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Board of Directors -2- September 7, 1995 

EXECUTIVE SUMMARY: 

In accordance with your Board’s direction at its August Board meeting, staff has 
been taking various steps to address the issue of the sale of the Power Marketing Administrations 
(PMA) in the Congressional budget reconciliation process. Specifically, staff has been involved 
in developing support for acquisition of the Federal energy resources at the net present value 
of outstanding debt. Absent such legislation, counter legislation for selling the resources to the 
highest bidder could cost Metropolitan an additional $100 million annually, or approximately 
$50/acre-foot. The budget reconciliation process is a dynamic process which changes on a 
daily basis. 

- 
DETAILED REPORT: 

Metropolitan purchases generation from the Hoover power plant under a long- 
term, firm contract. The current contract will expire on September 30,2017 and provides for 
payment at cost-based rates, currently $11.27/megawatthour, versus market-based rates which 
are considerably higher. Metropolitan has contract rights in perpetuity to 50% of the generation 
output from the Parker power-plant at cost-based rates. The current rate at Parker is 
$1.67/megawatthour. The current budget reconciliation process in both the House and Senate 
have included deficit reduction targets for the Department of Energy budget of $2.6 billion 
which would require the sale of the Power Marketing Administrations (PMA). The Hoover and 
Parker power resources are a part of the Western Area Power Administration. If such reduction 
is achieved through an auction-process to the highest bidder for the PMA the potential cost to 
Metropolitan could be an additional $100 million annually. 

To defeat the auction legislation, the American Public Power Association (APPA) 
and the National Rural Electric Cooperative Association (NRECA) have jointly drafted legislation 
for the budget reconciliation process which would sell/lease the Federal assets in the 
Southeastern Power Administration, Southwestern Power Administration and the Western Area 
Power Administration to the existing public ‘power contractors. Such sale/lease would be at net 
present value of outstanding debt. The draft also states that the transfer is not a major Federal 
action and will not invoke application of the National Environmental Protection Act or the 
Endangered Species Act nor impose licensing requirements under the Federal Power Act by the 
Federal Energy Regulatory Commission. Additionally, APPA and NRECA indicate that, to the 
extent the legislation changes during the reconciliation process to either an auction process or 
the price is increased above net present value, they will oppose the legislation. This legislation 
was crafted around the Desert Southwest proposal which Metropolitan was actively involved in. 

On August 22nd, your Board adopted the following recommendations regarding 
the sale of the PMA: (1) Metropolitan oppose legislation which authorizes the sale of the PMA, 
to the extent possible: (2) to the extent that legislation moves on this issue, Metropolitan needs 
to protect its entitlement to the Hoover and the Parker power plants: this may include acquiring 
an interest in these resources if such action would provide a long-term power supply at the most 
cost-effective price: (3) the Board support the introduction and enactment of legislation which 
is consistent with (2); and (4) staff be directed to take steps to implement this recommendation. 
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\ Board of Directors -3- September 7, 1995 

Additionally, your Board appointed a Task Force consisting of Chairman Foley and Directors 
Luddy, Barker, Brick, and Miller to assist staff on the PMA issue. 

I ‘> 

Since that Board meeting, the Task Force met and has recommended a three- 
pronged approach. First, the Task Force requested staff to develop briefing material supporting 
Metropolitan’s position for the transfer of the power resources to the existing contractors who 
have already paid the debt on the projects. Metropolitan would support APPA and NRECA, the 
national organizations, to the extent that their position remains consistent with Metropolitan’s 
position. If the APPA and NRECA position is no longer viable (as this issue is changing daily and 
is anticipated to do so during the budget reconciliation process), staff would then move 
forward with the Desert Southwest proposal which, as previously indicated, is consistent with our 
position. Second, Metropolitan would educate the public and seek support through local 
newspapers and inform and seek support from the business community. The third activity is to 
contact key Congressional representatives and their staff in Washington, D.C. 

The General‘ Manager and staff ‘have been involved in discussions in Washington 
to support the sale of the PMA to the current contractors at net present value: and the General 
Manager and staff have met with Los Angeles Times representatives to increase their awareness 
of this issue and highlight the possible economic impact to California and the region in 
particular. Additionally, staff has prepared the attached briefing document on this matter to 
assist in this effort. 

Staff has been in contact with the Southern California Public Power Authority 
(SCPPA) which represents the Imperial Irrigation District and the Cities of Anaheim, Azusa, 
Banning, Burbank, Colton, Glendale, Los Angeles, Pasadena, Riverside, and Vernon. SCPPA’s 
Board has also agreed to support the APPAINRECA proposal to the extent that such proposal is 
not inconsistent with SCPPA’s best interests. They have also offered to support Metropolitan’s 
efforts discussed above, and speak to representatives in their respective Congressional districts. 

. 

The current Congressional schedule consists of the following: 
September 5th - Congress back in session 
September 13th - Senate Energy and Natural Resources Committee budget mark-up 
September 19th - House Resources Committee finalize budget mark-up 
September 22nd - Committee budgets due to the House and Senate Budget 

Committees 
September 29th - Approve budget 
October 1 st - Start of’Federal fiscal year 
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DEFEDERALIZATION OF THE 
POWER MARKETING ADMINISTRATION 

, 

l Congress has a budget Reconcili’ation goal of $2.6 billion 
for FY96 by sale of Federal Energy Resources 

l ‘The Federal power contractors in the Southeast, Southwest 
and Western power marketing areas support the sale of 
Federal Resources to existing ‘contractors for the target 
goal of $2.6 billion 

l The proposed sale -at net present value of outstanding debt 
would protect Federal taxpayer investment 

l Power rates to existing c’ustomers would be protected 
whereas proposals to sell resources at auction would cost 
retail customers hundreds of millions of dollars in unjust 
rate increases (Hoover power customers in California 
would be overcharged up to $300 million per year) 

l Deterioration of Federal power facilities due to Federal 
appropriation shortfalls would be avoided 

l The Federal bureaucracy will’be significantly reduced 
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Southern California 1 
Federal Power Resotirces 

Fact Sheet 
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Colorado River Federal power resources provide a substantial portion of the power to 
Southern California. 

These power resources have NOT been subsidized by the Federal government. 

To the contrary, FULL COSTS have been paid,’ including interest on debt and fiood control. 

In fact, at the time Hoover Dam was built, when fossil fuel-fired generation was less 
expensive than hydroelectric generation, under take-or-pay contracts Southern California 
completely underwrote the Federal investment in the project. (Metropolitan in the late 30’s 
paid for $6 million worth of power it could not use.) 

Even flood control is being repaid by the contractors. ’ _ 

Parker Dam and 50 percent, of the power plant was 100% financed by Metropolitan, yet 
the title was left with the United States. 

To assist in recent Federal cash flow deficits, the Hoover contractors have provided self- 
funding of the generation uprating program ($180 million), annual expensing of 
replacements ($40 million), and levelized the debt service on the remaining project 
obligation. 

The power customers have been’saddled with substantial additional costs like the Hoover 
Visitor Facilities ($120 plus million) and salinity control assistance ($10 million annually). 

Recent discussions of sale to the highest bidder would be inequitable and unfair, and 
would most certainly result in years of litigation. 

Simply stated, to sell the assets to the highest bidder when they’ve been completely paid 
for by the existing customers, would be a travesty. 

Highest bidder could cause rate shock (possible increase of $300 million annually) to the 
Southern California region, an area still suffering from the recession. 

- 

The Southern California region, with a population of 16 million people, supports an 
economy of $450 billion annually. To further exacerbate the recession by increasing the 
costs of power resources could result in a net loss in revenues to the United States. 

To meet the United States budget objectives, maintain the rates to the existing customers, 
allow those customers to retain their fair share of the resources, and avoid lengthy 
litigation, responsibie ieoisiation requires transfer of the Federal generation and 
transmission assets at the net present value of outstanding debt to the existing customers. 
This position is supported by the existing customers in the Southeastern Power 
Administration, Southwestern Power Administration and the Western Area Power 
Administration. 

. 

‘. 
._.- . 

~. 

, a. 
-. 



. _ i- ., 

- ,_* .- 

-. --’ 

;’ 

.- , 

,- 
^Z 

_‘Y 

.Ni . . . . 
_ ,.- 

.<.=<>” . 

-. , ~_. r’.--.- 

‘; ;., i 
-.2 

,%.‘\Z _ 

EEDERAL ISSUE 

1” 

-L 

I. 
j . 

..r _ 

c I-_ 

: . L 
-a z . 

.a_ 

i _ 
) _ -. 

1 __ 

“$ 

=* 
I_ 

* > 

XI _ 

.> 



: 1 

::. 

.‘. . .: ,:: Metropolitan Water L&&et of Southern Califarnia 

I Federal Issue Brief 

Sale of the Power Marketing Administrations 

Why: Congress desires to de-federalize various Federal assets and decrease the 
Federal deficit. Both the House and Senate have included deficit reduction 
targets for the Department of Energy which would require the sale of the 
power marketing administrations (PMAs). The budget reconciliation 
process will be in full swing in September with a proposed budget approval 
date of September 29th. 

0 bj ective: To protect Metropolitan’s entitlement to the Hoover power plant and the 
Parker power plant to the extent of acquiring the resources, if such action 
would provide a long-term power supply at the most cost-effective price. 

Status: H.R. 3 10 was introduced lastJanuary and hearings have been held in the 
House Resources Subcommittee on Water and Power Resources. H.R. 
180 1 and H.R. 1993, which would sell the Pumas at auction, was 
introduced in June. The budget resolution requires the Department of 
Energy to sell or otherwise transfer out of the Federal government $7.5 
billion in assets over a seven year period. Although the resolution does not 
require the sale of the PMAs in fiscal year 1996, “The conferees note that 
the entire unspecified energy assets savings could be achieved by the sale of 
the P-X4 assets.” In August, Metropolitan’s Board took the position to 
protect its interests to the extent of acquiring the assets. 

Issues: The LMetropolitan Water District of Southern California and its 27 member 
agencies rely on federal resources for 64 percent of the energy required to 
pump water for the Colorado River Aqueduct to their customers in 
southern California. As such, any proposal for defederalization should 
adhere to: 

l Transferring the Federal generation and transmission assets on a 
project-by-project basis to the existing customers who will make 
payments and assume operation, maintenance and replacement 
responsibility for the facilities. 

l Transfer and payment will be made at the close of a designated period, 
during which the transferees and the United States shall reach 
agreement on the details of the transfer arrangement. 
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l All existing contractors, whether consumer or investor-owned and 
Federal agencies will have the ability to retain the statutory and 
contract rights that they currently have, and shall be entitled to an 
extension of such rights on an equitable and non-discriminatory basis. 

l Payment for the transfer shall be based on the net present value of 
outstanding debt and rates will continue to be cost-based at the lowest 
possible cost consistent with sound business principles. 

l Project administration shall be by local transferees’on a project-by- 
project basis. Governance will be managed through committees, 
including, for instance, a management com,mittee. an engineering and 
operating committee, and an audit committee. 

l Required staff during the transition per&d will be accomplished 
through the existing Federal agency personnel. Such employees will be 
given an opportunity to apply for permanent positions. 

l Implementation of the transfer will not: constitute a major Federal 
action and a license pursuant to Title 1 of the Federal Power Act will 
not be required; invoke Section 102(2) of NEPA; require modification 
of the Endangered Species Act; require a State 401 certification under 
the Clean Water Act. However, the transfer will be subject to Section 
2 11 of the Federal Power Act. 

Recommended Action: . _ 
Support the efforts of the Desert Southwest Customer Group and the 
American Public Power Association to seek responsible legislation which 
protects the interests of the millions of southern California ratepayers who 
depend on delivery of water from the Colorado River and oppose any 
legislation which would sell the assets at auction to the highest bidder, 
which would result in a significant increase in rates. 
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. Desert Southwest Legislation Concepts 

These legislation concepts are consistent with the American Public Power Association and 
the National Rural Electric Cooperative Association legislation concepts. 

Transfers on a project-by-project basis of the rights to all capacity and energy from, and 
possessory rights to, Federal generating and/or transmission facilities of projects marketed 
by or in conjunction with the Western Area Power Administration for a term equal to the life 
of the project. Such transfers shall be: 

+ to an entity owned or controlled by existing firm customers that will make payment to 
the United States and will assume responsibility for the facilities. 

OR _ 

+ directly to existing contractors who will m&e payment to the United States and will 
assume responsibility for the facilities. 

Transfer and payment shall be made at the close of a designated transition period, during 
which period the transferees and the United States shall reach agreement on the details of 
the arrangement. 

Existing contractors, whether consumer or investor-owned, and Federal agencies will have 
the ability to retain the statutory and contract rights that they currently have, and shall be 
entitled to an extension of such rights on an equitable and non-discriminatory basis. 

Payment for the transfer interests shall be in an amount such that there will be no increase 
in the transferees’ firm power and firm transmission rates as a result of the transfer. 

Payment for the transfer will be made from funds obtained through the existing financing 
methods of the transferees. 

Project administration shall be by local transferees on a project-by-project basis. 
Governance will be managed through committees, including, for instance, a management 
committee, an engineering and operating committee, and an audit committee. 

Required staffing during the transition period will be accomplished through the existing 
federal agency personnel. Such employees will be given an opportunity to apply for 
permanent positions. - 

Implementation of the transfer will not constitute a major Federal action, and a license 
pursuant to Title 1 of the Federal Power Act will not be required. 

The United States shall retain legal title to rights-of-way and shall retain existing 
responsibility and authority for navigation, flood control, river regulation and other federai 
purposes pursuant to existing applicable federal law. 

The United States will realize an estimated $1.3 billion (in 1998 dollars) for the transfer of 
the Boulder Canyon Project, AC (alternating current) Inter-tie, Parker power plant, Parker- 
Davis Project, and the Colorado River Storage Project facilities. 
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