Staff Report – Agenda Item 5

To:

Clean Power Alliance (CPA) Finance Committee

From:

David McNeil, Chief Financial Officer

Approved by:

Ted Bardacke, Executive Director

Subject:

Report from the Independent Auditor and Review Fiscal Year 20202021 Financial Statements and Fiscal Year 2020-2021 Budget to
Actual Report

Date:

November 24, 2021

RECOMMENDATION
Receive report from the Independent Auditor and review FY 2020-2021 Financial
Statements and FY 2020-2021 Budget to Actual report.
BACKGROUND
Each year CPA publishes fiscal year-end financial statements. CPA’s Bylaws require the
Finance Committee to select an independent auditor to perform a financial audit of the
accounts of CPA on an annual basis. In May 2021, the Finance Committee selected Baker
Tilly to perform an audit of CPA’s Fiscal Year (FY) 2020-21 financial statements.
Staff is responsible for the preparation and fair presentation of the financial statements.
The independent auditor performs tests to assure that the financial statements are free
from material misstatement. The FY 2020-21 Financial Statements (Attachment 3) consist
of the following:
•

Independent Auditors’ Report (Auditors’ Report)

•

Management’s Discussion and Analysis

•

Financial Statements
o Statements of Net Position
o Revenues and Expenses and Changes in Net Position
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o Statements of Cash Flows
o Notes to the Financial Statements
DISCUSSION
Auditors’ Report
The Auditors’ Report includes its opinion that CPA’s FY 2020-21 Financial Statements
“present fairly, in all material respects, the financial position of Clean Power Alliance of
Southern California as of June 30, 2021 and 2020, 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”. The Auditors’ Report
contains what is generally regarded as an unqualified or “clean” audit opinion.
The Auditors’ audit results letter states that they did not identify any deficiencies in internal
control that they consider to be material weakness.
Representatives from Baker Tilly will present their audit results and answer questions
during the meeting.
Financial Highlights
•

CPA faced challenges in FY 2020-21 arising from extreme heat events in the
summer of 2020, increased costs to procure electric capacity to meet regulatory
requirements associated with the Resource Adequacy program, and the impacts
of slowing customer payments arising from the moratorium on disconnections and
late payment fees mandated by the CPUC and the Covid-19 induced economic
recession.

•

CPA was able to meet its financial objectives by transferring $27 million of deferred
revenues accumulated in the prior year (and held in the Fiscal Stabilization Fund)
to revenues in FY 2020-21 consistent with its Fiscal Stabilization Fund Policy.

•

CPA’s financial results also benefited from the application of CPA’s $15.8 million
California Arrearage Payment Program (CAPP) allocation to eligible past due
balances which reduced bad debt expense by approximately $8 million.

•

CPA increased its net position by $27.6 million or 3.4% of revenues.

•

As of June 30, 2021, CPA had no outstanding loans or bank debt and apart from
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the issuance of a $147,000 letter of credit, CPA’s $37 million line of credit was
unutilized.
•

The financial results comply with CPA’s credit covenants.

Key financial metrics and additional analysis of FY 2020-21 results are presented in the
Presentation of FY 2020-21 Financial Results (Attachment 5).
FY 2020-21 Budget to Actual Report
The FY 2020-21 Budget to Actual Report compares actual results for the 12 months
ending June 30, 2021, with the FY 2020-21 Budget as amended by the Board at its May
26, 2021 meeting. Budget to Actual highlights include:
•

Operating revenues less energy cost (gross margin) was $810k and $10.2 million
below the Amended and Base budget due to the above-normal temperatures in
summer of 2020 which required CPA to serve load at high spot market prices,
higher electric capacity (Resource Adequacy) costs, and lower than budgeted
Congestion Revenue Rights (CRR) revenue.

•

Operating expenses were 23% under the Base budget primarily due to nonutilization of contingencies, conservative use of funds, delays occupying the new
office due to COVID-19 health risks, and lower than budgeted distribution of local
program incentives. Staffing was 16% under the Base budget as a result of the
competitive job market and staff departures.

•

Energy costs exceeded the amended budget by 0.85% largely as a result of
accelerated timing issues associated with the delivery of renewable energy.

•

CPA finished the year within Budget limits for operating expense items established
by the FY 2020-21 Budget as amended by the Board in May 2021.

Additional analysis of Budget to Actual results, including a comparison of actual FY 202021 results with the FY 2020-21 Amended Budget approved by the Board in May 2021,
appears in the Presentation of FY 2020-21 Financial Results (Attachment 5).
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Summary
CPA’s financial results for the year ending June 30, 2021 reflect the challenges of both
the COVID-19 pandemic and climate change, but we were still able to achieve our
financial objectives. CPA is in sound financial health and is well positioned to serve its
customers and deliver on its mission.
ATTACHMENTS
1) Presentation from the Independent Auditor
2) Audit Results Letter
3) FY 2020-21 Audited Financial Statements
4) FY 2020-21 Budget to Actual Report
5) Presentation of FY 2020-21 Financial Results

Item 5
FY 2020-21 Financial Results
November 24, 2021

Summary of Financial Results
CPA faced challenges in FY 2020-21 arising from extreme heat events in the
summer of 2020, increased costs to procure electric capacity to meet
regulatory requirements associated with the Resource Adequacy program,
and the impacts of slowing customer payments arising from the moratorium
on disconnections and late payment fees mandated by the CPUC and the
Covid-19 induced economic recession.
CPA was able to meet its financial objectives by transferring $27 million of
deferred revenues accumulated in the prior year (and held in the Fiscal
Stabilization Fund) to revenues in FY 2020-21 consistent with its Fiscal
Stabilization Fund Policy.
CPA’s financial results also benefited from the application of CPA’s $15.8
million California Arrearage Payment Program (CAPP) allocation to eligible
past due balances which reduced bad debt expense by approximately $8
million.
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Summary of Financial Results- Cont.
CPA increased its net position by $27.6 million or 3.4% of revenues
CPA had no bank debt or loans as of June 30, 2021. Liquidity (cash plus
unused bank lines) increased by 3% from $92.2 million to $95 million.
CPA finished the year within Budget limits for operating expense items
established by the FY 2020-21 Budget as amended by the Board in May
2021. Energy costs exceeded the amended budget by $6.5 million or 0.85%
due to the delivery of renewable energy that occurred sooner than budgeted.
The expected annual cost of renewable energy in calendar year 2021
remains unchanged.
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Balance Sheet Components, as of June 30:
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Balance Sheet Components, as of June 30:
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Balance Sheet Components, as of June 30:
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Select Financial Indicators

• CPA increased leverage (equity to assets) and decreased liquidity (days liquidity on hand) as a result of the increase in
assets and increase in accounts receivable.

• Both gross and net margins fell due to the extreme heat events in summer 2020, decline in CRR revenues, and increase in

resource adequacy costs, offset by $27 million transferred from the Fiscal Stabilization Fund. Days Sales Outstanding (a
measure of accounts receivable aging) increased year over year due and increase in accounts receivable which reflected the
moratorium of disconnections and the impact of the COVID-19 driven recession
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Budget to Actual Analysis

• Revenue electricity, net was 7% above the Base Budget, but 2% under the amended Budget. Electricity revenue was
higher than the Base Budget due to higher temperatures and electricity use in the summer offset by COVID-19 Bill
Assistance provided by CPA to its customers totaling $1.4 million

• CPA transferred $27 million from the Fiscal Stabilization Fund to revenue to offset the increasing energy and resource
adequacy costs and address slowing customer payments

• Other revenues arise primarily from funding received through the California Public Utilities Commission (CPUC) to offset
Power Share Program costs
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Budget to Actual Analysis

• Energy procurement costs were $6.5 million or 0.85% above the Amended Budget and 13% over the base budget. Higher
energy costs reflect extreme heat events in the summer of 2020 which required CPA to serve load at high spot market
prices, higher resource adequacy costs, lower than budgeted Congestion Revenue Rights (CRR) revenue, and the delivery
of renewable energy that occurred sooner than budgeted.

• Operating revenue less energy costs (gross margin) was $810K and $10.2 million below the Amended and Base Budgets
respectively.
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Budget to Actual Analysis

• CPA was under budget in all Operating Expense categories. Overall, CPA was 23% under the Base Budget due primarily to non utilization
of contingencies, conservative use of funds, delays occupying the new office due to surge in COVID-19 in US, and slower than budgeted
distribution of local program incentives.

• Staffing was 16% under the Base Budget as a result of a competitive job market during the pandemic and unexpected staff departures for
various reasons during FY2020/21. CPA increased staffing from 29 to 39 full time employees during the fiscal year versus 43 full time
positions that were budgeted

• Operating income was $2.7 million or 9% below the Base Budget and exceeded the Amended Budget by $6.6 million
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Budget to Actual Analysis

• Interest income was lower than budgeted due to a decrease in cash balances and falling interest rates
• Capital expenditures were lower than budgeted, resulting from lower than budgeted spending on leasehold improvements
• The change in net position represents 3.4% of Operating revenues which was 92% under the Base Budget.
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Thank You! Questions?

