans-
mission facilities, and 1t has not been necessary for SEPA to make
any expenditures from the fund to June 30, 1960.

5. Interest on the Federal investment

.Amounts recorded by the Corps of Engineers as interest on the
Pederal investment are classified as follows:

Interest capltalized:
Projects in operation and under

construction $4+0,641,559
Projects in advanced planning
stage 181,964 $ 40,823,123
Interest charged to operations:
Power programs 63,768,219
Other programs . 25,366,261

Total ' $129,957,603

The computations by the Corps of Engineers of 1nterest during
construction are based on 2.5-percent simple interest on acerued
expendltures charged to construction accounts, Interest on the
Federal investment in the Wolf Creek and Center H1ill Projects in~
cludes interest for the period of suspension of constructlion activ-
ity during World War II1; however,.the cost allocations for repay-
ment purposes for these projects exclude interest during that pe~
riod. | _

During fiscal year 1960, the Southeastern Power Administra-
tion recorded in its accounts interest expense on the Federal in-
vestment in its general plant and deferred charges from inception

through fiscal year 1960, SEPA's interest expense on deferred
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charges for Corps projects under construct}on i3 included in pre-
'payments, advances, and other debits on schedule 1.
6. Funds returned to United States Treasury

Funds returned to the United States Treasury by the Corps of
Engineers totaled $2,568,175 at June 30, 1960, and were derived
principally from the leasing of reservoir areas.

Amounts representing 75 percent of receipts derived from the
leasing of reservoir areas are returnable to the States under the
provisions of the Flood Control Act of 1941, as amended (31 U.S.C.
70le-3). At June 30, 1960, the project accounts of the Corps dis-
trict offices show that amounts totaling $1,127,211 ﬁad been re-
turned to the States. These amounts are disbursed by the Chief of
Engineers, Washington, D.C.

Funds returned to the United States Treasury by the South-
eastern Power Administration totaling $104,718,071 at June 30,
1960, were derived principally from sales of electric energy. Sec-
tion % of the Flood Control Act of 1944+ (16 U.S.C. 82%s) requires
that receipts from the sale of electric energy shall be deposited
as mlscellaneous recelpts. Funds returned to the United States
Treasury by SEPA have been applied as follows:

Funds returned fo U.S8. Treasury:

To cover SEPA marketing expenses § 5,934,489
For Corps generating project

repayment ' 98,449,197 $104,383,686
From sale of capital assets 334,389
Total $10hI2181021

Funds returned to the United States Tieasury by other agen-
cies consist of $313,810 collected from beneficiaries by the Fed-

oral Power Commission for downstream benefits attributed to the
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Allatoona Project, and $29,730 collected by the General Services
Administration for the account of the John H. Kerr Project.
7. Allocation of power revenues

_SEPA's allocatlon of revenues from sales of electric energy
from'Corps of Engineers projects is designed to cover SEPA's mar-
keting expenses and, to the extent revenues are available, the
Corps' operating costs, interest expense, and projeét repayment re-
quirements,

SEPA markets the power from individual Corps projects in the
southeastern area or from groups of up to three projects operatéd
as systems, In systems where revenues can not be i1dentifled with
specific projJects, SEPA allocates revenues to the projects on the
basis of the repayment requirements of the various projects in the
system,

8. Allocation of joint expenses

Expenses of the'Corps of Englneers for operating and maintain-
ing Joint facilities and for supervision and administrative activi-
ties have been allocated to power and nonpower purposes on the ba-
sls of elther tﬁe separable costs--remaining benefits method or
the "alternative-justifiable expenditures" method of cost alloca-
tion.l
9. Nonoperating revenues

Rentals from the leasing of reservolr lands have been allo-
-cated'solély to the recreation program at the Allatoona, Buford,

and Jim Woodruff Projects. Other miscellaneous revenues received

1gee aprendix II, p. 959, for a summary of cost allocatlon methods ;

used.
54
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at these projects have been allocated to the power, flood control,
and navigation programs, as applicable.

All miscellaneous revenues received from the Wolf Creek, Cen-
ter Hill, Dale Hollow, 0ld Hickory, Cheatham, Clark Hill, John H. .
Kerr, and Philpott Projecﬁs have been allocated, as applicable, to
the power, flood control, and navigation programs in the same ra-
tlo as the allocation of Joint operation and maintenance expenses,
except that revenue received in fiscal year 1960 for training in
hydroelectric operations at the Wolf Creek, Center Hill, Dale Hol-
low, 0ld Hickory, and Cheatham Projects has been allocated to the
power program.
10. Brior years' adjustments

During fiscal year 1960, adjustments were made in the ac-~
counts of the Corps of Engineers and Southeastern Power Administra-
"tion which affected the preceding fiscal years! rasuits from power
 operations. These adJustments are summarized as follows:
Decrease or
increase (—)

In cumulative
nat loss from

Nature of adjustments " power operations
Corps of Fngineers:
Revenues (allocated by SEPA) $80 045,197
Interest expense .3, 910 986
Depreciation expense _ —210 h5?
Operation and maintenance expense kl,llg
Total 83,786,836
Southeastern Power Administration:
Revenues (allocated to Corps of Engineers) —80 0%5, 97
Interest expense 26,460
Miscellaneous credits e 226,
Total | -80,070,931

Net prior years! adjustments $ 3,715,905
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Prior years' adjustments resulted principally from the record-
ing by the Corps of power revenues allocated to the generating
projects by SEPA, the coerrection of Interest expense because of
the allocation of power revenves, the revision of depreclation ex-
pense because of changes In the cost allocation percentages for
certain projects, and the recording by SEPA of interest on the Fed-

eral investment from inception of operations through fiscal year

1959.
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APPENDIX I

AUTHORIZATIONS FOR MULTIPLE-PURPOSE WATER RESOURCE PROJECTS
INCLUDING POWER IN SOUTHEASTERN ARKA

Our prior years' audit reports to the Congress on the South-
eastern Power System and Related Activities, Corps of Engineers
(Civil Functions) and Southeastern Power Admlinistration, summa-
rized the leglslative authofizations for southeastern multiple-
purpose projects including power.1 Except for an additional con-
struction authorization for the Barkley Project in the Cumberland
River Basln, the authorlzations for southeastern projects remain
as stated in our earlier reports. The additional legislation is
summarized below:

The River and Harbor Act of 1954 (68 Stat. 1248) included au-
thorizatibn for the construction of the Barkley Prdjeut for the
purposes of power, flood control, and navigation in lieu of the
construction of two navigation dams as authorized by the River énd
Harbor Act of 1946. Monetary authorization for partial accomplish-
ment of the Barkley Project was limited to $36,000,000, the esti~
mated cost of the two dams. In addition to previous authoriza-
.tions, the River and Harbor Act of 1960 (7% Stat. 482) authorized
. the completion of the Barkley ProjJect at an estimated additional
cost of $146,000,000, for a total of $182,000,000.

lappendix A, pp. 62 and 63 of the report for fiscal years 19%7 and

1958
Aggendix A, pp. 89 1o 9% of the report for fiscal year 1856,
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APPENDIX II
ALLOCAUWION OF ESTIMATED TOTAL CONSTRUCTION COSTS

8] LTIPLE- ¢ 25E _FHROJECTS INCLUDING POWER
IN OPERATION OR UNDER CONSTRUCTION AT JUNE 30, 1960

The allocation of construction ccsts of multiple-purpose proj-
ects 1is the divislon of costs into amounts considered equitable to
charge to each of the project purposes. These allocatlions are sig-
nificant because the Qharges to beneficlaries for power and cer-
taln other services are generally determined on the basis of costs
incurred.

Financlal records on the reimbursable Federal Investment are
based on ratios established by project cost allocations. These
ratlos are needed in finaneial accounting for dividing construc-
tion costs, Interest on the Federal investment, depreciation, and
Joint operation and maintenance costs, between the several project
ﬁurposes.

The Corps of Englneers and the Southeastern Power Administra-
tion have each prepared cost allocations for the southeastern
multiple-purpose projects in operation at June 30, 1960. The De-
partment of the Interior has accepted the allocations proposed by
the Chief of Engineers for the Allatoona, Clark Hill, John H. Kerr,
and Philpott Prolects. The Corps and the Department have reached
field level agreement on the cost allocations for tha Buford, Jim
Woodruff, and 01d Hickory-Cheatham Projects and, except for a mi-
nor adjustment on Cheatham, the allocations are considered firm.
However, a basic disagreement exists botween the Corps and the De-
 partment with respect to the cost allocations for the Wolf Cresk,
Center H1ll, and Dale Hollow Projects.
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_ APPENDIX II

The Corps has used the separable costs--remaining benetfits
method of cost allocatlion for all southeastern projects except
Clark Hill and Hartwell. For these latter projects, the Corps
used the alternative-justiflable-~expenditure method. Both methods
have the objectlve of equitably distributing costs by limiting the
costs allocated to any purpose to corresponding benefits and simul-
taneously providing for eéch project purpose to share proportion-
ately in the savings from multiple-purpose construction. The
Corps has used a 2.5-percent Interest factor in all cost allcca-
tions.

The Southeastern Power Administration, for each project ex-
cept Wolf Creek, Dale Hollow, and Center Hill, has used the same
method of cost allocatlon and interest factor as that of the Corps.
For these three projects, SEPA has used a 2-percent interest fac-
tor and the inecremental-cost method of allocating costs to power.
This method is based on the difference in the cost of a multiple-
purpose project and the cost of the projJect with the power purpose
~omitted.

Saqmmarized on thg_following page are the current Corps of En-
gineers cost allocations for southeastern multiple-purpose proj-
ects including power, in operation or under construction at

June 30, 1960.
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SOUTHEASTERN

POWER

SYSTEM

AND

RELATED

ACTIVITTIES

ALLOCATION BY CORPS OF ENGINEERS OF ESTIMATED TOTAL CONSTRUCTION COSTS

OR UNDER CONSTRUCTION AT JUNE 30, 1960

Estimated coat

OF MULITIPLE-PURPOSE PROJECTS INCLUDING POWER IN OPERATION

inferest Allocation of estimated cost
Froject and authorizing House during Flood
or Senate document First coat constructlion Total Power control Navigation Other

Wolf Creek (H. Doc. 76X, 79th) $ 78,942,700 $ 4,773,000 % 83,715,700 ¢ 62,865,000 3% 20,605,000 - $ 245,700
Center Hi11 " ° " " 44,400,429 2,479,000 46,879,429 33,839,000 12,319,000 - 721,429
Dale Hollow " " " " 25,989,032 1,195,000 27,184,032 17,379,000 9,751,000 - 54,032
0ld Hickory " " " " 78,490,000% s, 451,000 83,941,000 50,521,000 - 33,020,000 -
Cheatham n n " n a _
Allatoona (H. Doc. 674, T6th) 31,508,000 1,385,100 32.893.100 25,277,300 7,254,500 - 361,300
Buford (H. Doc. 300, 80th) 43,869,500 2,909,500 6,779,000 41,383,500 ,519,500 1,608,000 268,000
Clark Hill (H. Doc. 657, 78th) 78,594,400 2,434,900 84,029,300 75,217,400 »O041,500 4,350,300 380,100
Jim Woodrurf {H. Doc. 300, 80th 45,824,000 ,T796,500 51,620,500 23,394,700 - 27,855,800 370,000
Johrs E. Kerr (H. Doc. 650, 78th 87,150,000 4,664,000 91,814,000 72,875,000 18,939,000 - _
Pnilpott won " " 13, 340,000 608,000 13,948,000 7,257,000 6,691,000 - -
Bartwell (H. Doc. 657, T78th) b 89,300,000 7,020,600 » 320,600 89,293, 500 4,274,000 2,283,100 470,000
Walter P, George (H. Doc. 300, 80th)° 87,039,500 5,739,700 92,779,200 56,147,800 - 36,414,600 216,800
Barkley (S. Doc. 81, 83d) 182,000,000 18,200,000 200,200,000 77,763,000 64,139,000 54,465,000 3,833,000

Total $887,447,561 $64,656,300 $952,103,861 $633,613,200 $151,533,500 $160,036,800 $6,920,361

" Figh and wildlife

Public utilization

World War II suspension cost

Operation and maintenance cost flnanced
from construction funds

Total

$3,250,000
2,400,161
942,200

328,000
36 920, 261

a
In accordance with interagency agreements, the 0ld Hickory and Cheatham Projects have been combined for cost allocation purposes.

"By resolution adopted May 19, 1952, the Commlttee on Public Works, House of Representatives, approved the plan as proposed by
the Chief of Engineers for a high dam at the Fort Galnes asite (since renamed Walter F. George) and a low dam at the Columbia
.site 1in lieu of a low dam at the Fort Benning site and a high dam at the Upper Columbia slte.
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BO0OUTHEASTERN POWVESR SYTSTER ARD BELATED AGCGTIVITIRS

m_m HEVERUES, PISCAL YEAR ;950
Dadact:
Scuthasstem Power Adcinintration
POWer markating expansss

Corps af Enginsers charges:
Operation and mmintenance ox-
]

penne
Proviasion for replacement
In* on the paid
vestment
Total
Tota] deductions
Het reverme avellable for
repaymont of Pederal in-
ventmant

ESTIMATED SCHEIWIED REFAYMENT OF FRDERAL
INVESTMENT (note a)

REPAYNENT DEPICIENCY OR HXCESS (—), FISCAL
YEAR 1960

EEPAYWENT DEFICIEACY OR EXCESS (~) 10
JuxE 0, 1959

REPATMENT DEFICIENCY EXCESS (=
JUXE 30, 1960 o =) ™

STATENENT OF POVER PROGRAN BEVENURS AND E
COMBINED WITH CORPS OF ENOIMEERS COST ALLOCATION HEPAYMENT ESTIMATES
POR FISCAL YBAR 1560 AMD CTHULATIVE TO JUNE 30, 1960

Clark Jia Jahn H.
Buford Bl Veodmft Earr Pullpott

$1,956,000 $4,205,000 41,409,100 §h,659,900 $_ 320,000

258, 900 443, 6C0 @8,400 1,025,100 20,100

181,755 409,542 133.325 466,159 104,353
49,800 1,000 L 500 97,000 S 16,000

99,274 1,780,234 - 627,067 1,675,519 183,740
1,230,829 2,260,626 878,992 2,238,678 503, 342
1,54 2 2,704,606 1,0 2 3,263,778 C23, e

466,271 1,500,374 1,708 1,396,122 =3,442

435,996 889,527 254,073 B68,011 85,859

=30, 275 -610,847 ~57,635 -528,111 89,31,

102,728 2,195,220 363,876 2,597,173 934,295

Wol? Center Dale old

Total creek Hill Ballyw Hickory Cheatham = Allatoona
$20,646,800 42,378,000 $1,272,000 $_ 860,000 41,818,400 $330,200 41,438,200
2,242,800 10,000 19,000 10,000 14,500 14,200 217,900
2,566,117 h, 728 228,620 227,487 231,527 127,681 120,498
526,364 T2 500 37,%0 13,000 60,100 T,254 54,800
9,601,134 1,516,359 Bus, 592 431,303 818,783  1k9,083 568,321
12,593,61 1,858,587 1,111,714 §73,79¢ ;110,410 284,828 743,619
14 415 1,868,587 1,120,714 - 681,790 |,124,810 295,028 561,519
5,710,385 509,413 150, 286 178,20 693, 590 3,172 k6,681
4,680,182 T72,430 427,963 228,245 350,978 41 LhB 325,602
=1,030,243 263,017 277,677 50,035 -3h2,612 10,976,  -151,079
15,330,927 3,653,253 2,903,076 1,373,111 26,918 5,355 1,240,461
415,300,656 $3,016,770 $3;180,753 1,423,146 4 360,526 §_4,921. §),089 382

[} f2,453 $1,584,376 $_ 306,241 §2,060,062 $1,023,606

o cop ‘&iltmted scheduled repayment of the Fedaral inveatment over a 50-year pericd, Corps of Engineers cost allocation annual charges wers uped, These charges are aquiva-

lent to the

paynenta required to rocover the power Anveatment with interesat at 2.5 percent on the unreps
tionate capacity basis, relating the power inveptment to be recovared with the number of gernerators in service,

Gled repayment for sach generator was computed as boginning the £irst of the month followlug plAcament 1o pefvize.

14 investment.
excluding etation service gensratera at Allatoond and Philpott. Sched-

Eatimated acheduled rapaynent was computed on A propar-
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