CITY COUNCIL MEETING AGENDA
Council Chambers, 1000 Laurel Street

August 11, 2014
Monday
Study Session

7:00 p.m.

1. Call to Order
2. Roll Call of Council Members
3. Study Items
a. Meet with Staff — Building Official

b. Electrical System Plan Update

c. Marijuana Regulations Discussion

d. Council Report Protocol

4. Adjournment

Note: Public comment is generally not taken at Study Sessions. However, on some
occasions, public comments may be allowed at the discretion of the Chair and
Council. The public may also submit written communications, via letters or emails to
dperry@cityofmilton.net. Any item received by noon on the day of the meeting will
be distributed to Council.

If you need ADA accommodations, please contact City Hall at (253) 517-2705
prior to the meeting. Thank you.
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August 2014
Mon 8/11 7:00 pm Study Session A. 7:00-7:30 Meet w/ staff: Building Official
B. 7:30-8:15/8:30 Electrical System Plan Update
C. 8:15/8:30-9:00/9:15 Marijuana Regulations Discussion
D. 9:15 Council Report Protocol
September 2014
TUESDAY 9/02 7:00 pm Regular Meeting A. National Recovery Month — Proclamation — Consent
B. Surplus Seized Vehicles — Consent
C. Surplus Vehicle, Vactor Truck - Consent
D. Marijuana Regulations — Public Hearing
E. Amending Access Tract Code — Ordinance
F. ADA Bathrooms
Mon 9/08 7:00 pm Study Session A. Street Standards
B. Fire Hydrants information
C. Fire Marshal information
D. Police Vehicle Purchase Plan
Mon 9/15 7:00 pm Regular Meeting A. 2015 Revenue Estimates & Fee Schedule Changes
B. Amendments to Building/Fire Codes
October 2014
Mon 10/06 7:00 pm Regular Meeting A. 3rd Qtr Financial Report
B. Budget Review — General Fund by Department
Mon 10/13 7:00 pm Special Meeting A. Revenue Estimates — Public Hearing
Study Session B. Tax Levies for 2015 — Adoption
C. Utility Collections — Amending code language to match state law
Mon 10/20 7:00 pm Regular Meeting A. 2015 Proposed Budget — Public Hearing (#1)
Mon 10/27 7:00 pm Tentative Study Session A. 2015 Budget
November 2014
Mon 11/03 7:00 pm Regular Meeting A. Budget Review — Other Funds
Mon 11/10 7:00 pm Special Meeting A. 2015 Proposed Budget — Public Hearing (#2)
Study Session B. Meet with Staff
Mon 11/17 7:00 pm Regular Meeting A. 2015 Budget — Final Public Hearing
B. 2015 Budget — Adoption
C. Marijuana Regulations — Action
D. Planning Commission 2015 Work Plan
December 2014
Mon 12/01 7:00 pm Regular Meeting
Mon 12/08 7:00 pm Study Session
Mon 12/15 7:00 pm Regular Meeting
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MILTON

To: Mayor Perry and City Councilmembers
From: Public Works Director Neal

Date: August 11, 2014 Study Session

Re: Meeting with Staff — Building Official

Agenda Item #: 3A
Back to Agenda

ATTACHMENTS: N/A

TYPE OF ACTION:

Information Only | | Discussion [ ] Action
Recommendation/Action: N/A

Fiscal Impact/Source of Funds: N/A

[ ] Expenditure Required:

Previous Council Review: N/A

Issue: Per the Mayor’s request, this is one of several periodic informal meetings with staff for
Council to hear directly from employees regarding their jobs and responsibilities.

Discussion: Dana Herron (Building Official) will be giving a brief talk about the roles and
responsibilities of the Building Department, development in the City of Milton, and his daily work load.
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Agenda Item #: 3B

MILTON Back to Agenda

To: Mayor Perry and City Councilmembers
From: Public Works Director Neal

Date: August 11, 2014 Study Session

Re: Electric System Plan

ATTACHMENTS: A. Electric System Plan Update
TYPE OF ACTION:

[ ] Information Only Discussion | | Action [ | Expenditure Required:

Recommendation/Action:
No formal action is necessary at this time. Staff is looking for general direction
from Council.

Fiscal Impact/Source of Funds: All funds for this task are allocated in the Electric Utility
Fund’s approved 2014 budget.

Previous Council Review: Council discussed at the August 5, 2013 Study Session,
and again at the February 8, 2014 Council Retreat. On February 18, 2014, Council
approved a contract with EES to update the Electric Utility’s System Plan and to provide
a Cost of Service Analysis.

Issue: An update of the City’s Electric Utility System Plan has been completed.

Background: Utility system plans typically provide a planning strategy for both a short
term (6 year) and long term (20 year) period. Plans can include capital improvement
programs, rate studies, overall system reviews, review of staffing levels, long term
forecasting, and any other analysis that is deemed necessary and prudent at the time.

The City of Milton’s Electric Utility has historically been stable, reliable, and consistent.
However, in the last decade, there have been significant changes in federal policy and
energy generation/purchasing concerns. The City is faced with difficult decisions in the
future — decisions that are not quick to implement and can be expensive to pursue.

Staff worked with the firm EES Consulting to develop a scope of work to update the
City’s Electric Utility System Plan. EES is the consulting firm affiliated with the Western
Public Agencies Group (WPAG) efforts, and is the most familiar with Bonneville Power
Administration (BPA) costs and load forecasting.
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Discussion: The first phase of EES’ contract work, development of the Electric Utility
System Plan Update, is complete and includes:

- A new Capital Improvement Plan

- A recommendation for fund reserve levels

- Consideration for interconnects with other power providers

- Predictions for Tier 2 power purchase

- Analysis of purchasing the BPA substation

- Discussion of consequences of selling the utility

- Recommendations

Next Steps: The System Plan Update looks at different scenarios and determines the
revenue requirements for each — this includes consideration of operations and
maintenance costs, debt service, capital improvements, etc. The output of the System
Plan is a budget number, which is then utilized in developing the Cost of Service
Analysis (COSA). The COSA breaks down the budget number with a determination of
what portion of the revenue requirement each customer class will pay and what the rate
structure looks like.

Staff is looking for Council direction as to which scenario to pursue, and will utilize that
scenario’s analysis in developing the COSA.



City of Milton

Electric Utility Strategic Plan
July 2014

Prepared by:

E Consulting

570 Kirkland Way, Suite 100
Kirkland, Washington 98033

A registered professional engineering and management consulting
corporation with offices in Kirkland, WA and Portland, OR

Telephone: (425) 889-2700 Facsimile: (425) 889-2725
www.eesconsulting.com



Consulting

July 21, 2014

Ms. Letticia Neal
City of Milton
1000 Laurel Street
Milton, WA 98354

SuBJECT: Electric Utility Strategic Planning Study

Dear Ms. Neal:

Please find attached EES Consulting, Inc.’s (EES) Final Electric Utility Strategic Planning Study.
This report represents the work product of EES in evaluating the City’s electric system,
developing a 10 year capital improvement plan, evaluating the relative merits of the City of
Milton (City) purchasing the BPA substation, and developing a strategic plan that incorporates
the capital plan, forecast revenue requirement, future Tier 2 power supply options, staffing
needs and alternative operating scenarios.

We would like to thank you and your staff for your assistance in preparing this study. It has
been a pleasure to work with you on this project.

Please contact me directly if there are questions or if we may be of any further assistance in
this regard.

Very truly yours,

Gary Saleba
President

570 Kirkland Way, Suite 100
Kirkland, Washington 98033

Telephone: 425 889-2700  Facsimile: 425 889-2725

A registered professional engineering and management consulting
corporation with offices in Kirkland, WA and Portland, OR
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Section 1 — Introduction

The City of Milton (City) is located in both King and Pierce County, Washington. The population
of the City is approximately 8,000. Currently, electric customers within the City are served by
the City with power purchased from the Bonneville Power Administration (BPA).

The City owns and operates a 15-kV electric distribution system that serves load primarily
within the City limits. The City’s electric system delivered 60,532 MWh to approximately 5,275
residential, commercial, apartment, and municipal customers during 2013.

The City is served from a single power supply source: the Bonneville Power Administration
(BPA) Surprise Lake substation. BPA’s assets at the substation consists of a radial tap off of a
115-kV transmission line, fused disconnects, a 12 MVA power transformer without voltage
control, a 15-kV recloser serving as a main disconnect, and metering. The City takes delivery at
12.5-kV at the metering point, and owns assets including three distribution circuit breakers,
relaying, and cables to exit the substation.

The City asked EES Consulting, Inc. (EES) to perform a long-term strategic electric system plan,
including a ten-year capital improvement plan. EES was also asked to evaluate the cost
effectiveness of purchasing the BPA substation and review the different option to provide
electric service to the City’s residents. With the completion of the strategic plan, EES will
perform a cost of service study using the City-selected planning scenario to develop the
revenue requirement.

Organization of Report

This report first provides detail on the basic assumptions for the analysis including power
supply forecast, capital plan, and recommended level of reserves. Section 3 outlines the
Business as Usual (BAU) scenario. Section 4 reviews the cost effectiveness of the City’s
purchase of BPA substation. Finally, Section 5 addresses the potential sale of the utility.

Analysis Overview

For this study, EES looked at three utility operation scenarios and compared several metrics
across these results. The three scenarios include the Business as Usual scenario under two
different financing strategies, the purchase of the BPA substation and the potential sale of the
utility. For each scenario, a revenue requirement was developed over the 11 year period of
2014 through 2024.

Simply stated, a revenue requirement analysis compares the overall revenues of the utility to its
expenses and determines the overall adjustment to rate levels that is required annually. The
convention used by most public utilities to determine their revenue requirement is called the
“cash basis” of cost accounting. As the name implies, a public utility aggregates its cash
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expenditures to determine its total revenue requirement for a specified period of time. This
methodology conforms nicely to most public utility budgetary processes, and is a very
straightforward and easily understood calculation.

Under the “cash basis” approach, there are four component costs. They are operation and
maintenance expenses, taxes, debt service, and capital improvements funded from rates.
Capital costs under the cash basis approach are calculated by adding debt service to capital
improvements financed with rate revenues. It should further be noted that the two portions of
the capital expense component are necessary under the cash basis approach because utilities
often cannot finance all capital facilities with long-term debt.

Revenues and expenses for the 11 year period from 2014 through 2024 were projected. In
order to compare scenarios using a single metric, the net present value (NPV) was used. The
NPV adjusts a future stream of costs into today’s dollars adjusting for inflation. In other words,
the NPV is what it would cost the utility today to operate for the next 11 years.

Annual rate adjustments were projected with the goal of meeting annual expenses using both
retail electric rates and the Electric Fund. The Electric Fund served as a rate stabilization
account as long as the minimum required reserves level of $2.5 million was maintained. The
2024 year end Electric Fund balance target is $4 million.

Next Steps

Once the utility operating and capital funding scenario has been determined, a cost of service
study can be performed. The cost of service analysis takes the results of the revenue
requirement analysis and attempts to equitably allocate those costs to the various customer
classes of service (e.g., residential, commercial, etc.) based on how each customer uses the
utility system. This analysis provides a determination of the level of revenue responsibility of
each class of service and the adjustments required to meet the cost of service.

CITY OF MILTON—ELECTRIC UTILITY STRATEGIC PLAN 2



Section 2 — Base Assumptions

This section of the study outlines the Base Scenario assumptions for the strategic planning
study. EES Consulting staff corresponded with the City and BPA to acquire all pertinent data on
utility operations and costs.

EES reviewed the following data in preparing this report:

Paper distribution system maps, dated 2005

R W Beck Electric system plan, dated 2005, with completed projects identified
Surprise lake substation transformer data from BPA

Surprise lake substation single line diagram

BPA load forecast through 2024

Field visit notes

2012, 2013 and 2014 budgets

Customer billing data

Revenue Requirement Methodology

In order to determine the impact of alternative scenarios, it is necessary to develop a revenue
requirement or budget for the electric utility. In summary form, The City’s components to its
revenue requirement include the elements shown in Table 1.

Table 1

Elements of a Cash Basis Revenue Requirement

+ Operation and Maintenance Expenses (O&M)
v" Power Supply Expense
v' Transmission Expense
v' Operation and Maintenance
+ Capital Improvements Financed with Operating Revenues
+ Debt Service (Principle & Interest)
+ Taxes
= Total Revenue Requirement

Each of the components to the revenue requirement is discussed below.
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Development of the Projected Load Forecast and Forecast Revenues

The load forecast for Calendar Year (CY) 2014 through CY 2024 was calculated based on BPA
load forecast growth. Forecast revenues at present rates were calculated for the analysis period
using current retail rate schedules and forecasted loads.

Power Supply & Transmission
This section of the study outlines the projected power costs.
Assumptions

The power cost model developed by EES Consulting for the City includes the following
assumptions:

m Forecast monthly peak and energy loads were provided by BPA’s load forecasting
department for the period January 2014 through December 2024. BPA’s load forecast
includes a load growth rate of 7.2 percent in 2015 and 2.2 percent in 2016. The average
annual load growth rate included in BPA’s load forecast in 2017 through 2024 is 0.6
percent. Loads were assumed to increase at 0.6 percent in 2025 through 2033. Based
on BPA’s load forecast the average monthly load factor for the City is 68.7 percent. The
heavy and light load hour energy split was provided by BPA’s FY14-15 rate case model.

m  Monthly Contract Demand Quantities were provided by BPA’s FY14-15 rate case model.

m FY14-15 BPA power and transmission rates, monthly customer refunds and billing
determinants, including the FY14-15 Rate Period High Water Mark (RHWM) of 7.468
aMW, were provided by the BPA FY14-15 general rate schedule provisions.

m BPA power and transmission rates are assumed to escalate by 6 percent each rate
period with the exception of the utility delivery charge which is assumed to escalate by
25 percent during the next two rate periods (FY16-17 and FY18-19) and 6 percent in
each subsequent rate period.

m |t was assumed that the City’s total system load is subject to the utility delivery charge.

® Based on BPA rate case models it was assumed that the City’s monthly system peaks are
92 percent coincident with BPA's transmission system monthly peaks.

® |t was assumed that new BPA power and transmission contracts begin in October 2028
with the same rate structures and billing determinants as the current contracts.
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Load and Tier 2 Projections

Figure 1 below shows the City’s projected loads through 2033. The City’s RHWMs are assumed
to be equal to its Contract HWM of 7.548 aMW beginning in 2016.

Figure 1
Projected Loads and RHWMs (aMW)
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Figure 1 shows that the City does not have more than 1 aMW of above-HWM load 2014

through 2029. Based on the load forecast provided by BPA, above-HWM loads are 0.33 aMW in
2016, 0.50 aMW in 2019, 0.76 aMW in 2025 and 0.96 aMW in 2029.

BPA requires utilities that have at least 1 aMW of above-HWM load to purchase Tier 2 products
or non-federal purchases to serve above-HWM loads. Loads in excess of the RHWM are served
by BPA’s load shaping product until above-HWM loads exceed 1 aMW. Above-HWM loads are
1.01 aMW in 2030, 1.06 aMW in 2031, 1.12 aMW in 2032 and 1.17 aMW in 2033.

The City signed up for BPA’s load growth Tier 2 product to serve above-HWM load. If no action
was taken the City’s above-HWM loads in 2030 through 2033 would be served by BPA’s load
growth product. However, the City can notify BPA that it would like to purchase either a
different BPA Tier 2 product or power from a non-federal resource to serve above-HWM load.
Such notification must be provided to BPA by October 31 of the year preceding a rate case
year. For example, notice would have to be given by October 31, 2014 in order to opt out of
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the load growth product for the rate period FY16-17. Utilities that opt out of the load growth
product could be assessed charges if BPA has stranded power costs associated with purchases it
has made to serve projected above-HWM loads. Milton is not projected to have above-HWM
load greater than 1 aMW under the base case load forecast through the contract term (1 aMW
is the minimum requirement). If conditions changed and Milton was projected to have greater
than 1 aMW of above-HWM it could notify BPA that it wanted to opt out of the load growth
product and be obligated to purchase no power at the load growth rate. Milton would be
required to notify BPA of its decision to opt out prior to October 31st of the year prior to the
commencement of the upcoming rate period (as noted above). At that point Milton could
serve above-HWM load with a different BPA Tier 2 product, most likely the short-term Tier 2
product, or a non-federal resource.

The City should consider its options for serving above-HWM load in the years prior to its
projected above-HWM loads exceeding 1 aMW. If BPA’s assumed load growth rate of 0.6
percent turns out to be too high, that will be later than 2030. If BPA’s assumed load growth
rate of 0.6 percent turns out to be too low that will be before 2030. Above-HWM load
projections could increase if the loads of any of Milton’s customer classes grew at a more rapid
rate than anticipated. For example, if a few new residential subdivisions came to town or some
large commercial loads, then Milton’s above-HWM load would increase above current
projections. It should also be noted that the current BPA contracts expire in 2028.

Power Cost Projections

Figure 2 below shows projected power and transmission costs through 2033. The 2030 through
2033 power costs shown below assume the City purchases BPA’s Tier 2 load growth product to
serve above-HWM load.
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Figure 2
Projected Power and Transmission Costs ($/MWh)
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Given the assumptions noted above, the City’s power supply costs are projected to increase by
an average of 3.3 percent per year over the 20-year study period. The City’s projected total
power supply costs increase from $2.53 million in 2014 to $5.70 million in 2033.

Conclusion

Based on the analysis of the City’s load forecast and power supply needs, it is premature to
perform further Tier 2 modeling.

Operations & Maintenance

The O&M expenditures were based on historical data and 2014 budget received from the City.
The base scenario assumes the following:

m  Staffing levels assumed to remain at 2014 level over 10 year planning period
Other revenues, including interfund transfers in, assumed to remain constant over 10
year planning period
m  O&M based on City 2014 budget, 2013 projected and 2010 — 2012 actual expenses
® Salaries and wages escalated 3.0 percent per year beyond 2014
® Benefits escalated 5.0 percent per year beyond 2014
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® All other O&M escalated 3.0 percent per year excluding capital lease, LOCAL
financing, and interfund transfers.

e Utility tax = 6.0 percent of gross retail sales

® Excise tax = 3.8734 percent of gross retail sales plus 1.8 percent of penalties

Capital Plan

This section of the report reviews the distribution system and determines a 10 year capital plan
for the City to consider.

Condition and Age

The average age of the distribution system was estimated to be 24 years (average installation
date of 1990) based on data from the 2005 system planning study, City staff and EES
engineering staff opinion.

Based on a site visit by an EES Engineer, the City’s electric distribution system appears to be in
overall good condition. The capital improvement projects recommended in the 2005 R W Beck
system plan have largely been implemented, which provides various and numerous benefits to
the overall distribution system.

Load Growth

There are three distribution feeders served by the Surprise Lake substation, and the system
peak demand is approximately 13.2 MW as of January 2014. Peak loads have historically been
decreasing; however BPA forecasts a projected increase to 15.67 MW by 2024. System peak
loads occur during the winter months. Figure 3 below shows historical and forecast peak
demand and energy estimates prepared by BPA.

CITY OF MILTON—ELECTRIC UTILITY STRATEGIC PLAN 8



Figure 3
Surprise Lake Substation Demand/Energy
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Substation equipment is by convention rated in mega volt-amperes (MVA) rather than
megawatts (MW) of capacity. For simplicity in this report, assume MVA and MW are equivalent.

The Surprise Lake substation has a single transformer rated for 12/16/20 MVA with
13.4/17.9/22 MVA limits at 65-degrees Celsius rise. However, upon inspection only one bank of
fans was installed on the transformer, therefore the top forced-air rating should not be used.
Further, due to the age of the transformer, loading should be restricted to below 85% of the
first forced-air rating (17.9MVA), or 15.2 MVA. The BPA load forecast indicates peak loading will
reach 15.2 MVA in the year 2018. The substation should be rebuilt before this occurs, as it will
be unable to safely and reliably meet the forecast demand MVA beyond the year 2018.

Existing System Review

A computerized distribution system engineering analysis model was not developed or used
during this planning study. As such, individual circuit and conductor loading were not reviewed.

The overall system power factor, measured at the BPA meter, is excellent. It ranges between
99% and 100% across peak and light loading levels.

Recommended Capital Projects

Because the City takes delivery of power at a single substation, a contingency switching
scenario must be developed for situations where the Surprise Lake substation is out of service
for either planned or unplanned maintenance.

Two locations have been identified where the City could create metered distribution switching
points to interconnect with Tacoma Public Utilities/Tacoma Power (TPU) and one location has
been identified on the Puget Sound Energy (PSE) system. EES envisions that a contractual

CITY OF MILTON—ELECTRIC UTILITY STRATEGIC PLAN 9



arrangement should be set up, permitting the City connect to TPU and/or PSE during
contingency situations to receive power at one or more switching points until repairs are
complete. EES did not contact TPU or PSE as part of this review to determine if this is feasible.
However, City staff has indicated distribution interties have been created with TPU’s system in
the past, on a temporary basis.

EES identified and recommends two switching points be constructed, to permit sharing of City
load between two TPU substations. TPU may not have the capacity available at a single
substation to serve the entire City. In addition or as an alternate, a third location with PSE may
be constructed.

As an additional action item, a storm recovery plan should be developed and agreed upon
between the City and TPU/PSE. This would formalize the process for activating the distribution
interconnection point(s) and allow the parties to understand the scope of their responsibilities
and risks. The City would be subject to an additional wheeling charge for the use of TPU and
PSE’s facilities. These charges are not included in this planning study as the use of these
facilities is considered backup and loading estimates have not been developed.

EES recommends the City pursue the following capital projects during the next ten-year
planning period.

2015-2024 Annually

Asset Replacement — In addition, a reserve account should be established for replacement of
plant items nearing the end of their service life, such as poles, service transformers, etc.
Typically this is funded with annual contributions in the amount of the total distribution plant
value divided by the expected service life of 40 years.

Equipment replacement such as trucks and machinery are included in the annual operating
budget and not the capital work plan.

2015 Construction Work Plan

Tacoma Public Utilities Interconnection #1 (20th Avenue) - The first switching point is located
at 20" Ave and Milton Way. This location currently has TPU and City feeders separated by an air
break switch. EES proposes the site be upgraded to use a NOVA recloser with electronic
controls, bypass switching, and revenue metering. These upgrades will provide better billing
data for the agreement, as well as offering protection to TPU in the event that a fault occurs on
a City feeder tied to the TPU substation. EES anticipates that TPU will want the City to provide
some level of fault protection in the contractual agreement.

EES estimates the cost of constructing this first switching point to be approximately $110,000.

Feeder Cable Installation on Milton Way — City electric staff indicated that a project is planned
for the section of feeder between approximately 1700 Milton Way, continuing along Milton
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Way to approximately the intersection with 23" Ave. The existing overhead feeder will be
replaced with underground cable, continuing the underground circuit along Milton Way.

City staff has estimated the project cost to be $465,000.
EES agrees that this project would be valuable to the City, and should be completed.

2016 Construction Work Plan

Substation Cable Replacement — The 15-kV cable in the substation is nearing the end of its
useful life and should be replaced before a failure occurs. Cable is used between the 15-kV bus
structure and the 15-kV switchgear and also between the 15-kV switchgear and the feeder riser
poles.

This project will require a substation outage for several days while the cable is replaced. EES
recommends this be completed following the negotiation and construction of the distribution
interconnection points discussed earlier. Further, this work should be done when electric
demand is off-peak to minimize the impact to the interconnected neighboring utility.

EES estimates this work will include replacing several hundred feed of cable, 18 cable
terminations, and testing. EES also recommends that the jumpers between the exposed 15-kV
bus and the cable terminations at the bus be evaluated for ampacity and upgraded if necessary.
Larger jumpers could alleviate a potential bottleneck and reduce losses during heavy loading.

EES estimates the cost of this work to be approximately $150,000 not including any contractual
payments for energy to neighboring utilities. Energy payments will be governed by the duration
of the outage and the system load at the time the outage is taken.

If the Surprise Lake substation is acquired by the City, and is subsequently rebuilt, this project
will not be necessary in 2016 as it will be included in the scope of the rebuild.

Tacoma Public Utilities Interconnection #2 (Porter Way) — The second switching point is
located at Porter Way and Pacific Highway East. A City feeder stops about 100 feet from an
existing TPU line. EES proposes the installation of the necessary conductor to connect the two
feeders, as well as a NOVA recloser with electronic controls, bypass switching, and revenue
metering. This equipment would be similar to the other TPU switching point, with the addition
of the single slack-span of new conductor.

EES estimates the cost of constructing this second switching point to be approximately
$110,000

2017 Construction Work Plan

Puget Sound Energy Interconnection — In addition or as an alternate to one of the TPU
distribution interconnection points, a location on the East end of the City has been identified as
a candidate for a distribution tie point with PSE.
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The third switching point is located at approximately 28™ Ave S and Milton Way. There is an
existing PSE overhead line that dead-ends near an existing overhead City feeder. EES proposes
that following an acceptable interconnection agreement, PSE would install a NOVA recloser
with electronic controls, bypass switching, and revenue metering on its dead-end pole. The PSE
pole was selected because the nearest City-owned pole does not currently have sufficient
available space for the proposed equipment. Next, the City would install a new span between
the PSE line and the existing City line. The equipment may need to be located on the PSE pole
due to the arrangement of the City feeder. There would likely be a use of facilities charge
associated with installing City equipment on a PSE pole. The new span would connect the PSE
line to the cable in the riser on the City’s pole, creating a three-phase interconnection point.
Alternatively, it may be possible to install a riser on the PSE pole and connect to the feeder
cable in the adjacent City owned electric vault.

EES estimates the cost of constructing this third switching point to be approximately $130,000
not including any ongoing use of facilities charges for locating City equipment on PSE poles. EES
included $20,000 in this amount as an order-of-magnitude estimate of PSE’s charge to initially
install the City-owned equipment on PSE-owned poles. Note that this charge is difficult to
estimate and may be substantially different. EES recommends getting an estimate from PSE
once the project has been designed. Other design alternatives such as a pad-mounted recloser
or building a line or cable extension that would permit the City to install the equipment in its
own service territory should also be considered.

2018 Construction Work Plan

Feeder Cable Replacement at Surprise Lake Apartments — City electric staff indicated that a
cable replacement project is planned for the section of feeder cable passing through the
Surprise Lake Apartments.

City staff has estimated the project cost to be $200,000.

Based on the age of the cable, EES agrees that this project should be scheduled and completed
within the next five to ten years.

Other Projects

The following projects should be considered for implementation in the next planning period,
2024-2034.

Second Transmission Source — EES recommends that the City study the benefits of adding a
second substation to improve reliability of service and provide contingency switching in the
event that the City’s peak demand load grows to the point where the distribution
interconnection points are no longer able to carry it. It would be prudent to conduct this study
prior to building the distribution interconnection points.
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Underground cable at 8™ Ave and Oak Street — Investigate the potential for installation of an
underground feeder cable through the gulley at 8™ Ave and Oak Street to replace a difficult to
maintain overhead span. City electric staff indicated that this location is difficult to maintain
especially in poor weather. An underground cable would reduce the risk of weather-related

outages.

Table 2 outlines the complete list of recommended capital improvement projects to be
completed over the 10 year planning period.

Table 2
Estimated Capital Project Costs
($ 2014)
2020 to 10 Year
Project 2015 2016 2017 2018 2019 2024 Total
Tacoma Public Utilities $ 110,000 $110,000
Interconnection #1 (20th
Avenue)
Tacoma Public Utilities $110,000 $110,000
Interconnection #2
(Porter Way)
Puget Sound Energy $130,000 $130,000
Interconnection
Substation Cable $150,000 $150,000
Replacement*
Feeder Cable $200,000 $200,000
Replacement at Surprise
Lake Apartments
Feeder Cable Installation $465,000 $465,000
on Milton Way
Asset Replacement $175,000 $175,000 $175,000 $175,000 $175,000 $875,000 | $1,750,000
TOTAL $740,000 $435,000 $305,000 $375,000 $175,000 $875,000 $2,905,000

*Project to be included with substation rebuild if Surprise Lake Substation is purchased by the City from BPA.

Debt Service

At this time, the City’s electric utility does not have any debt. Because the initial capital outlay
related to the purchase and rebuild of the Surprise Lake substation is very large, the analysis
assumed the City would use 100 percent debt financing for the Substation purchase and
rebuild. The debt financing assumptions area the following:

m Borrowing rate = 5.0 percent

m  Borrowing term = 10 years

B 100% debt financing of major Capital Improvements
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Recommended Level of Financial Reserves

Minimum reserves were determined to be $2.5 million (see the appendix for this analysis). For
purposes of this report, the reserve account target is set at $4 million based on past
precedence. This allows Milton to invest in the proposed CIP projects and ensures sufficient
reserves in case the substation is purchased. The assumption used for the analysis related to
the reserve account balances — restricted and unrestricted are:

®m  Ending reserve account balance by 2024 is $4 million.
m  Reserve account balance will not be less than $2.5 million in any one year

Summary

Once all of the expense accounts have been forecast, the parts can be summed to equal the
total revenue requirement. This information is used in the scenarios developed in the

remainder of the report.
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Section 3 —Business as Usual (BAU)

This section of the study outlines the Business as Usual scenario for the strategic planning
study. This scenario assumes that the City continues operating the utility and does not
purchase the substation.

The BAU scenario assumes the following:

City maintains ownership of the electric utility

City does not purchase the BPA substation

City continues to pay BPA’s delivery charge

City does not establish interconnection points to TPA or PSE

Capital project include:
® Annual repair and replacement
® Feeder cable installation on Milton Way (2015)
® Feeder cable replacement at Surprise Lake apartments (2018)

Utility Delivery Charge — Status Quo

The City incurs a Utility Delivery Charge (UDC) on BPA power that is delivered over non-BPA
low-voltage transmission facilities, such as the Surprise Lake Substation. Low-voltage facilities
are those operated below 34.5 kV. The UDC increased significantly (25 percent) in the BP-14
rate case and is expected to continue to increase dramatically in subsequent rate periods. For
this study, a 25 percent increase per rate period was assumed through FY18-19. An additional 6
percent per rate period increase was assumed beginning in FY 20-21 through the remainder of
the study period. This assumption is based on the current plan, however, it is expected that the
UDC rates will continue to be addressed in future BPA rate cases.

Figure 4 illustrates the assumed UTC over the 10 year planning period.
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Figure 4
Estimated BPA Utility Delivery Charge
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The City will pay the delivery charge on all power delivered over the Surprise Lake substation as
long as it is owned by BPA. Based on the rates in Figure 4, the City’s payment will range from
$177,500 in 2014 up to $371,000 in 2024.

Analysis

The base scenario results show the significant impact the projected increase in the UDC and
needed capital improvements have on the City’s needed rate increases. Figure 5 shows that
under the BAU scenario, rates have to increase between 1 percent and 8 percent during the
next 10 years to meet the electric utility’s revenue requirement and maintain the Electric Fund
balance.
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Figure 5

Business As Usual Revenues and Expenses

$8,000,000

$7,000,000

$6,000,000

$5,000,000

$4,000,000

$3,000,000

$2,000,000

$1,000,000

5

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

$(1,000,000)

m Other Revenues

mmm Debt Service

m CIP Funded with Rates
mm Shared Costs

mm Operations

I Surprise Lake Substation
[ BPA Power Costs

. Taxes
 Administration

= (Current Rate Revenue

Proposed Rate Revenue

It should be noted that using current rates, revenues to not meet expenses in 2014 and beyond.
Given the level of rate increases needed, the reserve levels dip to $3.5 million in 2018, but ends

at $4 million by 2024 as can be seen in Figure 6.
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Figure 6
Utility Fund Ending Balance
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Table 4 shows that the overall NPV of the 11-year revenue requirement for the BAU scenario is
$47.9 million, while the revenue to the City is estimated at $5.5 million over the same period.
Finally, this scenario has the monthly residential bill increasing from $51.60 to $74.04.

Table 4

Business as Usual
(2014 Dollars)

Residential
Revenue Proposed Rate Revenues Estimated

cY Requirement Adjustment to the City from Monthly Bill

Electric Utility
2014 $ 4,518,472 0.0% S 544,830 S 51.60
2015 $ 5,316,293 3.0% S 570,090 S 53.15
2016 $ 5,156,233 5.0% S 598,492 S 55.81
2017 S 5,329,395 8.0% S 632,275 S 60.27
2018 S 5,828,672 5.0% S 659,280 S 63.28
2019 S 5,793,020 5.0% S 687,550 S 66.45
2020 S 6,131,981 5.0% S 717,692 S 69.77
2021 S 6,289,479 3.0% S 740,532 S 71.86
2022 S 6,541,589 1.0% S 756,807 S 72.58
2023 S 6,703,962 1.0% S 773,473 S 73.31
2024 S 6,982,902 1.0% S 791,126 S 74.04
NPV $47,883,780 $5,539,289
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Considerations

The BAU scenario is the scenario that all other options should be compared. It is important to
note that this scenario assumes no financing of capital projects and also assumes no new
interconnection points with TPU or PSE.

The results of this scenario can be seen in the table below:

Table 5

Business as Usual Metric for 2014 - 2024
(2014 Dollars)

BAU
Revenue Requirement (NPV) $47,883,780
Avg. Annual Rate Adjustment 3.5%
Payments to City (NPV) $5,539,289

Alternative Financing

In order to minimize rate adjustments in the near term, it was assumed the electric utility
would borrow all capital spending from 2015 to 2019. However, this pushes costs out requiring
larger rate adjustments at the end of the study period.

Figure 7
BAU with Financed CIP Revenues and Expenses
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The results of this alternative financing of the BAU scenario can be seen in the table below:

Table 6

BAU with Financed CIP Metric for 2014 - 2024

(2014 Dollars)

BAU-Financed CIP

Revenue Requirement (NPV) $47,772,856
Avg. Annual Rate Adjustment 4.0%
Payments to City (NPV) $5,539,899
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Section 4 — BPA Substation Purchase

EES was asked to evaluate the cost effectiveness of purchasing the Surprise Lake Substation
currently owned and operated by BPA.

This scenario assumes the following:

City maintains ownership of the electric utility

City purchase the BPA substation in 2015

5 years after purchase, the City rebuilds the substation
100 percent financing of the substation cost and rebuild
City does not pay BPA’s UDC after substation is purchased
Power supply losses decrease 2 percent

Additional capital project include:
® Annual repair and replacement
® Feeder cable installation on Milton Way (2015)
® Establish new interconnection points to TPA (2015, 2016)
® Establish new interconnection points to PSE (2017)
® Feeder cable replacement at Surprise Lake apartments (2018)

Substation Valuation

EES estimates the portion of the substation owned by BPA has a Replacement Cost New (RCN)
value of $1,972,000. The value of the land at the substation site was assumed to be $150,000.
Because of the age of the assets, the substation is fully depreciated, however, for this analysis it
was assumed the substation has a remaining life of five (5) years. In estimating the value of the
substation, assets already owned by the City were not included in the total. This figure is meant
to reflect the estimated reconstruction cost of the portion of the substation owned by BPA.
The Original Cost, as reported in the BP-14 Transmission Segmentation Study, is $760,077.

Based on the above data, a Market value of $500,000 was determined based on general
knowledge about BPA substation sales, the life left and the condition of the plant.

Substation Rebuild

The substation is nearing the end of its useful life, and should be rebuilt within the next five to
ten years, if purchased by the City. EES estimates that the rebuild would include new steel
structures and foundations, a 115-kV circuit switcher, a 15/20/25 MVA transformer with oil
containment, a voltage regulator bank, a new 15-kV main and transfer bus structure, and three
new NOVA reclosers with electronic controls and metering. This would refresh the age of the
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substation components as well as provide updated functionality and improved safety at the
site. EES estimates the cost of rebuilding the Surprise Lake Substation to be $3,573,000.

Substation Purchase Results

In order to evaluate the purchase of the Surprise Lake substation, it was assumed the City
would rebuild the substation in the next five years. Therefore, the resulting capital investment
is summarized in Table 7 below in 2014 dollars.

Table 7

Substation Purchase
(2014 Dollars)

Cost Approach Valuation Substation Rebuild Total Capital

Market Value Estimate $500,000 $3,573,000 $4,073,000

It is important to note that the cost of the substation does not take into account the possibility
of any liabilities associated with the substation, such as responsibility for any prior
polychlorinated biphenyl (PCB) contamination, soil contamination due to oil leaks, etc. These
and other liabilities should be reviewed (and investigated further if warranted) before a
purchase agreement is reached.

Substation Operations and Maintenance

Operations and maintenance (O&M) for the entire substation would become the responsibility
of the City. This work would likely need to be contracted, at least in the short term. The City
electric staff is currently not trained or equipped to work with transmission voltages (115-kV),
or substation control and protection equipment. Although the City does have a highly
knowledgeable distribution line crew, the skills necessary to maintain a substation are different
than a distribution system, albeit with some overlap of basic electrical concepts. The City
electric staff could be trained to perform O&M on some substation components; however there
is time and money involved in training, and it must be weighed against contracting the O&M
work. If the City plans to sell the utility in the near term, contracting the work may make more
sense.

Some substation O&M procedures require an outage in order to be completed. The alternate
source provided by the distribution interconnection projects discussed above could be used
during such outages. The BP-14 Transmission Segmentation Study estimates annual O&M for
the Surprise Lake substation to be $58,734 in 2010 dollars.

It would be prudent to develop a small spare parts inventory for substation components. Note
that some of the required spare parts will likely change once station is rebuilt due to changes in
technology since the original installation.
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For this study, EES developed a high, medium and low O&M estimate that includes O&M
expenses. The low range assumes existing crews can perform the substation testing after
minimal training and no major repairs are required prior to the rebuilding the substation. The
medium scenario assumes the City will perform the maintenance with existing crews and the
substation is rebuilt within 5 years. Finally the high scenario assumes the City will contract the
O&M. In addition, a fourth scenario is included using the BP-14 segmentation study estimate of
$58,734 escalated by inflation. The resulting 2014 estimates are in Table 8, below.

Table 8
Substation O&M Scenarios
Annual O&M
(2014 5)
Low $5,000
Medium $15,000
High $35,000
BP-14 Segmentation Study $66,106

For this study the medium scenario was used to establish the additional O&M cost due to the
purchase of the substation.

Summary and Conclusions
Given the following assumptions, the results are summarized in Table 8:

Substation purchased in 2015 using 100 percent debt financing for $500,000
Substation rebuild to occur in 2017 and 2018, 100 percent debt financed
Borrowing/discount rate = 5.0 percent

Borrowing term = 10 years

Annual O&M based on Medium scenario

Power Supply purchases reduced by 2.0 percent for loss savings

Table 9 compares the total costs associated with the substation under BAU and the Substation
purchase scenarios. The BAU scenario includes the UDC costs and the needed substation cable
replacement, while the Substation Purchase includes the cost of purchasing, the cost to rebuild,
the interconnection additions and the reduction in power costs due to reduced losses.

Table 9

Substation Purchase Cost Effectiveness
(2014 Dollars)

Scenario 11 Year NPV Annual Levelized Cost
Business As Usual (no new interconnection) $2,497,790 $300,706
Substation Purchase $4,084,425 $491,719
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Figure 8 provides the needed rate impacts for the Substation purchase scenario.

Figure 8

Substation Purchase Revenues and Expenses
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Figure 9 provides the resulting reserve balance for the two scenarios.

Figure 9
Utility Fund Ending Balance
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Table 10 shows that the overall NPV of the 11-year revenue requirement for the Substation
Purchase scenario is $50.0 million, while the revenue to the City is estimated at $5.7 million
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over the same period. Finally, this scenario has the monthly residential bill increasing from
$51.60 to $77.63.

Table 10
Substation Purchase
Revenues Residential
Revenue Proposed Rate to the City from Estimated
cYy Requirement Adjustment Electric Utility Monthly Bill
2014 S 4,518,472 0.0% $544,830 $51.60
2015 S 5,775,439 5.0% $575,428 $54.18
2016 S 5,572,772 8.0% $612,817 $58.51
2017 S 5,754,205 8.0% $647,829 $63.20
2018 S 6,066,638 5.0% $675,719 $66.36
2019 S 6,024,682 5.0% $704,919 $69.67
2020 S 6,347,122 5.0% $736,066 $73.16
2021 S 6,491,374 2.0% $755,554 $74.62
2022 S 6,732,831 2.0% $776,153 $76.11
2023 S 6,894,200 2.0% $797,311 $77.63
2024 S 7,147,558 0.0% $811,057 $77.63
NPV $49,994,761 $5,657,126
Considerations

Based on the results in Table 10, the purchase of the substation, assuming the purchase price is
$500,000, would be slightly higher than the cost of continuing to pay the UDC to BPA under the
BAU scenario which has an 11-year NPV of $47.9 million. In addition, the City must consider the
associated risks and City goals. Some of these considerations are listed below:

Additional Expenses Beyond Substation Purchase Price
If the substation is purchased, several improvements should be made as soon as practical.

m Distribution interconnection points with TPU and PSE, as well as storm recovery plan
and contracts in place (included in analysis)
m  Complete substation rebuild (included in analysis)

Transformer Age/Failure Mode

Based on data provided by BPA, transformer number T01447 was manufactured by Standard
Transformer Company in 1965, and was acquired by BPA in 1974 for use at Brush College
substation. The transformer was installed at Surprise Lake substation in 1981.

Transformer T01447 is rated for 12/16/20 MVA with 13.4/17.9/22 MVA limits at 65-degrees
Celsius rise. However, upon inspection only one bank of fans was installed on the transformer,
therefore the top forced-air rating should not be used. Further, due to the age of the
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transformer, loading should be restricted to below 85% of the first forced-air rating (17.9MVA),
or 15.2 MVA.

The expected useful life for substation assets is 40 years from the date of manufacture. As age
increases, the risk of failure increases.

In contrast to the relatively short duration of a transmission line outage, such a transformer
failure would most likely create a long duration substation outage (multiple days or even
weeks) while replacement equipment is being procured, delivered, and energized. In the case
of the transformer, a failure would likely mean total loss of the substation. In other cases, it
may mean the inability to serve load or operate safely. With only a single substation, the City
would not have its own contingency source to provide power in the event of a substation
outage. Contracts with neighboring utilities should be in place prior to the substation being
acquired. This is discussed in further detail below.

Due to its age, the City should plan to rebuild the substation within the next five to ten years, as
soon as practical. Following a rebuild, the risk of failure is drastically lower.

Oil Leaks, Contamination, Liability

If the City acquired the balance of the substation assets, it may also assume additional risk. For
example, if the substation transformer were to leak a large amount of oil, the City would be
responsible for containment, cleanup, and any associated penalties. The substation does not
have an oil containment structure surrounding the transformer, and a massive leak would likely
contaminate the soil. Further, the transformer was observed to be leaking a small amount of oil
during the site visit by EES in March 2014. The leak is being managed with absorbent pads,
replaced at regular intervals. A leak of this magnitude is not unusual for a transformer of this
vintage; however, it should be monitored regularly.

When a distribution line experiences a fault, the substation transformer is subject to current
levels much higher than typical, known as fault current. Exposure to fault current can cause
internal damage to transformer winding insulation due to the electromagnetic forces involved.
Due to its age, the likeliness of the Surprise Lake substation transformer having an internal fault
due to insulation failure is higher than average. The transformer oil should be tested at regular
intervals to monitor insulation condition changes. This will become the City’s responsibility
upon taking ownership.

The transformer is protected by fuses, which may allow the transformer to carry the full fault
current for up to several seconds, increasing the likeliness of insulation damage. Fuses on a
transformer of this size and installation year are common practice. However, coupled with its
age, the risk of a total loss of the transformer in the event of a substation fault is high. A
replacement substation transformer for similar to the Surprise Lake unit typically costs around
$500,000 and has a lead time between 8 and 16 months. Finally, transformer failures are quite
often spectacular, resulting in a large oil fire and the loss of the entire substation and possibly
surrounding properties.
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In the interim period following a transformer failure, a mobile substation could be leased;
however, this will be expensive and will take a few days to deliver and energize.

This level of risk must be weighed in the decision to acquire the Surprise Lake substation.
Mitigating Risk

Although it is not possible to know exactly when a transformer or other equipment will fail,
regular testing of transformer oil and other substation equipment can reveal a downward trend
in equipment condition. Presently, BPA is responsible for transformer oil testing. If the City
purchases the substation, EES recommends an aggressive testing schedule due to the age of the
substation equipment. Further, the complete substation rebuild should be completed as soon
as practical.

Summary

The Substation Purchase scenario is slightly higher than the BAU scenario under the 10 year
analysis horizon. However, this assumes that the City purchases the substation for $500,000
and borrows 100 percent of the purchase and rebuild costs. In addition, the City will have to
consider intangible issues, such as training staff to maintain substation, additional risk
associated with owning a substation and unknown liabilities.

Table 11

Substation Purchase Comparison Metric for 2014 - 2024
(2014 Dollars)

BAU Substation Purchase
Revenue Requirement (NPV) 548,883,780 $49,994,769
Avg. Rate Adjustment 3.5% 4.0%
Payments to City (NPV) $5,539,289 $5,657,126
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Section 5 — Utility Ownership Scenario

The City may consider the sale of the Electric Utility to another utility, such as TPU or PSE, or a
newly formed electric cooperative. In this scenario, the impact to the City can be quantified
through the gains and losses outlined below:

This scenario assumes the following:

m  City sells the electric utility as is
m City does not purchase the BPA substation

If the City plans to sell the electric utility in the near future, acquisition of the substation brings
additional risk to both parties in the sale. The City (seller) would assume risk of equipment
failure until a suitable buyer can be found and it may not bring much additional asset value to
the deal as it is already fully depreciated. Further, the buyer may not want to assume the
liability and would prefer that BPA had kept the substation. It was therefore assumed that in
the scenario, the City would not purchase the substation.

Sales Price

The estimated value of the Electric Utility assets is between $3.5 million and $4.725 million
based on the methodologies described in Table 12 below. This is consistent with valuations
seen for other Northwest utilities.

Table 12

Electric Utility Estimated Value

Estimated Net Plant

Market Value — 0% Premium Over Book $3,500,000

Market Value — 35% Premium Over Book $4,725,000

Costs and Revenues Associated with the Sale of the Utility

In addition to receiving the sales price for the utility, the City would charge the new utility
owner a franchise fee for operating the utility within City limits. The City can charge a 6 percent
of gross operating revenues franchise fee. However, this franchise fee is a direct offset to the 6
percent gross operating revenue utility tax resulting in no net impact.

If the City sells the utility, the City will lose revenues in the form of a 6 percent of gross
operating revenues utility tax, shared costs, and a share of the administrative salaries and
wages. In addition to the monetary losses, the Electric Utility employs 6.1 full time equivalent
employees for operations alone. These employees would no longer be required following the
sale.
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The utility tax is budgeted to be $257,506 in 2014. The electric utility also pays for 1.27 FTE’s in
shared staff and 0.45 FTE’s in administrative staff. Assuming these employees would transfer to
other areas within the City, the loss associated with administrative wages and benefits currently
charged to the utility is $51,000. The shared costs assigned to the electric utility total $236,337
in 2014. Therefore, the total annual lost revenues to the City from a sale of the utility are
approximately $540,000.

Considerations

Based on a 10 year analysis, Table 13 shows that the City will gain approximately $1.7 million
when comparing revenues from operating the utilities with revenues from the sale of the utility
assuming a $3.5 million purchase price.

Table 13

Impact to City Revenues
Utility Sale at $3.5 Million

BAU Lost
Revenues Franchise Fee Annuity with Utility Sale Net Gain/(Loss)
cYy to the City with TPU Sale’ Sale Proceeds Revenues to City
a b c d=b+c e=d-a

2014 $544,830 S0 SO $544,830 SO
2015 $562,084 $344,750 $431,518 $776,268 $214,184
2016 $576,254 $364,124 $431,518 $795,642 $219,388
2017 $586,184 $378,148 $431,518 $809,666 $223,482
2018 $596,762 $393,184 $431,518 $824,703 $227,940
2019 $607,601 $408,713 $431,518 $840,231 $232,631
2020 $619,119 $425,367 $431,518 $856,885 $237,766
2021 $630,123 $441,324 $431,518 $872,843 $242,719
2022 $641,841 $458,447 $431,518 $889,965 $248,124
2023 $653,885 $476,140 $431,518 $907,659 $253,773
2024 $666,678 $495,125 $431,518 $926,644 $259,966
NPV $5,001,184 $6,722,012 $1,720,828

1. This assumes a sale to Tacoma Public Utilities

Based on a 10 year analysis, Table 14 shows that the City will gain approximately $2.8 million
when comparing revenues from operating the utilities with revenues from the sale of the utility
assuming a $4.725 million purchase price.
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Table 14

Impact to City Revenues
Utility Sale at $4.725 Million

BAU Lost
Revenues to the Franchise Fee Annuity with Utility Sale Net Gain/(Loss)
cYy City with TPU Sale® Sale Proceeds Revenues to City
a b c d=b+c e=d-a

2014 $544,830 S0 SO $544,830 SO
2015 $562,084 $344,750 $582,550 $927,299 $365,215
2016 $576,254 $364,124 $582,550 $946,674 $370,420
2017 $586,184 $378,148 $582,550 $960,698 $374,513
2018 $596,762 $393,184 $582,550 $975,734 $378,972
2019 $607,601 $408,713 $582,550 $991,263 $383,662
2020 $619,119 $425,367 $582,550 $1,007,916 $388,797
2021 $630,123 $441,324 $582,550 $1,023,874 $393,751
2022 $641,841 $458,447 $582,550 $1,040,996 $399,155
2023 $653,885 $476,140 $582,550 $1,058,690 $404,805
2024 $666,678 $495,125 $582,550 $1,077,675 $410,997
NPV $5,001,184 $7,832,702 $2,831,518

1. This assumes a sale to Tacoma Public Utilities
There are several non-economic impacts that are part of the consideration in selling the utility.

Potential Rate impact

The sale of the utility would result in customers being charged based on the new owner’s rate
schedule. As a comparison, The City’s residential average electric bill is compared to average
residential bill paid by TPU and PSE customers under current rates.

Table 15
Monthly Bill Comparison
Residential
2014 Rates (750 kWh/mo) Impact to Customer
Milton Current Rates $51.60 --
Tacoma Power” $66.97 30%
Puget Sound Energy" $78.93 53%

1. Includes 6% City franchise fee.

This comparison shows that TPU residential rates are approximately 30 percent higher than the
City’s, while PSE’s rates are 53 percent higher than the City’s currently. Once the sale has
occurred, the City will no longer have any control over rates or rate increases.

Loss of Employees

One consideration in the sale of the utility is the loss of jobs due to the sale. The Electric Utility
employs 6.1 full time equivalent employees for operations alone. These employees would no
longer be required following the sale.
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Response Time

The City’s electric utility has an excellent customer service reputation. Even in the worst storm,
the outages are short and crews are on site immediately addressing any issues. If the City sells
the utility, the service area will become part of a larger service area and crews will have to
travel further to respond to outages or issues. As such, it is highly likely that the service level
for the residents of the City will decline.

Summary

While it is clear that selling the utility would gain the City significant revenues assuming the
sales price is between $3.5 — 4.725 million, the resulting rate impact to customers is significant.
The first year, rates are likely to increase by 30% if the utility is sold to TPU and 53% if the utility
is sold to PSE. In addition, the average annual rate increases below are calculating assuming
PSE and TPU’s rates going forward grow at the same rate as BPA’s rates. This assumption is
very conservative.

Table 16

Sale of Utility Comparison Metric for 2014 - 2024
(2014 Dollars)

Substation Utility Sale’ Utility Sale®
BAU Purchase TPU PSE
Revenue Requirement (NPV)  $47,883,780 $49,994,761 n/a n/a
Avg. Rate Adjustment 3.5% 4.0% 5.5% 7.2%
Payments to City (NPV) $5,539,289 $5,657,126 $6,722,012 $7,245,828

1. Assumes sale price of $3.5 million
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Section 6 — Summary

The City asked EES Consulting, Inc. (EES) to perform a long-term strategic electric system plan,
including a ten-year capital improvement plan. EES was also asked to evaluate the cost
effectiveness of purchasing the BPA substation and a potential sale of the utility. Finally, EES
was asked to discuss Tier 2 purchases form BPA.

Tier 2 Purchases

BPA requires utilities that have at least 1 aMW of above-HWM load to purchase Tier 2 products
or non-federal purchases to serve above-HWM loads. Loads in excess of the RHWM are served
by BPA’s load shaping product until above-HWM loads exceed 1 aMW. Above