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BAKER TILLY

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Oklahoma Municipal Power Authority
Edmond, Oklahoma

Report on the Financial Statements

We have audited the accompanying financial statements of Oklahoma Municipal Power Authority, as of and for
the years ended December 31, 2017 and 2016, and the related notes to the financial statements, which
collectively comprise the Oklahoma Municipal Power Authority's basic financial statements as listed in the table
of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the Oklahoma Municipal Power Authority's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Oklahoma Municipal Power Authority's internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Oklahoma Municipal Power Authority as of December 31, 2017 and 2016, and the respective
changes in financial position and cash flows thereof for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

BAKER TILLY
INTERNATIONAL
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Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the required supplementary
information as listed in the table of contents be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally accepted
in the United States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to our inquiries, the
basic financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have issued our report dated March 30, 2018 on our
consideration of the Oklahoma Municipal Power Authority's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Oklahoma Municipal Power Authority’s internal control over
financial reporting and compliance.

ﬁkﬂfly%m/wu fonse HP

Madison, Wisconsin
March 30, 2018
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Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Management’s Discussion and Analysis
December 31, 2017 and 2016
(Unaudited)

Introduction

The following Management’s Discussion and Analysis, or MD&A, serves as an introduction to the
financial statements of the Oklahoma Municipal Power Authority (also referred to as the Authority or
OMPA). It is intended to be an objective and easily understandable analysis of significant financial,
operating activities and events for the fiscal year ending December 31, 2017 compared to the fiscal year
ended December 31, 2016. It also provides an overview of the Authority’s general financial condition and
results of operations for the fiscal year ending December 31, 2016 compared to the previous fiscal year
ending December 31, 2015.

Basic Financial Statements
Statement of Net Position

Assets are separated into current and non-current categories. Current assets include restricted and
unrestricted cash and investments, accounts receivable, inventory, prepayments and other current assets.
Non-current assets include restricted and unrestricted investments, costs recoverable in future periods, net
capital assets and other non-current assets.

GASB Concept Statement No. 4, Elements of Financial Statements, defines deferred outflows of
resources as the consumption of net assets in one period that are applicable to future periods. The
Authority defines accumulated decrease in fair value of hedging derivatives, unamortized loss on advance
refunding of bonds, and pension related items as deferred outflows of resources in the Statement of Net
Position.

Consistent with the reporting of assets on the Statement of Net Position, liabilities are segregated into
current and non-current categories. Current liabilities include accounts payable, interest payable and
current portion of long term debt and notes payable, current portion of derivative liabilities, and other
accrued expenses. Non-current liabilities includes long-term debt and notes payable, and non-current
derivative liabilities.

Deferred inflows of resources are defined in GASB Concept Statement No. 4, as the acquisition of net
assets that apply to future periods. The Authority defines rate stabilization and pension related items as
deferred inflow of resources in the Statement of Net Position.



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Management’s Discussion and Analysis
December 31, 2017 and 2016
(Unaudited)

Statement of Revenues, Expenses and Change in Net Position

Operating results are reported separately from non-operating results. Non-operating results relate
primarily to financing and investing activities. These statements identify operating revenues from sales to
cities (system) and energy market sales (off-system). Operating expenses are presented by major cost
category. Revenues remaining are available to service debt, finance capital activities, and to cover
contingencies.

Statement of Cash Flows

The Statement of Cash Flows presents cash flows from operating activities, capital and related financing
activities, non-capital financing activities, and investing activities. These statements are prepared using
the direct method, which reports gross cash receipts and payments, and presents a reconciliation of
operating income to net cash provided by operating activities.



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Management’s Discussion and Analysis
December 31, 2017 and 2016
(Unaudited)

Assets and Deferred Outflows of

Resources
2017 2016 2015
Utility plant, net $ 471,655,378 $ 488,391,374 $ 501,576,785
Non-current investments 84,505,399 79,653,572 75,498,496
Other assets 126,450,593 127,937,886 125,761,477
Current assets 93,838,163 101,602,745 117,252,180
Total assets 776,449,533 797,585,577 820,088,938
Deferred outflows of resources 25,323,200 29,264,498 36,292,734
Total assets and deferred
outflows of resources 801,772,733 826,850,075 856,381,672
Liabilities, Deferred Inflows of
Resources and Net Position
Long-term debt, net $ 683685038 $ 711,286,667 $ 735,704,659
Current portion of long-term debt 25,154,358 23,909,678 22,877,620
Other current liabilities 40,582,553 37,488,405 42,703,804
Other non-current liabilities 4,611,810 6,750,147 8,620,954
Total liabilities 754,033,759 779,434,897 809,907,037
Deferred inflows of resources 12,551,850 13,155,239 12,517,032
Net position
Net investment in capital assets (27,957,713) (28,437,780) (33,885,251)
Restricted 33,630,641 32,652,648 34,491,627
Unrestricted 29,514,225 30,045,071 33,351,227
Total net position 35,187,153 34,259,939 33,957,603
Total liabilities, deferred inflows of
resources and net position $_ 801,772,733 $_ 826,850,075 $_ 856,381,672



Oklahoma Municipal Power Authority
A Component Unit of the State of Oklahoma
Management’s Discussion and Analysis
December 31, 2017 and 2016
(Unaudited)

Revenues, Expenses and Changes
in Net Position

Operating revenues

2017

2016

2015

System $ 172,009,203 $ 162,376,074 $ 160,145,750
Off-system 15,600,902 22,407,913 23,804,731
Non-operating revenues
Investment income 1,127,938 2,164,357 1,710,054
Other revenue 48,283 37,440 8,621
Lease revenue 2,272,055 2,399,112 2,518,978
Deferred revenues (costs) (1,700,576) 1,305,138 (176,469)
Total revenues 189,357,805 190,690,034 188,011,665
Operating expenses 156,192,297 156,618,344 154,296,176
Non-operating expenses
Interest expense, net 31,153,255 30,569,071 29,486,397
Amortization 1,249,697 1,721,996 2,768,784
(Increase)/decrease in fair value of
investments (164,658) 1,478,287 (496,514)
Total expenses 188,430,591 189,987,832 186,054,843
Net increase in net position $ 927,214 $ 302,336 % 1,956,822

Financial Highlights

OMPA experienced a decline in both peak demand and energy use in 2017. Peak demand declined in
2017 with coincident system peak demand of 709 MW compared to 734 MW in 2016. Authority
supplied energy decreased in 2017 approximately 4% to 2,444 GWH from 2,547 GWH in 2016. A much
cooler than normal August in 2017 as well as a cooler than normal June and September were the main
cause of the decline in demand and energy. Despite the decline in demand and energy, billings to cities
increased by approximately 6%. OMPA changed its rate design in 2017 so that demand charges are based
on actual demand in the previous summer. This ensures full collection of all the revenue requirement for
budgeted demand costs and are not affected by changes in actual demand in the current year.
Consequently, charges per KWH to full requirements cities increased in 2017 to an average of 6.73 cents
per KWH from 6.27 cents per KWH in 2016.

Off-system or market sales declined by 30% in 2017. The decline is attributable to an outage for
upgrades to one of the natural gas units that is normally one of the units with the most generation. Also,
sales in the ERCOT market declined substantially due to lower generation in a coal fired unit caused by
low ERCOT market prices.



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Management’s Discussion and Analysis
December 31, 2017 and 2016
(Unaudited)

The adjustment of investments to fair value had a favorable impact in 2017 of $164,658 compared to a
unfavorable adjustments of $1,478,287 and $496,514 in 2016 and 2015, respectively. However, the
Authority typically holds all investments until maturity, so the fair value gains and losses during the term
of the investments are not normally realized.

On October 5, 2016, The Authority issued $124,315,000 of Series 2016A Power Supply System Revenue
Refunding Bonds. The 2016 series bonds carry a fixed interest rate of 2.25% to 5.00% and are due
January 2028 through 2047. The proceeds were used to refund all of the Authority’s Series 2007A Bonds.

Net costs recoverable in future years represent the amount by which depreciation/amortization either
exceeds or is less than principal repayment on debt. The Authority sets rates to cities on a cash basis
utilizing essentially level debt service, and the deferred costs allow the Authority to convert from cash-
based rates to accrual accounting. Principal repayment on debt exceeded depreciation /amortization
resulting in a decrease to net position of $1,700,576 in 2017, an increase of net position of $1,305,138 in
2016, and a decrease to net position of $176,469 in 2015.

Utility Plant and Debt Administration

Utility Plant

Net utility plant decreased $16,736,000 and $13,185,000 in 2017 and 2016, respectively. At December
31, 2017, generation plant in service, including fuel reserves, totaled $409.8 million, net of depreciation.
Electric plant consisted of generation plant in the amount of $406.9 million that represents ownership in
162 megawatts of undivided ownership in plants in Texas, Louisiana and Arkansas, 110 megawatts of the
undivided ownership in the McClain plant, 156 megawatts of undivided ownership in the Redbud plant,
plus 240 megawatts of generating plant owned and operated by the Authority in Oklahoma. Electric plant
also includes lignite reserves that totaled $3 million at year end 2016.

The Authority also has $17.5 million of general plant, net of depreciation, consisting of substation
facilities, a small amount of transmission lines, and the OMPA headquarters building.

Debt Administration

Revenue bonds outstanding at year end 2017 were $645.1 million, including the current portion of debt
paid January 2, 2018. This amount excludes the FPL Wind Energy note of approximately $35.6 million
that is secured by lease revenues from FPL Wind Energy. The revenue bonds outstanding in 2016 and
2015 were $667 million and $699 million, respectively. The current portion of revenue bonds payable at
year end 2017, in the amount of $22.8 million, was paid in January 2018.



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Management’s Discussion and Analysis
December 31, 2017 and 2016
(Unaudited)

Southwest Power Pool Integrated Marketplace

On March 1%, 2014, the Southwest Power Pool (SPP) launched the Integrated Marketplace. SPP became
the central authority, administering day ahead energy and operating reserves products across the entire
market footprint. The Integrated Marketplace also includes financial products for transmission
congestion hedging. OMPA staff was well prepared during the market start, and the launch was a
success. This was a significant change from the SPP Energy Imbalance Service market that OMPA
operated in since 2007. As expected, when the Integrated Market launched, physical bi-lateral energy
trading in SPP was significantly reduced. The Integrated Marketplace schedules generating resources
from all market participants in order to achieve the most economic resource mix. In the current low gas
price environment, the Authority has benefited from its mix of high efficiency gas generation. The net
benefit from market participation was $12.5 million, $20.4 million and $22.6 million in 2017, 2016 and
2015, respectively.

Contacting the Authority’s Financial Management

Questions about this report or requests for additional financial information can be directed to:

OMPA
Manager of Accounting Services
P.O. Box 1960
Edmond, Oklahoma 73083-1960



Oklahoma Municipal Power Authority
A Component Unit of the State of Oklahoma

Statements of Net Position

As Of And For The Years Ended December 31, 2017 and 2016

Assets and Deferred Outflows of Resources

Utility Plant, at Cost
Utility plant in service
Less accumulated depreciation

Construction in progress
Intangible plant assets, net
Leased electric plant, net

Non-current Restricted Investments
Non-current Investments

Other Assets
Unamortized organization costs and other assets
Net costs recoverable in future years
Other non-current assets

Total non-current assets

Current Assets
Cash and cash equivalents
Investments
Interest receivable
Accounts receivable
Inventory
Other current assets
Restricted cash and cash equivalents
Restricted investments
Restricted interest receivable

Total current assets
Total assets

Deferred Outflow of Resources
Accumulated decrease in fair value of hedging derivatives
Amounts relating to pensions
Unamortized loss on advance refunding of bonds

Total assets and deferred outflows of resources

See Notes to Financial Statements

2017

2016

$ 740,863,466 $ 732,811,008

(313,541,407) (290,242,710)
427,322,059 442,568,298
4,314,270 3,476,028
4,396,147 4,479,468
35,622,902 37,867,580
471,655,378 488,391,374
60,436,723 52,617,377
24,068,676 27,036,195
427,097 512,517
113,029,833 115,785,364
12,993,663 11,640,005
126,450,593 127,937,886
682,611,370 695,982,832
9,594,240 5,180,630
6,977,990 ---
125,708 345,763
15,001,011 22,279,000
6,281,767 7,908,259
979,260 603,252
35,853,408 42,329,624
18,714,283 22,024,800
310,496 931,417
93,838,163 101,602,745
776,449,533 797,585,577
5,195,459 4,712,534
1,271,075 3,099,463
18,856,666 21,452,501
801,772,733 826,850,075
9



Liabilities, Deferred Inflows of Resources
and Net Position

Long-term Liabilities
Revenue bonds payable
Less unamortized net premium/(discount)

Note payable

Net pension liability
Non-current derivative liability

Total long-term liabilities

Current Liabilities
Accounts payable
Accrued expenses
Interest payable
Current portion of long-term debt
Current portion of note payable
Current derivative liability

Total current liabilities
Total liabilities

Deferred Inflow of Resources
Amounts relating to pensions
Unearned revenue — rate stabilization

Net Position
Net investment in capital assets
Restricted — expendable for
Debt service
Capital acquisitions
Specific operating activities
Unrestricted

Total net position

Total liabilities, deferred inflow of resources and net

position

See Notes to Financial Statements

2017

2016

$ 622,345,000

$ 645,120,000

28,096,494 30,543,765
650,441,494 675,663,765
33,243,544 35,622,902
683,685,038 711,286,667
1,723,775 3,081,110
2,888,035 3,669,037
688,296,848 718,036,814
16,436,712 14,774,673
7,452,539 8,148,418
14,385,878 13,521,817
22,775,000 21,665,000
2,379,358 2,244,678
2,307,424 1,043,497
65,736,911 61,398,083
754,033,759 779,434,897
308,260 1,088,063
12,243,560 12,067,176
(27,957,713) (28,437,780)
23,019,699 22,571,270
235,663 123,612
10,375,279 9,957,766
29,514,225 30,045,071
35,187,153 34,259,939
$ 801772733 $_ 826,850,075
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Oklahoma Municipal Power Authority

A component Unit of the State of Oklahoma
Statements of Revenues, Expenses and Changes in Net Position
Years Ended December 31, 2017 and 2016

Operating Revenues
System
Off-system

Operating Expenses
Purchased power
Generation
Transmission
Other operating expenses
Depreciation

Operating Income

Non-operating Revenues (Expenses)
Investment income
Net increase/(decrease) in fair value of investments
Other non-operating income
Lease revenue
Amortization of organization costs
Amortization of regulatory asset - pension
Amortization of other assets

Interest and debt expense
Interest expense — revenue bonds
Build America Bond subsidy proceeds
Interest expense — other
Amortization of loss on bond refunding, discount and
bond issue costs

Net non-operating expenses

Net Deferred Revenue (Cost) Recoverable in Future Years
Increase in net position

Net Position, Beginning of Year

Net Position, End of Year

See Notes to Financial Statements

2017

2016

$ 172,009,203

$ 162,376,074

15,600,902 22,407,913
187,610,105 184,783,987
34,143,495 31,684,283
65,768,203 70,846,064
23,979,538 19,760,074
8,380,286 9,242,582
23,920,775 25,085,341
156,192,297 156,618,344
31,417,808 28,165,643
1,127,938 2,164,357
164,658 (1,478,287)
48,283 37,440
2,272,055 2,399,112
(85,420) (85,420)
(308,750) (151,520)
(370.,858) (411,042)
2,847,906 2,474,640
(30,344,874) (29,632,063)
1,463,674 1,462,104
(2,272,055) (2,399,112)
(484,669) (1,074,014)
(31,637,924) (31,643,085)
(28,790,018) (29,168,445)
(1,700,576) 1,305,138
927,214 302,336
34,259,939 33,957,603
$_ 35187153 $ 34,259,939
11



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Statements of Cash Flows
For the Years Ended December 31, 2017 and 2016

2017 2016
Cash Flows from Operating Activities
Cash received from customers $ 195,064,478 $ 178,240,652
Cash paid to suppliers (122,706,703) (117,335,576)
Cash paid to employees (8,288,802) (7,944,038)
Net cash provided by operating activities 64,068,973 52,961,038
Cash Flows from Capital and Related Financing Activities
Proceeds from issuance of bonds — 124,315,000
Payment on bonds refunded — (135,375,000)
Payment of bond issue costs — (831,778)
Bond issuance premium — 11,509,990
Capital expenditures for utility plant (9,046,900) (15,089,136)
Interest paid on long-term debt (29,480,813) (31,858,959)
BAB subsidies received 1,463,674 1,462,104
Principal payments on long-term debt (21,665,000) (20,760,000)
Net cash provided by/(used in) capital and related financing
activities (58,729,039) (66,627,779)
Cash Flows from Investing Activities
Proceeds from sales and maturities of investments 62,155,001 160,244,776
Purchases of investments (70,509,642) (164,283,003)
Loan receivable receipts 110,107 70,059
Payments made for loan receivables (1,175,202) —
Income received on investments 2,017,196 2,467,750
Net cash used in investing activities (7,402,540) (1,500,418)
Increase/(Decrease) in Cash and Cash Equivalents (2,062,606) (15,167,159)
Cash and Cash Equivalents, Beginning of Year 47,510,254 62,677,414
Cash and Cash Equivalents, End of Year $__ 45447648 $_ 47,510,254
Consisting of
Cash and cash equivalents $ 9,594,240 3 5,180,630
Restricted cash and cash equivalents 35,853,408 42,329,624
Total cash and cash equivalents $_ 45447648 $_ 47,510,254
See Notes to Financial Statements 12



Noncash Items from Investing and Capital and Related
Financing Activities

Change in fair value of investments
Discount accretion/premium amortization on investments

Reduction of note payable and depreciation expense on leased
electric plant

Capital expenditures for utility plant included in accounts payable

Reconciliation of Operating Income to Net Cash Provided by
Operating Activities
Operating income
Adjustments to reconcile net operating revenues to net cash
provided by operating activities
Depreciation
Amortization of other assets included in operating expenses
Unearned revenues — rate stabilization
Changes in assets and liabilities which provided/(used) cash
Accounts receivable
Inventory
Other current assets
Accounts payable and accrued expenses

Net cash provided by operating activities

See Notes to Financial Statements

2017 2016

$ 164,658 $_ (1,478,287)

$ (128,426) $ (230,498)

$ 2244678 $ 2,117,620

$ 1036862 $ 395,326
2017 2016

$ 31,417,808 $ 29,865,643
23,661,797 24,786,179
(49,772) 147,642
176,384 221,543
7,277,989 (7,614,878)
1,626,492 6,311,558
(366,351) (2,060,656)
324,626 1,304,007

$__ 64,068,973

$__ 52,961,038

13



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Notes to Financial Statements
As of and for the Years Ended December 31, 2017 and 2016

Note 1: Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

The Oklahoma Municipal Power Authority (the Authority) is a governmental agency of the state of
Oklahoma created in 1981 pursuant to the Oklahoma Municipal Power Authority Act to provide a
means of municipal electric systems in Oklahoma to jointly plan, finance, acquire and operate
electrical power supply facilities necessary to meet the electrical energy requirements of their
consumers. As an agency of the State of Oklahoma (the State), the Authority is subject to the State
of Oklahoma Council of Bond Oversight, and is bound by various state statutes related to units of
the State. The Authority’s employees are eligible to participate in the State retirement plan. The
Authority is a discretely presented component unit in the financial statements of the State of
Oklahoma.

OnJuly 1, 1985, the Authority began selling electric power to its participating municipalities under
Power Sales Contracts. The Power Sales Contracts have a primary term through December 31,
2027. In 2005, Amendment No. 1 to the Power Sales Contract was executed by the Authority and
members representing over 99% of the Authority’s load. Amendment No. 1 provides for a rolling
15-year notice of termination of the Power Sales Contract by either the Authority or the
participating municipalities commencing in 2013. No participating municipality has given a notice
of termination and neither has the Authority. Under the Power Sales Contract, either the
participating municipality or the Authority may limit the power and energy to be purchased or
provided. The Authority has not elected to limit its obligation to provide power and energy under
the Power Sales Contracts, nor have any of the participating municipalities elected to limit their
obligation to purchase full requirements power from the Authority.

The Authority has a 100% ownership interest in a 64 megawatts (MW) gas fired combined cycle
generating facility, a 42 MW simple cycle gas fired generating facility, a 104 MW simple cycle gas
fired generating facility, and a 29 MW hydroelectric generating facility. All of these facilities are
located in or near Ponca City, Oklahoma.

The Authority also has joint ownership of 23%, 13%, 11.72%, 6.67%, 3.906% and 2.344% in six
other generating facilities, having total generating capacities of 478 MW, 1,200 MW, 690 MW,
650MW, 650 MW and 650 MW, respectively. All of the joint ownership facilities are operated by
other entities. The Authority has also entered into certain power purchase and transmission
arrangements in order to supplement generating capacity owned by the Authority and to provide
for the transmission of the Authority’s power and energy to the participating municipalities.

The Authority bills participants and other power purchasers monthly for power used. The terms
generally require payment within 20 days of the billing date. The Authority does not require
participants to collateralize the obligation related to power billed.

14



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Notes to Financial Statements
As of and for the Years Ended December 31, 2017 and 2016

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America, requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

System of Accounts and Basis of Accounting

The Authority’s accounts are maintained in accordance with the Uniform System of Accounts of
the Federal Energy Regulatory Commission, as required by the Power Sales Contracts with the
participating municipalities, and in conformity with accounting principles generally accepted in the
United States of America using the accrual basis of accounting, including the application of
regulatory accounting as described in Governmental Accounting Standards Board (GASB)
Statement No. 62 - Codification of Accounting and Financial Reporting Guidance Contained in
Pre-November 30, 1989 FASB and AICPA Pronouncements.

The Authority considers electric revenues and costs that are directly related to the generation,
purchase, transmission and distribution of electricity to be operating revenues and expenses.
Revenues and expenses related to financing and other activities are reflected as non-operating.

In 2015, GASB issued Statement No. 72 — Fair Value Measurements and Application. The
statement addresses accounting and financial reporting issues to fair value measurements. It defines
fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The standard was
implemented January 1, 2016.

Utility Plant and Depreciation

Utility plant is recorded at cost, including capitalized net interest cost on borrowed funds used for
construction of utility plant. Capitalized net interest cost on borrowed funds includes amortization
of bond discounts and bond premiums, interest expense and interest income. The Authority
capitalized $0 and $2,493,510 of interest in 2017 and 2016, respectively.

Depreciation of generating facilities in which the Authority holds an undivided ownership interest
is calculated on a straight-line basis using a group-composite method over the expected services’
lives, which range from 20 to 45 years. Depreciation of other utility plant is calculated on a
straight-line basis using the estimated useful lives of the depreciable property, which range from
three to 10 years. A half year convention is generally used for all assets when placed in service,
except in instances where specific assumptions have been made for rate making purposes.
Retirements together with removal costs, less salvage value, are charged to accumulated
depreciation based upon average unit cost.

The cost of major replacements of property is capitalized to utility plant accounts. The cost of
maintenance, repairs and replacements of minor items of property is expensed as incurred.

15



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Notes to Financial Statements
As of and for the Years Ended December 31, 2017 and 2016

The Authority has implemented GASB Statement No. 51, Financial Reporting for Intangible
Assets (Statement 51). Statement 51 requires that all intangible assets not specifically excluded by
its scope be classified as capital assets. Intangible assets are amortized using the straight line
method over a period of 5 to 40 years.

Cash Equivalents

For the purpose of the statement of cash flow, cash and cash equivalents have original maturities of
three months or less from the date of acquisition. The Authority considers investments in
government security money market funds to be cash equivalents.

Investments and Investment Income

Investments are stated at fair value, which is the amount at which an investment could be
exchanged in a current transaction between willing parties. Fair values are based on methods and
inputs as outlined in Note 2. No Investments are reported at amortized cost. Investment income and
net increase or decrease in fair market value of investments are presented in the Statement of
Revenues, Expenses and Changes in Net Position.

Accounts Receivable

Accounts receivable are stated at the amount billed plus any accrued and unpaid interest. Accounts
receivable are ordinarily due 20 days from the billing date. Accounts that are unpaid after the due
date bear interest at a local bank’s prime rate per month. The Authority does not consider an
allowance for uncollectible accounts necessary. Its customers are municipalities and historically
receivables have been collectible.

Inventory Pricing

Inventory consists of fuel stock and is stated at weighted average cost.

Letter of Credit

The Authority holds transmission credit rights, which are financial obligations, issued by
Southwest Power Pool (SPP) designed to mitigate variability in transmission costs by equalizing
the difference in two locational marginal pricing points along the electric grid through a payment.
SPP requires the posting of collateral to secure these obligations. The Authority has secured a letter
of credit in the amount of $1.5 million from the Bank of Oklahoma to satisfy this collateral
requirement. At December 31, 2017, the collateral requirement with SPP was $1,190,449. At
December 31, 2016, there was no collateral required by SPP.

Organization Costs

Development activity costs incurred by the Authority through June 30, 1985, are included in
organization costs. Such costs are being amortized on a straight-line basis over 37 years in
accordance with the Authority’s rate-making policy.
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Net Costs Recoverable in Future Years

The Power Sales Contracts with the participating municipalities provide for billings to those
municipalities for output and services of the generating facilities, for payment of current operating
and maintenance expenses (excluding depreciation and amortization), for payment of scheduled
debt principal and interest, and for deposits in certain funds, all in compliance with the bond
resolutions. Net deferred costs recoverable in future years represent the amount by which
depreciation/amortization exceeds principal repayment on debt. The Authority sets rates to cities
on a cash basis utilizing essentially level debt service, and the deferred costs allow the Authority to
convert from cash-based rates to accrual accounting. Net deferred cost will become a reduction in
net income at such future time as the principal repayment exceeds depreciation and amortization.
Annual budgets and changes in power rates are approved by the Authority’s Board of Directors.
During 2017 and 2016, billings to participating municipalities under Power Sales Contracts were
$168,654,844 and $163,761,720, respectively.

Costs recoverable in future periods also includes a regulatory asset related to the pension plan. The
regulatory asset totaled $886,484 and $1,069,710 at December 31, 2017 and 2016, respectively.

Other Non-current Assets

Loans Receivables

The Authority has established a policy whereby customers can borrow funds to finance
improvements to their municipal electric systems. All lending is approved by the Authority’s Board
and is generally limited to 30% of the customers pervious 12 month billing from the Authority. The
loans are classified as other assets on the Authority’s balance sheet. Loans receivables from cities
totaled $1,602,103 and $537,008 at December 31, 2017 and 2016, respectively.

Deferred Outflows of Resources

A deferred outflow of resources represents a consumption of net position that applies to a future
period and will not be recognized as an outflow of resources (expense) until that future time.

Unamortized Loss on Advance Refundings

Financing costs incurred in connection with the issuance of Power Supply System Revenue Bonds
and losses on advance refundings of previous bonds have been deferred. These amounts are being
amortized over the life of the respective bonds in accordance with the Authority’s rate-making
policy.
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Derivative Financial Instruments

The Authority has implemented GASB Statement No. 53 Accounting and Financial Reporting for
Derivative Instruments (Statement 53). Statement 53 addresses the recognition, measurement, and
disclosure of information regarding derivative instruments entered into by state and local
governments. The Authority has entered into an interest rate swap (Note 8) to synthetically cap the
effects of the short-term fluctuations in the variable interest rates. The contract requires the
Authority to pay a fixed rate and receive a variable price based upon indices. This transaction
meets the requirements of Statement No. 53. Realized gains or losses on the interest rate swap are
recorded as either a reduction of or an addition to interest expense.

The Authority uses commodity price swap contracts (Note 9) to hedge the effects of fluctuations in
the prices for natural gas during the Authority’s peak sales periods. The contracts require the
Authority to pay a fixed price for natural gas and receive a variable price based upon common
indices. These transactions meet the requirements of Statement No. 53. Realized gains and losses
on commodity swap contracts are recorded as either a reduction of or addition to fuel cost.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred
inflows of resources related to pensions, and pension expense, information about the fiduciary net
position of the Oklahoma Public Employees Retirement System (OPERS) and additions
to/deductions from OPERS fiduciary net position have been determined on the same basis as they
are reported by OPERS. For this purpose, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with the benefit terms,
investments are reported at fair value.

Compensated Absences

Under terms of employment, employees are granted vacation and sick leave in varying amounts
based on years of service. Only benefits considered vested are disclosed in these statements. Vested
vacation leave is accrued when earned in the financial statements. The liability is liquidated from
the general operating revenue of the Authority.

Long-Term Obligations

Long-term debt and other obligations are reported as Authority liabilities. Bond premiums and
discounts, are amortized over the life of the bonds using the effective-interest method. Gains or
losses on prior refundings are amortized over the remaining life of the old debt or the life of the
new debt, whichever is shorter. The balance at year end for premiums and discounts is shown as an
increase or decrease in the liability section of the statement of net position. The balance at year end
for the loss on refunding is shown as a deferred outflow in the statement of net position.
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Deferred Inflows of Resources

A deferred inflow of resources represents an acquisition of net position that applies to a future
period and therefore will not be recognized as an inflow of resources (revenue) until that future
time.

Unearned Revenues — Rate Stabilization

The Authority designs its electric service rates to recover costs, as defined above, of providing
power supply services. In order to minimize possible future rate increases, each year the Authority
determines a rate stabilization amount to be charged or credited to revenues. There were rate
stabilization contributions of $176,384 and $1,071,543 in 2017 and 2016, respectively. These
amounts are reflected as increases or decreases in unearned revenues — rate stabilization in the
accompanying statements of net position. Rate stabilization deferrals or withdrawals are approved
by the Board of Directors through the budget approval process.

Net Position

Net position of the Authority is classified in three components. Net investment in capital assets,
consists of capital assets, net of accumulated depreciation, and reduced by the outstanding balances
of borrowings used to finance the purchase or construction of those assets. Restricted assets are
non-capital assets that must be used for a particular purpose as specified by creditors, grantors or
donors external to the Authority, including amounts deposited with trustees as required by bond
indentures, reduced by the outstanding balances of any related borrowings. Unrestricted assets are
remaining assets less remaining liabilities that do not meet the definition of net investment in
capital assets or restricted assets. When both restricted and unrestricted resources are available for
use for the same purpose, it is the Authority’s policy to use unrestricted resources first, then
restricted resources as they are needed.

Risk Management

The Authority manages its risks through coverages provided by private insurers for workers’
compensation, employee dishonesty and boiler/machinery and other property risks by the State of
Oklahoma’s Risk Management Administration for automobile and tort liabilities. Settled claims

have not exceeded reserves in the last three years. There were no significant reductions in coverage
compared to prior year.

Income Taxes
The Authority is exempt from Federal income taxes, as it is a political subdivision of the State.

The Authority is exempt from Oklahoma state income taxes as provided under the Municipal
Power Authority Act.
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Major Customers

The Authority currently serves 42 municipalities in Oklahoma and three partial requirements
customers. Six full requirements customers accounted for approximately 69% and 67% of the
Authority’s operating revenues (two of which accounted for 50 % and 49% of the Authority’s
operating revenues) for the years ended December 31, 2017 and 2016, respectively.

Effect of New Accounting Standards on Current Period Financial Statements

GASB has approved GASB No. 74, Financial Reporting for Postemployment Benefit Plans Other
Than Pension Plans, Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions, Statement No. 83, Certain Asset Retirement Obligations, Statement
No. 84, Fiduciary Activities, Statement No. 85, Omnibus 2017, Statement No. 86, Certain Debt
Extinguishment Issues, and Statement No. 87, Leases. When they become effective, application of
these standards may restate portions of these financial statements.

Comparative Data

Certain amounts presented in the prior year have been reclassified in order to be consistent with the
current year's presentation.
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Note 2. Deposits, Investments and Investment Income

Summary of Carrying Values

The carrying values of deposits and investments shown above are included in the Statements of Net

Position as follows:

2017 2016
Carrying value
Deposits $ 1,414,087 $ 2,146,020
Investments 154,231,233 147,042,606
$_155,645,320 $_149,188,626
Included in the following Statement of Net Position
captions:
Cash and cash equivalents $ 9,594,240 $ 5,180,630
Investments — current 6,977,990 —
Non-current investments 24,068,676 27,036,195
Restricted cash and cash equivalents 35,853,408 42,329,624
Restricted investments — current 18,714,283 22,024,800
Non-current restricted investments 60,436,723 52,617,377

$_155,645,320

The Authority further classifies these deposits and investments as follows:

Operating and maintenance funds $ 40,640,907
Debt service funds 37,095,081
Debt service reserve funds 55,770,974
Construction funds 22,138,358

$_155,645,320

Deposits

$_149,188,626

$

32,216,826
35,198,641
55,455,541

26,317,618

$_149,188,626

Custodial credit risk is the risk that in the event of a bank failure, a government’s deposits may not
be returned to it. The Authority’s deposit policy for custodial credit risk requires compliance with

the provisions of state law.

State law requires collateralization of all deposits with federal depository insurance; bonds and
city, county, school district or special road district of the State; bonds of any state; or a surety bond

having an aggregate value at least equal to the amount of the deposits.
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None of the Authority’s bank balances of $1,840,759 and $2,414,265 were exposed to custodial
credit risk at December 31, 2017 and 2016, respectively.

The Authority has collateral in the form of a line of credit with FHLBank of Topeka for $1 million
as of December 31, 2017 and 2016, respectively.

Investments

The management of investments is under the custody of the Authority’s management. Investing is
performed in accordance with the formally adopted investment policies of the Authority. The
funds may be invested in (1) direct obligations of the United States government of which the full
faith and credit of the United States government is pledged; (2) certificates of deposit at savings
and loan associations and banks, which are federally insured or when the funds are secured by
acceptable collateral; (3) savings accounts at savings and loan associations and banks, to the extent
they are fully federally insured; (4) any bonds or other obligations guaranteed by any agency or
corporation that has been created pursuant to an Act of Congress as an agency or instrumentality of
the United States of America; (5) bonds, notes or other evidences of the indebtedness issued or
guaranteed by any corporation which are, at the time of purchase, rated by two nationally
recognized rating agencies in their highest rating category; (6) repurchase agreements secured by 1
or 4 above provided collateral is kept safe by a representative of the Authority; and (7) interests in
portfolios of money market instruments containing obligations described above. Any un-invested
funds shall be deposited in a bank or banks within Oklahoma that are approved and designated by
the Board of Directors of the Authority. The management of investments in the bond funds is
performed in accordance with applicable bond indentures.

Investments are stated at fair value, which is the amount at which an investment could be
exchanged in a current transaction between willing parties. Fair values are based on methods and
inputs as outlined below. No investments are reported at amortized cost. Adjustments necessary to
record investments at fair value are recorded in the operating statement as increases or decreases in
investment income. Market values may have changed significantly after year end.
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At December 31, 2017 and 2016, the Authority had the following investments and maturities:

December 31, 2017

Maturities in Years

Less More
Type Fair Value Than 1 Than 10
U.S. agencies obligations ~ $ 110,197,672 $ 25,692,272 $ 40,809,496 $ 31,886,195 $ 11,809,709
Money market funds 44,033,561 44,033,561 —
$.154,231,233 $_ 69,725,833 $.40,809,496 $ 31,886,195 $.11,809,709
December 31, 2016
Maturities in Years
Less More
Type Fair Value Than 1 Than 10
U.S. agencies obligations $ 101,678,372 $ 22,024,800 $ 33,642,397 $ 32,333,101 $ 13,678,074
Money market funds 45,364,254 45,364,254 —
$.147,042,626 $_ 67,389,054 $.33,642,397 $.32,333,101 $.13,678.074

Interest Rate Risk — As a means of limiting its exposure to fair value losses arising from rising

interest rates, the Authority’s investment policy limits investments of operating and

maintenance funds with a term beyond five years to a total of $11 million, with $4 million of
this amount invested at 10 years or less. The debt service reserve accounts may be invested
beyond 10 years provided the yield is adequate. The money market mutual funds are presented
as an investment with a maturity of less than one year because they are redeemable in full
immediately. The Authority’s was in compliance with this policy at December 31, 2017 and

2016.

23



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Notes to Financial Statements
As of and for the Years Ended December 31, 2017 and 2016

Credit Risk — Credit risk is the risk that the issuer or other counterparty to an investment will
not fulfill its obligations. The various bond indentures limit the types of investments the
Authority may invest in and the related credit risk of those investments. At December 31, 2017,
the Authority’s investments in U.S. agencies obligations not directly guaranteed by the U.S.
government were rated as follows:

Investment Moody’s S&P Fitches
U.S. agency securities not directly
guaranteed by the U.S. government Aaa AA+ AAA
Money market mutual funds Aaa AAAM AAAMmMF

At December 31, 2016, the Authority’s investments in U.S. agencies obligations not directly
guaranteed by the U.S. government were rated as follows:

Investment Moody’s S&P Fitches
U.S. agency securities not directly
guaranteed by the U.S. government Aaa AA+ AAA
Money market mutual funds Aaa AAAM AAAmMmMf

Custodial Credit Risk — For an investment, custodial credit risk is the risk that, in the event of
the failure of the counterparty, the Authority will not be able to recover the value of its
investment or collateral securities that are in the possession of an outside party. All of the
underlying securities for the Authority’s investments at December 31, 2017 and 2016 are held
by the counterparties in the Authority’s name.

Concentration of Credit Risk — The Authority places no limit on the amount that may be
invested in any one issuer. At December 31, 2017, the Authority’s investment in agency
obligations of Federal National Mortgage Association, Federal Home Loan Bank, Federal Farm
Credit Bank, and Federal Home Loan Mortgage Corporation constituted 12.68%, 22.35%,
21.94% and 8.34%, respectively, of its total investments. At December 31, 2016, the
Authority’s investment in agency obligations of Federal National Mortgage Association,
Federal Home Loan Bank, Federal Farm Credit Bank, and Federal Home Loan Mortgage
Corporation constituted 13.29%, 22.09%, 21.57% and 10.84%, respectively, of its total
investments.

Fair Value

The Authority categorizes its fair value measurements within the fair value hierarchy
established by generally accepted accounting principles. The hierarchy is based on the valuation
inputs used to measure the fair value of the asset. Level 1 inputs are quoted prices in active
markets for identical assets; Level 2 inputs are significant other observable inputs; Level 3 are
significant unobservable inputs.
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The valuation methods for fair value measurement for 2017 are as follows:

Investment Level 1 Level 2 Level 3
U.S. agency securities $110,197,672 $ $---
Money Market Funds 44,033,561
Interest Rate Swaps (3,201,354)
Natural Gas Hedges (1,994,105)

The valuation methods for fair value measurement for 2016 are as follows:

Investment Level 1 Level 2 Level 3
U.S. agency securities $101,678,372 $ $---
Money Market Funds 45,364,254
Interest Rate Swaps (4,408,636)
Natural Gas Swaps (303,899)

U.S. agency securities and money market funds are values using matrix pricing techniques,
interest rate swaps are valued using an option adjusted discounted cash flow model, and gas
swaps are valued with quoted market prices.
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Note 3:  Electric Utility Plant

Electric utility plant assets activity for the years ended December 31, 2017 and 2016 were:

2017
January 1 Additions Retirements December 31
Non-depreciable plant
Construction work in progress ~ $ 3,476,028 3,167,172 $ (2,328,930) $ 4,314,270
Depreciable plant
General plant 29,629,540 1,055,135 (184,556) 30,500,119
Generation plant 700,174,356 7,264,474 (15,400) 707,423,430
Fuel reserves, net 3,007,112 (24,827) (42,369) 2,939,916
Intangible assets 8,226,711 741,204 — 8,967,915
Leased electric plant 57,739,000 — — 57,739,000
Total depreciable plant 798,776,719 9,035,986 (242,326) 807,570,380
Total electric utility plant 802,252,747 12,203,158 (2,571,256) 811,884,650
Less accumulated depreciation for
General plant (11,986,205) (1,172,844) 182,967 (12,976,082)
Generation plant (278,256,505) (22,353,070) 44,249 (300,565,326)
Intangible assets (3,747,243) (824,526) — (4,571,769)
Leased electric plant (19,871,420) (2,244,678) — (22,116,098)
Total accumulated depreciation (313,861,373) (26,595,118) 227,217 (340,229,275)
Electric utility plant, net $__ 488,391,374 $_ (14,391,960) $ (2,344,039) $__ 471,655,375
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2016
January 1 Additions Retirements December 31
Non-depreciable plant
Construction work in progress $ 18,041,341 $ 3,343,799 $_ (17,909,112) $ 3,476,028
Depreciable plant
General plant 28,364,165 1,265,375 — 29,629,540
Generation plant 673,065,270 27,109,086 — 700,174,356
Fuel reserves, net 2,949,069 58,043 — 3,007,112
Intangible Assets 7,633,873 592,838 — 8,226,711
Leased electric plant 57,739,000 — — 57,739,000
Total depreciable plant 769,751,377 29,025,342 — 798,776,719
Total electric utility plant 787,792,718 32,369,141 (17,909,112) 802,252,747
Less accumulated depreciation for
General plant (10,891,777) (1,094,428) — (11,986,205)
Generation plant (254,659,819) (23,604,878) 8,192 (278,256,505)
Intangible Assets (2,910,537) (836,706) — (3,747,243)
Leased electric plant (17,753,800) (2,117,620) — (19,871,420)
Total accumulated depreciation (286,215,933) (27,653,632) 8,192 (313,861,373)
Electric utility plant, net $ 501,576,785 $ 4715509 $  (17,900,920) $_ 488,391,374

The following reconciles depreciation expense as reported above to the statements of revenues,
expenses and changes in net position:

2017 2016
Depreciation expense, as reported above $ 26,595,118 $ 27,653,633
Reduction of note payable and depreciation expense

on leased electric plant (2,244,678) (2,117,620)

Amortization of intangible assets (429,665) (450,672)
Depreciation expense as reported in the
statements of revenues, expenses and

changes in net position $_ 23920,775 $_ 25,085,341
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Note 4: Long-term Liabilities

Long-term liability activity for the years ended December 31, 2017 and 2016, are as follows:

2017

Amounts Due

Payments or Within One
January 1 Additions Amortization December 31 Year

Revenue bonds payable $ 666,785,000 — $(21,665,000) $645,120,000 $ 22,775,000
Less unamortized net (discount)/premium 30,543,765 — (2,447,271) 28,096,494 —
Total revenue bonds payable 697,328,765 — (24,112,271) 673,216,494 22,775,000

Note payable 37,867,580 — (2,244,678) 35,622,902 2,379,358
Net pension liability 3,081,110 — (1,357,335) 1,723,775 —
Derivative liabilities 4,712,534 482,925 — 5,195,459 2,307,424
Total long-term liabilities $_742,989,989 $ 482,925 $ (27,714,284) $_ 715,758,630 $ 27,461,782

2016

Amounts Due

Payments or Within One

January 1 Additions Amortization December 31 Year

Revenue bonds payable $698,605,000 $124,315,000 $(156,135,000) $666,785,000 $ 21,665,000
Less unamortized net (discount)/premium 19,992,079 12,637,698 (2,086,012) 30,543,765 —
Total revenue bonds payable 718,597,079 136,952,698 (158,221,012) 697,328,765 21,665,000

Note payable 39,985,200 — (2,117,620) 37,867,580 2,244,678
Net pension liability 1,094,248 1,986,862 — 3,081,110 —
Derivative liabilities 12,940,288 — (8,227,754) 4,712,534 1,043,497
Total long-term liabilities $ 772,616,815 $ 138,939,560 $(168,566,386) $ 742,989,989 $ 24,953,175
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Revenue Bonds Payable

The Authority has issued Power Supply System Revenue Bonds to finance portions of its
acquisition and construction activities and establish bond reserve investments.

Revenue bonds outstanding at December 31, 2017 and 2016, are as follows:

Power Supply System Revenue Bonds, Series 1992B, 4.65%
to 6.00%, due January 1, 1997 to January 1, 2024

Power Supply System Revenue Bonds, Series 2005A, Variable
Rate Demand Obligations (1.71% and 0.72% at December 31,
2017 and 2016, respectively), due January 1, 2007 to January
1, 2023

Power Supply System Revenue Bonds, Series 2008A, 5.00%
to 6.00%, due January 1, 2015 to January 1, 2038

Power Supply System Revenue Bonds, Series 2010A, 2.00%
to 5.00%, due January 1, 2011 to January 1, 2028

Power Supply System Revenue Bonds, Series 2010B, 6.31%
to 6.44%, due January 1, 2039 to January 1, 2045

Power Supply System Revenue Bonds, Series 2013A, 3.125%
to 4.00%, due January 1, 2028 to January 1, 2047

Power Supply System Revenue Bonds, Series 2013B, 3.625%
to 5.00%, due January 1, 2024 to January 1, 2030

Power Supply System Revenue Refunding Bonds, Series

2014A, 3.00% to 5.00%, due January 1, 2019 to January 1, 2038

Power Supply System Revenue Refunding Bonds, Series 2014B,
3.00% to 5.00%, due January 1, 2021 to January 1, 2027

Power Supply System Revenue Refunding Bonds, Series
2016A, 2.25% to 5.00%, due January 1, 2028 to January 1,
2047

Less current portion of revenue bonds payable

Revenue bonds payable less current portion

2017 2016
43,005,000 52,720,000
28,500,000 32,400,000

3,000,000 6,000,000
80,635,000 85,685,000
70,000,000 70,000,000

132,920,000 132,920,000
39,565,000 39,565,000
88,740,000 88,740,000
34,440,000 34,440,000

124,315,000 124,315,000
645,120,000 666,785,000
22,775,000 21,665,000

$ 622,345,000 $_645,120,000
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Principal and interest payments of revenue bonds (assuming a 5.80% on the 2005A bonds) for the
years ending after December 31, 2017, are as follows:

Year Ending December 31, Principal Interest Total
2018 $ 22,775,000 $ 28,768,584 $ 51,543,584
2019 22,465,000 27,509,572 49,974,572
2020 23,425,000 26,323,034 49,748,034
2021 22,685,000 25,084,172 47,769,172
2022 23,890,000 23,932,972 47,822,972
2023 — 2027 111,040,000 101,990,439 213,030,439
2028 — 2032 90,735,000 77,998,952 168,733,952
2033 — 2037 85,370,000 59,777,014 145,147,014
2038 — 2042 108,755,000 40,974,187 149,729,187
2043 — 2047 133,980,000 17,031,998 151,011,998

$_645,120,000 $_429,390,924 $1,074,510,924

The bonds are payable from, and collateralized by, a pledge of and security interest in the proceeds
of the sale of the bonds, the operating revenues of the Authority and assets in the funds established
by the respective bond resolution. Interest on all fixed rate and term rate bonds is payable
semiannually on January 1 and July 1; interest on variable rate bonds is payable on the first
business day of each month. Neither the State nor any political subdivision thereof, nor any
participating municipality which has contracted with the Authority, is obligated to pay principal or
interest on the bonds. The Authority does not have any taxing authority. Additionally, the
Authority must have approval from the State of Oklahoma Council of Bond Oversight in order to
issue bonds.

The Power Supply System Revenue Bonds, Series 1992B, Series 1994A, Series 2003B and Series
2005A were issued to advance refund previously outstanding bonds of the Authority. The
differences between the Authority’s net carrying amount of the refunded bonds and the net
proceeds of the refunding bonds were deferred and are being amortized over the terms of the
refunding bonds. The transactions resulted in a net reduction of debt service cost over the term of
the refunding bonds.
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The net proceeds of the Series 1992B and Series 1994A bonds have been irrevocably deposited
with an escrow agent and have been used to purchase direct obligations of the United States
government. The principal and interest on these obligations will be sufficient to pay the refunded
bonds at their maturity and to pay interest to such date. Upon establishment of the escrow account,
the refunded bonds are considered to be defeased and are no longer considered obligations of the
Authority. As of December 31, 2017 and 2016, the Authority’s only remaining defeased bonds are
the Series 1992A, which have a balance of $30,980,000 and $32,910,000, respectively. These
bonds are not considered to be outstanding obligations of the Authority.

On February 13, 2001, the Authority issued $45,000,000 of Power Supply System Revenue Bonds,
Series 2001A. Additionally, on February 23, 2001, the Authority issued $25,575,000 of Power
Supply System Revenue Bonds, Series 2001B. The proceeds from the 2001 bond issuances were
used by the Authority to fund the purchase of 23% undivided interest in the McClain generating
facility located outside of Oklahoma City, Oklahoma. The Series 2001B bonds bore interest at a
variable interest rate pursuant to a weekly auction rate process until April 16, 2008, at which time
the Authority converted them to a term rate mode at an interest rate of 3.85% through December
31, 2011. The Series 2001B bonds were remarketed on January 1, 2012, the mandatory tender date,
in a private placement with Wells Fargo Bank, N.A. In November 2014, the Authority issued the
Series 2014B Power Supply System Revenue Refunding Bonds which refunded the Series 2001B
bonds.

On April 1, 2003, the Series 2003A bonds were issued in the amount of $16,100,000 to fund the
second gas turbine located in Ponca City, Oklahoma. The Series 2003A bonds bore interest at a
variable interest rate pursuant to a weekly auction rate process until April 16, 2008, at which time
the Authority converted them to a term rate mode at an interest rate of 3.875% through June 30,
2012. The Series 2003A bonds were remarketed on July 1, 2012. The bonds were remarketed in a
fixed term rate mode at an interest rate of 1.20% for a subsequent interest period ending January 3,
2015. In November 2014, the Authority issued the Series 2014B Power Supply System Revenue
Refunding Bonds which refunded the Series 2003A bonds.

The Authority issued Series 2003B Revenue Refunding Bonds on November 5, 2003, to refund the
majority of the Series 1994B bonds. The scheduled payment of principal and interest on the Series
2003B bonds are guaranteed under an insurance policy issued by Financial Security Assurance Inc.

The Authority issued Series 2005A Revenue Refunding Bonds on October 6, 2005, to refund the
outstanding balance of the Series 1990A bonds. A refunding loss of approximately $4.9 million
was recorded and will be amortized over the life of the new bond issue. The refunding provided a
present value refunding savings of approximately $3,600,000. The Series 2005A bonds bore a
variable interest rate pursuant to a weekly auction rate process until November 21, 2008, at which
time the Authority converted them to daily mode (Variable Rate Demand Obligations). The Series
2005A bonds are limited to a per annum interest rate of 14%. The Series 2005A bonds, when
issued initially in the auction rate mode, were insured by MBIA Insurance Corporation.
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The Authority issued $135,375,000 Series 2007A of Power Supply System Revenue Bonds on
March 22, 2007. The proceeds of this issue were used for the construction of the John W. Turk Jr.
power plant, the acquisition of the Redbud generating plant, construction costs of the OMPA
headquarters building and other miscellaneous projects. A portion of these funds were intended for
the construction of the Redrock generating facility, which has subsequently been cancelled. The
2007A bonds carry a fixed interest rate of 4.125% to 4.54% and are due January 2028 thru January
2047. The scheduled payment of principal and interest on the 2007A bonds are guaranteed by
Financial Guaranty Insurance Company. In October 2016, the Authority issued the Series 2016A
Power Supply System Revenue Refunding Bonds which refunded the Series 2007A bonds.

The Authority issued $99,330,000 of Series 2008A Power Supply System Revenue Bonds on
October 30, 2008. The proceeds were used for the construction of the John W. Turk Jr. power
plant, the acquisition of the Redbud generating plant, and other capital projects. The Series 2008A
bonds carry a fixed interest rate of 5.00% to 6.00% and are due January 2015 thru January 2038.
There is no bond insurance policy associated with the Series 2008A bonds.

On March 10, 2010, the Authority issued $111,260,000 of Series 2010A Power Supply Refunding
Bonds. Proceeds from this issue were used for the refunding of $89,055,000 of the Power Supply
Revenue Bonds Series 1994A, and $27,710,000 of the Power Supply Revenue Bonds Series
2001A. The Series 2010A bonds carry a fixed interest rate of 2.00% to 5.00% and are due January
2011 thru January 2028. The transaction resulted in a net refunding loss of $9,609,104, and had a
net present value savings of 6.13%.

The Authority issued $70,000,000 of Series 2010B Power Supply System Revenue Bonds
(Federally Taxable Build America Bonds — Direct Pay) on August 11, 2010. The proceeds were
used for the construction of the John W. Turk Jr. power plant and other capital projects. The Series
2010B bonds carry a fixed interest rate of 6.31% to 6.44% and are due January 2039 thru January
2045. The Authority receives a Federal subsidy equal to 33% of interest payable.

On January 31, 2013, The Authority issued $132,900,000 of Series 2013A Power Supply System
Revenue Bonds. The Series 2013A bonds carry a fixed interest rate of 3.125% to 4.000% and are
due January 2028 thru 2047. The proceeds are primarily being used for the construction of the
Charles D. Lamb Energy Center, a 103 MW simple cycle peaking plant to be located in Ponca
City, Oklahoma. Interest expense on this issue has been, and will be, capitalized from the date of
issue through July 1, 2016, in the total amount of $17,549,786. This interest will be paid out of
bond proceeds and consequently not collected in rates to participants. Interest capitalized for the
years ending December 31, 2017 and December 31, 2016 was $0 and $2,493,510, respectively.

On August 1, 2013, The Authority issued $39,565,000 of Series 2013B Power Supply System
Revenue Bonds. The Series 2013B bonds carry a fixed interest rate of 3.625% to 5.000% and are
due January 2024 thru 2030. The proceeds are primarily being used for capacity upgrades at the
McClain and Redbud plants, and to fund environmental compliance upgrades at the Authority’s co-
owned coal plants.
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On November 21, 2014, The Authority issued $88,740,000 of Series 2014A and $34,440,000 of
Series 2014B Power Supply System Revenue Refunding Bonds. The 2014 series bonds carry a
fixed interest rate of 3.000% to 5.000% and are due January 2019 through 2038. The proceeds were
used to refund $25,575,000 of the Authority’s Series 2001B Bonds, $16,100,000 of the Authority’s
Series 2003A Bonds and $87,330,000 of the Authority’s Series 2008A Bonds. The transaction
resulted in a net refunding loss of $14,262,936, and had a net present value savings of
6.11%.

On October 5, 2016, The Authority issued $124,315,000 of Series 2016A Power Supply System
Revenue Refunding Bonds. The 2016A series bonds carry a fixed interest rate of 2.25% to 5.000%
and are due January 2028 through 2047. The proceeds were used to refund $135,375,000 of the
Authority’s Series 2007A Bonds. The transaction resulted in a net refunding loss of
$2,527,805, and had a net present value savings of 14.99%.

Under the bond resolutions, the Authority has covenanted that it will establish and collect rents,
rates and charges under the Power Sales Contracts and will otherwise charge and collect rents, rates
and charges for the use or sale of the output, capacity or service of its system which, together with
other available revenues, are reasonably expected to yield net revenues for the 12-month period
commencing with the effective date of such rents, rates and charges equal to at least 1.10 times the
aggregate debt service for such period and, in any event, as are required, together with other
available funds, to pay or discharge all other indebtedness, charges and liens payable out of
revenues under the resolutions.
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Note Payable

The Authority has issued $57,739,000 in a taxable limited obligation note. The note bears an
interest rate of 6%. Annual principal and interest payments of $4,516,732 are due through
December 31, 2028. The note is payable solely from lease payments made by FPL Energy
Oklahoma Wind, LLC on a leased electric plant (Note 11) with no recourse to the Authority.

Principal and interest payments of the note payable for the years ending after December 31, 2017,
are as follows:

Year Ending December 31, Principal Interest Total
2018 $ 2379358 $ 2,137,374 $ 4,516,732
2019 2,522,120 1,994,613 4,516,733
2020 2,673,447 1,843,285 4,516,732
2021 2,833,854 1,682,879 4,516,733
2022 3,003,885 1,512,847 4,516,732
2023 — 2027 17,949,170 4,634,492 22,583,662
2028 4,261,069 255,664 4,516,733

$_ 35,622,903 $_ 14,061,154 $__ 49,684,057

Note 5: Restricted Assets

At December 31, 2017 and 2016, restricted net position is available for the following purposes:

2017 2016
Debt service $ 23,019,699 $ 22,571,270
Capital acquisitions 235,663 123,612
Specific operating activities 10,375,279 9,957,766
Total restricted expendable net position $_ 33,630,641 $_ 32,652,648

The restrictions of the various accounts are as follows:

e Specific operating activities — By the end of each month, this account is to include
sufficient monies to provide for payment of the succeeding month’s expenses.

e Capital acquisitions — This account is restricted for payment of construction costs & capital
acquisitions.
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o Debt service accounts — This account is restricted for payment of the current portion of
bond principal and interest, and maintenance of debt service reserves sufficient to cover
the maximum annual principal and interest requirements of the respective related bond
issues.

Note 6: Defined Benefit Pension Plan Participation

Plan description

The Authority, as the employer, participates in Oklahoma Public Employees

Retirement Plan —a cost-sharing multiple-employer defined benefit pension plan administered by
the Oklahoma Public Employees Retirement System (OPERS). Title 74 of the Oklahoma State
Statutes grants the authority to establish and amend the benefit terms to the OPERS. OPERS
issues a publicly available financial report that can be obtained at www.opers.ok.gov.

Benefits provided

OPERS provides retirement, disability, and death benefits to members of the plan.

Members qualify for full retirement benefits at their specified normal retirement age or, for any
person who became a member prior to July 1, 1992, when the sum of the member’s age and years
of credited service equals or exceeds 80 (Rule of 80), and for any person who became a member
after June 30, 1992, when the member’s age and years of credited service equals or exceeds 90
(Rule of 90). Normal retirement date is further qualified to require that all members employed on
or after January 1, 1983 must have six or more years of full-time equivalent employment with a
participating employer before being eligible to receive benefits. Credited service is the sum of
participating and prior service. Prior service includes nonparticipating service before January 1,
1975, or the entry date of the employer and active wartime military service. A member with a
minimum of ten years of participating service may elect early retirement with reduced benefits
beginning at age 55 if the participant became a member prior to November 1, 2011, or age 60 if
the participant became a member on or after November 1, 2011. As of November 1, 2015, the
OPERS plan is closed to new participants.

Benefits are calculated for each member category as follows:
Employees

o Benefits are determined at 2% of the average annual salary received during the highest
thirty-six months of the last ten years of participating service, but not to exceed the
applicable annual salary cap, multiplied by the number of years of credited service.
Members who join OPERS on or after July 1, 2013, will have their salary averaged over the
highest 60 months of the last ten years. Normal retirement age under the Plan is 62 or Rule
of 80/90 if the participant became a member prior to November 1, 2011, or age 65 or Rule
of 90 if the participant became a member on or after November 1, 2011.
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¢ Members who elect to pay the additional contribution rate, which became available in
January 2004, will receive benefits using a 2.5% computation factor for each full year the
additional contributions are made. In 2004, legislation was enacted to provide an increased
benefit to retiring members who were not yet eligible for Medicare. The Medicare Gap
benefit option became available to members under age 65 who retired on or after May 1,
2006. Members may elect to receive a temporary increased benefit to cover the cost of
health insurance premiums until the member is eligible to receive Medicare. After the
member becomes eligible for Medicare, the retirement benefit will be permanently reduced
by an actuarially determined amount. The option is irrevocable, must be chosen prior to
retirement, and is structured to have a neutral actuarial cost to the Plan.

o Members become eligible to vest fully upon termination of employment after attaining eight
years of credited service, or the members’ contributions may be withdrawn upon
termination of employment.

Disability retirement benefits are available for members having eight years of credited service
whose disability status has been certified as being within one year of the last day on the job by the
Social Security Administration. Disability retirement benefits are determined in the same manner
as retirement benefits, but payable immediately without an actuarial reduction.

Upon the death of an active member, the accumulated contributions of the member are paid to the
member’s named beneficiary in a single lump sum payment. If a retired member elected a joint
annuitant survivor option or an active member was eligible to retire with either reduced or
unreduced benefits or eligible to vest the retirement benefit at the time of death, benefits can be
paid in monthly payments over the life of the spouse if the spouse so elects.

Upon the death of a retired member, the Plan will pay a $5,000 death benefit to the member’s
beneficiary or estate of the member if there is no living beneficiary. The death benefit will be paid
in addition to any excess employee contributions or survivor benefits due to the beneficiary.

Contributions

The contribution rates for each member category of the Plan are established by the

Oklahoma Legislature after recommendation by the Board based on an actuarial calculation,
which is performed to determine the adequacy of such contribution rates. Employees are required
to contribute 3.5% percent of their annual pay. Participating entities are required to contribute
16.5% of the employees’ annual pay. Contributions to the pension plan from the Authority for
were $857,632 and $920,625 in 2017 and 2016, respectively.
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Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pensions

The Authority reported a liability of $1,723,775 and $3,081,110 for its proportionate share of the
net pension liability at December 31, 2017 and 2016, respectively. The net pension liability was
measured as of June 30" 2017, and the total pension liability used to calculate the net pension
liability was determined by an actuarial valuation as of July 1, 2016. The Authority’s proportion
of the net pension liability was based on the Authority’s contributions received by the pension
plan relative to the total contributions received by pension plan for all participating employers as
of June 30™. Based upon this information, the Authority’s proportion was 0.31883% and
.31058% in 2017 and 2016, respectively.

The Authority recognized pension expense of $704,835 at December 31, 2017.The Authority
reported deferred outflows of resources and deferred inflows of resources related to pensions
from the following sources:

Deferred Outflows Deferred Inflows
Of Resources Of Resources
Differences between expected and actual experience $ $ 308,260
Changes of assumptions 765,255
Net difference between projected and actual earnings on
pension plan investments 77,004
Authority contributions subsequent to the measurement date 428,816
Total $ 1,271,075 $ 308,260

The Authority recognized pension expense of $624,298 at December 31, 2016. The Authority
reported deferred outflows of resources and deferred inflows of resources related to pensions
from the following sources:

Deferred Outflows Deferred Inflows
Of Resources Of Resources
Differences between expected and actual experience $ $ 135,421
Changes of assumptions 492,665 -
Net difference between projected and actual earnings on
pension plan investments 2,242,088 952,642
Authority contributions subsequent to the measurement date 364,710
Total $ 3,099,463 $ 1,088,063
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$428,816 and $364,710 reported as deferred outflows of resources related to pensions resulting
from Authority contributions subsequent to the measurement date will be recognized as a
reduction of the net pension liability in the year ended December 31, 2017 and 2016, respectively.
Other amounts reported as deferred outflows of resources and deferred inflows of resources
related to pensions will be recognized in pension expense as follows:

Year ended December 31:

Deferred

Inflows/Outflows
2018 $ 186,399
2019 500,244
2020 122,626
2021 (275,269)
Thereafter -

$ 534,000

Actuarial Assumptions

The total pension liability as of June 30, 2017 and 2016, was determined based on an actuarial
valuation prepared as of July 1, 2016 and July 1, 2015, respectively using the following actuarial
assumptions:

¢ Investment return — 7.00% compounded annually net of investment expense and
including inflation for 2017. 7.25% compounded annually net of investment expense and
including inflation for 2015.

e Salary increases — 3.5% to 9.5% per year including inflation

e Mortality rates — Active participants and nondisabled pensioners — RP-2014 Mortality
Table projected to 2025 by Scale MP-2016 (disabled pensioners set forward 12 years)

¢ No annual post-retirement benefit increases
e Assumed inflation rate — 2.75%

e Payroll growth — 3.5% per year

e Actuarial cost method — Entry age

e Select period for the termination of employment assumptions — 10 years
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The actuarial assumptions used in the July 1, 2016 and 2015, valuation are based on the results of
the most recent actuarial experience study, which cover the three-year period ending June 30,
2013. The experience study report is dated May 9, 2014.

The long-term expected rate of return on pension plan investments was determined using a
log-normal distribution analysis in which best estimate ranges of expected future real rates of
return (expected returns, net of pension plan investment expense and inflation) are developed for
each major asset class. These ranges are combined to produce the long-term expected rate of
return by weighting the expected future real rates of return by the target asset allocation
percentage and by adding expected inflation.
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The Target asset allocation and best estimates of geometric real rates of return for each major
asset class as of June 30, 2017 and 2016, are summarized in the following table:

Target Long-Term Expected
Asset Class Allocation Real Rate of Return
U.S. Large Cap Equity 38.0% 5.3%
U.S. Small Cap Equity 6.0% 5.6%
U.S. Fixed Income 25.0% 0.7%
International Stock 18.0% 5.6%
Emerging Market Stock 6.0% 6.4%
TIPS 3.5% 0.7%
Rate Anticipation 3.5% 1.5%
Total 100.0%

Discount Rate

The discount rates used to measure the total pension liability were 7.25% and 7.5% for
2016 and 2015, respectively. The projection of cash flows used to determine the discount
rate assumed that contributions from plan members and the employers will be made at the
current contribution rate as set out in state statute. Based on those assumptions, the
pension plan’s fiduciary net position was projected to be available to make all projected
future benefit payments of current plan members. Therefore, the long-term expected rate
of return on pension plan investments was applied to all periods of projected benefit
payments to determine the total pension liability. The discount rate determined does not
use a municipal bond rate.

Sensitivity of the Net Pension Liability to Changes in the Discount Rate

In 2017, the net pension liability of the employers calculated using the discount rate of
7.00%, as well as what the Plan's net pension liability would be if it were calculated using
a discount rate that is 1-percentage point lower (6.00%) or 1-percentage-point higher
(8.00%) than the current rate:

June 30,2017
1% Decrease Discount Rate 1% Increase
(6.00% ) (7.00% ) (8.00%)
Net Pension Liability (Asset) $ 5,094,688 $ 1,723,775 § (1,130,580)

40



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Notes to Financial Statements
As of and for the Years Ended December 31, 2017 and 2016

In 2016, the net pension liability of the employers calculated using the discount rate of
7.25%, as well as what the Plan’s net pension liability would be if it were calculated using
a discount rate that is 1-percentage point lower (6.25%) or 1-percentage-point higher
(8.25%) than the current rate:

June 30,2016
1% Decrease Discount Rate 1% Increase
(6.25% ) (7.25%) (8.25%)
Net Pension Liability (Asset) $ 6,308,284 $ 3,081,110 S 342,514

Pension plan fiduciary net position

Detailed information about the pension plan’s fiduciary net position
is available in the separately issued financial report of the OPERS; which can be located
at www.opers.ok.gov.

Note 7: Other Employee Benefit Plans

Oklahoma Public Employees Retirement Defined Contribution Plan

Effective November 15, 2015, the Oklahoma Legislature enacted legislation requiring a Defined
Contribution System be established by the OPERS for most state employees first employed by a
participating State employer on or after November 1, 2015. Employees of the Authority who first
become employees on or after November 1, 2015, and have no prior participation in OPERS must
participate in the mandatory Defined Contribution Plan created in accordance with Internal
Revenue Code Section 401(a) and 457(b) and chapter 40 of Title 590 of the Oklahoma Statute. The
Defined Contribution plan is known as Pathfinder. Pathfinder and its related Trust(s) are intended
to meet the requirements of the Internal Revenue Code. Pathfinder is administered by OPERS. The
board of trustees of OPERS may amend Pathfinder or Trust(s) but no amendment shall authorize or
permit any part of the Trust for Pathfinder to be used or diverted to purposes other than for the
exclusive benefit of the Pathfinder participants and their beneficiaries.

Contribution rates are established by Oklahoma Statute and may be amended by the Oklahoma
Legislature. For the initial period of implementation, employees must make mandatory employee
contributions of 4.5% of pretax salary to the 401(a) plan and may make additional voluntary
contributions to the 457(b) plan, subject to maximum deferral limits allowed under the Code.
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Employees are vested 100% for all employee contributions. The Authority must make mandatory
contributions of 6% of the employees’ pretax salary and 7% if the employee elects to participate in
the 457(b) plan. Employees become vested for the employer contributions based on an established
vesting schedule. The amount of the Authorities contributions to was $20,839 and $5,567 for the
year ending December 31, 2017 and 2016, respectively.

Additionally, in order to reduce the liabilities of the defined benefit plan, the Authority is required
to contribute the difference between the established 16.5% defined benefit employer contribution
rate and the amount required to match the participating employees contribution in the defined
contribution plan. The amount of the Authorities contributions to was $36,468 and $9,742 for the
year ending December 31, 2017 and 2016, respectively. The Authority reports no liability for
Pathfinder.

ICMA Deferred Compensation Plan

Authority employees may participate in a voluntary deferred compensation plan provided for under
Section 457 of the Internal Revenue Code. Employees pay no state or federal income tax (i.e., only
FICA on amounts contributed to the plan), and the income earned on plan assets is also nontaxable.
The assets in the plan are held in trust until paid or made available to participants. The assets are
not subject to claims of the Authority’s general creditors.

Contributions to the deferred compensation plan may not exceed the maximum allowable by IRS
guidelines. Plan withdrawals are available at retirement, termination of employment and in the
event of disability or unforeseen emergency. In the event of death, the beneficiary receives the full
account value based upon current fair value.

ICMA 401(a) Money Purchase Plan

The Authority participates in a voluntary deferred compensation plan provided for under Section
401(a) of the Internal Revenue Code. The plan is structured so that the Authority will match
employee contributions into the Section 457 plan, up to a limit of 5% of the employee’s annual
salary. The Authority contributed $82,000 and $143,000 into the plan in 2017 and 2016,
respectively. The assets are not subject to claims of the Authority’s general creditors.
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The deferred compensation plan and the money purchase plan are administered by ICMA
Retirement Corporation, a nonprofit organization specifically designed to serve municipal
employees. The assets are held by ICMA, and are not presented in the Authority’s financial
statements.

Note 8: Interest Rate Swap Agreements

Objective of the Interest Rate Swap

The Authority’s asset/liability strategy is to have a mixture of fixed- and variable-rate debt to take
advantage of market fluctuations. As a strategy to maintain acceptable levels of exposure to the
risk of changes in future cash flows due to interest rate fluctuations, the Authority entered into an
interest rate swap agreement in a notional amount equal to the outstanding principal on the 2005A
bond issue. The intention of the swap is to effectively change the Authority’s variable interest rate
on the 2005A issue to a synthetic fixed rate of 5.05%.

Terms

On March 19, 2009, the Authority entered into an interest rate swap agreement with Deutsche
Bank. The agreement, which will continue until January 1, 2023, provides for the Authority to
receive interest from the counterparty at SIFMA Municipal Swap Index, and to pay interest to the
counterparty at a fixed rate of 5.05% on notional amounts that match the outstanding principal
portion of the 2005A bonds, which was $28,500,000 and $32,400,000 at December 31, 2017 and
2016, respectively. Under the agreement, the Authority pays interest semi-annually and receives
interest monthly. The net interest expense resulting from the agreement is included in interest
expense.

Fair Value

As of December 31, 2017 and 2016, the agreements had a negative fair value of $3,201,354 and
$4,408,636, respectively, calculated using the par-value method (i.e., the fixed rate on the swap
was compared with the current fixed rates that could be achieved in the marketplace should the
swap be unwound). The fixed-rate component was valued by discounting the fixed-rate cash flows
using the current yield to maturity of a comparable bond. The variable-rate component was
assumed to be at par value because the interest rate resets to the market rate at every reset date.
The fair value was then calculated by subtracting the estimated market value of the fixed
component from the established market value of the variable component.
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Credit Risk

The swap’s fair value represented the Authority’s credit exposure to the counterparty as of
December 31, 2017. Should the counterparty to this transaction fail to perform according to the
terms of the swap agreement, the Authority has a maximum possible loss equivalent to the swap’s
fair value at that date. At December 31, 2017, the Authority was not exposed to credit risk because
the swap had a negative fair value. The transaction does not require collateral from the Authority or
the counterparty.

Deutsche Bank, the counterparty in this transaction, had the following credit rating at December
31, 2017:

Moody’s S&P Fitches

A3 A- BBB+

Deutsche Bank, had the following credit rating at December 31, 2016:
Moody’s S&P Fitches

A3 BBB+ A-
Basis Risk

The swap exposes the Authority to basis risk should the relationship between the variable rate
being paid on the 2005A bond issue and the SIFMA Municipal Swap Index rate being received
change in a manner adverse to the Authority. If an adverse change occurs in the relationship
between these rates, the expected cost savings may not be fully realized.

Termination Risk

The Authority or the counterparty may terminate the swap if the other party fails to perform under
the terms of the contract. If the swap is terminated, the variable-rate notes would no longer have a
synthetic fixed rate of interest. Also, if the swap has a negative fair value at the time of
termination, the Authority would be liable to the counterparty for a payment equal to the swap’s
then fair value.

Swap Payments and Associated Debt
Using rates as of December 31, 2017 debt service requirements of the variable-rate debt and net

swap payments, assuming current interest rates remain the same, for their term are set forth in the
table below. As rates vary, variable-rate interest payments and net swap payments will vary.
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Variable-Rate Notes

Interest Rate

Principal Interest Swap, Net Total
2018 $ 4,200,000 $ 649,440 $ 683,760 $ 5,533,200
2019 4,400,000 543,660 572,390 5,516,050
2020 4,600,000 432,960 455,840 5,488,800
2021 4,800,000 317,340 334,110 5,451,450
2022 5,100,000 195,570 205,905 5,501,475
2023 5,400,000 66,420 69,930 5,536,350

$__ 28,500,000 $_ 2,205,390 $_ 2,321,935 $_ 33,027,325

Note 9: Commodity Price Swap Contracts
Objective of the Swap

The Authority is exposed to market price fluctuations on its purchase of natural gas. To protect
itself from natural gas price fluctuations, the Authority periodically enters into natural gas price
swap contracts.

Terms

The Authority enters into natural gas price swap contracts at various fixed prices and notional
amounts. Each swap contract provides for the Authority to pay a fixed price, and for the contract
counterparty to pay a floating price for the notional amount of the contract. The notional amount of
each natural gas price swap contract is measured in MMBtu’s with the floating price based on a
specific published natural gas price index (spot price) for the relevant contract month. At December
31, 2017, the Authority’s outstanding natural gas price swap contracts were as follows:
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Notional Quantity Fixed Price

Maturity Date (MMBTU) ($/MMBTU) Fair Value
Jan. 31, 2018 100,000 3.16-3.44 $ (104,267)
Feb. 28, 2018 100,000 3.16-3.44 (81,539)
May 31, 2018 400,000 2.41-3.12 (282,951)
June 30, 2018 440,000 2.326 -3.12 (275,557)
July 31, 2018 500,000 2.326 -3.12 (228,079)
Aug. 31, 2018 540,000 2.16 -3.12 (221,528)
Sept 30, 2018 420,000 2.326 -3.12 (220,522)
Dec. 31, 2018 50,000 2.826 (14,843)
Jan. 31, 2019 50,000 2.826 (9,465)
Feb. 28, 2019 50,000 2.826 (9,949)
May 31, 2019 270,000 2.135-2.66 (89,559)
June 30, 2019 270,000 2.135-2.66 (81,927)
July 31, 2019 330,000 2.135-2.66 (64,371)
Aug. 31, 2019 330,000 2.135-2.66 (62,494)
Sept. 30, 2019 270,000 2.135-2.66 (60,537)
Dec. 31, 2019 70,000 2.79 (21,030)
Jan. 31, 2020 70,000 2.895 (15,410)
Feb. 29, 2020 70,000 2.895 (15,749)
May 31, 2020 110,000 2.17-2.425 (28,626)
June 30, 2020 160,000 2.17-2.425 (34,561)
July 31, 2020 180,000 2.17-2.425 (25,379)
Aug. 31, 2020 180,000 2.17 -2.425 (23,338)
Sept. 30, 2020 160,000 2.17-2.425 (22,424)
5,120,000 $ (1,994,105)

At December 31, 2016, the Authority had outstanding natural gas price swap contracts with
notional amounts totaling 5,290,000 MMBtu’s at fixed prices between $2.43 to $4.37 per MMBtu,
and expiring between January 2016 and September 2018.
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Fair Value

The outstanding natural gas price swap contracts had a negative fair value of $1,994,105 and
$303,899 at December 31, 2017 and 2016, respectively. The fair value is estimated by discounting
actual and implied forward prices using the zero-coupon method. The future net settlement
amounts are calculated by assuming that the current forward rates implied by the forward curve for
natural gas prices correctly anticipate future spot prices. The future net settlement amounts are then
discounted using the spot rates implied by the current interest yield curve for hypothetical zero-
coupon bonds due on the date of each future net settlement of each contract.

Credit Risk

At December 31, 2017 and 2016, the Authority was not exposed to credit risk because the natural
gas price swaps had a negative fair value. However, should the fair value of the contracts become
positive, the Authority would be exposed to credit risk related to the counterparty of the contract in
the amount of the positive fair value. The swap agreements do not require collateral from the
Authority or the counterparty.

At December 31, 2017, all swap transactions had the following credit ratings:

Moody’s S&P Fitches
BOK A3 A- A
Morgan Stanley Al A+ A
Shell
JPMorgan Aa2 At AA-
A3 A- A+

At December 31, 2016, all swap transactions had the following credit ratings:

Moody'’s S&P Fitches
;‘%ﬁ Aa3 BBB+ A
JPMorgan Aaz A AA-
Aa3 A- A+

47



Oklahoma Municipal Power Authority

A Component Unit of the State of Oklahoma
Notes to Financial Statements
As of and for the Years Ended December 31, 2017 and 2016

Termination Risk

The Authority or the counterparty may terminate any of the swap contracts if the other party fails to
perform under the contract terms. Also, if at the time of the termination, any swap contract has a
negative fair value, the Authority would be liable to the counterparty for a payment equal to the
swaps fair value.

Note 10: Commitments and Contingencies

Purchase Power

During 2017 and 2016, approximately $15,241,000 and $13,485,000 of power was purchased
pursuant to several long-term purchase agreements. The Authority is obligated to purchase, at a
minimum, approximately $14,770,000 of power in 2018, and is committed to purchase capacity and
energy under various purchase power contract in future years.

General Litigation

The Authority is subject to claims and lawsuits that arise in the ordinary course of business. It is the
opinion of management that the disposition or ultimate resolution of such claims and lawsuits will
not have a material adverse effect on the changes in financial position and cash flows of the
Authority. As of December 31, 2017, there were no claims asserted or lawsuits pending against the
Authority.

Note 11: Leased Electric Plant

The Authority executed a Power Purchase Agreement for 51 MW with FPL Energy Oklahoma
Wind, LLC (FPLE Oklahoma) for the development of a wind generation facility in northwestern
Oklahoma. Under the Power Purchase Agreement, FPLE Oklahoma was responsible for acquiring,
constructing and installing the wind project. The Authority issued a taxable limited obligation note
(the Note), which is payable solely from lease payments made by FPLE Oklahoma with no
recourse to the Authority (Note 4). The Authority used the proceeds of the Note to finance the
Authority’s acquisition of the wind project and has leased the wind project to FPLE Oklahoma
under a long-term capital lease agreement for an amount sufficient to pay debt service, principal
and interest on the Note. The Power Purchase Agreement has a term of approximately 25 years,
and power is sold on a take and pay basis. FPLE Oklahoma retains the operational risk related to
the wind project.
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The following lists the components of the lease agreement as of December 31, 2017 and 2016

2017 2016
Total minimum lease payments to be received $ 49,684,057 $ 54,200,790
Less: Amounts representing interest included in
total minimum lease payments 14,061,154 16,333,210

Net minimum lease payments receivable

$_ 35,622,903 $__ 37,867,580
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Schedule of Proportionate Share of the Net Pension Liability — Oklahoma Public Employees
Retirement System

Last 10 Fiscal Years *

6/30/2017 6/30/2016 6/30/2015 6/30/2014

OMPA proportion of

net pension liability 0.318826%  0.031058% 0.030422% 0.030084%
OMPA proportionate share of

net pension liability $ 1,723,775 $3,081,110 $1,094,248 $ 552,236
Covered Payroll $ 4,956,925 $5,292,418 $5,034,873 $4,616,788

OMPA proportionate share of
net pension liabilityas a
percentage of covered payroll 34.77% 58.22% 21.73% 11.96%

Plan fiduciary net position
as a percentage of
total pension liability 94.3% 89.5% 93.6% 88.6%

The amounts presented for each fiscal year were determined as of June 30™.

Only 2014 - 2017 information were presented because 10 year data was unavailable.
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Schedule of Contributions — Oklahoma Public Employees Retirement System

Last 10 Fiscal Years *

12/31/2017 12/31/2016 12/31/2015 12/31/2014

Contractually Required Contributions $ 857,632 $ 920,625 $ 874210 $ 761,770

Actual employer contributions $ 857,632 $ 920,625 $ 874210 $ 761,770
Contribution deficiency (excess) $ - $ - $ -
Covered Payroll $ 4,804,161  $5,072,249  $5298,243  $ 4,845,832

Contributions as a percentage
of covered payroll 16.5% 16.5% 16.5% 16.5%

Only 2014 - 2017 information were presented because 10 year data was unavailable.
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BAKER TILLY

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Independent Auditors' Report

To the Board of Directors
Oklahoma Municipal Power Authority
Edmond, Oklahoma

We have audited, in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, the financial statements of Oklahoma Municipal Power Authority as of
and for the year ended December 31, 2017, and have issued our report thereon dated March 30, 2018.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Oklahoma Municipal Power
Authority's internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of Oklahoma Municipal Power Authority's internal
control. Accordingly, we do not express an opinion on the effectiveness of Oklahoma Municipal Power Authority's
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in internal
controls such that there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses may exist that have not
been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the financial statements of Oklahoma Municipal Power
Authority are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material effect
on the determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results of
our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

BAKER TILLY
INTERNATIONAL
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Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the entity's internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the entity's internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

ﬁ%ﬁfly/m/wf/ fonse HP

Madison, Wisconsin
March 30, 2018
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