
If you need ADA accommodations, please contact City Hall at (253) 517-2705 
prior to the meeting. Thank you. 

 
 
 

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. 
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September 2014    
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B. Fire Hydrants information 
C. Fire Marshal information 
D. Police Vehicle Purchase Plan 
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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 

Study Session  
A. Revenue Estimates – Public Hearing 
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 
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Mon 11/03 7:00 pm Regular Meeting A. Budget Review – Other Funds 
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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 
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Mon 12/01 7:00 pm Regular Meeting  
Mon 12/08 7:00 pm Study Session  
Mon 12/15 7:00 pm Regular Meeting  
    

 
 
 
 



 

 

     Agenda Item #: 3A  

 
 
To:  Mayor Perry and City Councilmembers 

From:  Public Works Director Neal 

Date:  August 11, 2014 Study Session  

Re:

ATTACHMENTS: N/A  

  Meeting with Staff – Building Official 

    
TYPE OF ACTION: 
  X  Information Only       Discussion        Action         Expenditure Required:  
 

 
Recommendation/Action:  N/A 
 
 
Fiscal Impact/Source of Funds:   N/A 
        
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  
 

 
 
To:  Mayor Perry and City Councilmembers  
From:   Public Works Director Neal 
Date:  August 11, 2014 Study Session 
Re:

ATTACHMENTS:   A. Electric System Plan Update  

  Electric System Plan 

    
 
TYPE OF ACTION:  
 
     Information Only    X    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 

 

 
 

 

 

 

 

 

 

Prepared by: 

 

 

 

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 
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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 

 
 

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 
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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. 
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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) 
   Power Supply Expense 
   Transmission Expense 
   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: 
 

 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. 

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

 
 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.   
 

 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. 

 
 It 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. 
 

 It 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. 

 



 

CITY OF MILTON—ELECTRIC UTILITY STRATEGIC PLAN 5 

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 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 31st 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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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: 

 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 

 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. 

 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.   
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Figure 3 

 

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 
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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 20th 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 23rd 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 28th 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 8th Ave and Oak Street – Investigate the potential for installation of an 
underground feeder cable through the gulley at 8th 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) 

 
Project 

 
2015 

 
2016 

 
2017 

 
2018 

 
2019 

2020 to 
2024 

10 Year 
Total 

Tacoma Public Utilities 
Interconnection #1 (20th 
Avenue) 

$ 110,000      $110,000  

Tacoma Public Utilities 
Interconnection #2 
(Porter Way) 

 $110,000     $110,000  

Puget Sound Energy 
Interconnection 

  $130,000    $130,000  

Substation Cable 
Replacement* 

 $150,000     $150,000  

Feeder Cable 
Replacement at Surprise 
Lake Apartments 

   $200,000   $200,000  

Feeder Cable Installation 
on Milton Way 

$465,000      $465,000 

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: 

 Borrowing rate = 5.0 percent 

 Borrowing term = 10 years 

 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:  
 

 Ending reserve account balance by 2024 is $4 million.  

 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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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 

 

 

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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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) 

 
 

CY 

 
Revenue 

Requirement 

 
Proposed Rate 

Adjustment 

 
Revenues  

to the City from 
Electric Utility 

Residential 
Estimated  

Monthly Bill 

2014  $   4,518,472  0.0%  $        544,830   $             51.60  

2015  $   5,316,293  3.0%  $        570,090   $             53.15  

2016  $   5,156,233  5.0%  $        598,492   $             55.81  

2017  $   5,329,395  8.0%  $        632,275   $             60.27  

2018  $   5,828,672  5.0%  $        659,280   $             63.28  

2019  $   5,793,020  5.0%  $        687,550   $             66.45  

2020  $   6,131,981  5.0%  $        717,692   $             69.77  

2021  $   6,289,479  3.0%  $        740,532   $             71.86  

2022  $   6,541,589  1.0%  $        756,807   $             72.58  

2023  $   6,703,962  1.0%  $        773,473   $             73.31  

2024  $   6,982,902  1.0%  $        791,126   $             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. 



 

CITY OF MILTON—ELECTRIC UTILITY STRATEGIC PLAN 23 

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 $) 

 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 

 



 

CITY OF MILTON—ELECTRIC UTILITY STRATEGIC PLAN 24 

Figure 8 provides the needed rate impacts for the Substation purchase scenario.   

Figure 8 
Substation Purchase Revenues and Expenses 

 

Figure 9 provides the resulting reserve balance for the two scenarios.   

 

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 

 
 

CY 

 
Revenue 

Requirement 

 
Proposed Rate 

Adjustment 

Revenues  
to the City from 
Electric Utility 

Residential 
Estimated  

Monthly Bill 

2014  $   4,518,472  0.0% $544,830 $51.60 

2015  $   5,775,439  5.0% $575,428 $54.18 

2016  $   5,572,772  8.0% $612,817 $58.51 

2017  $   5,754,205  8.0% $647,829 $63.20 

2018  $   6,066,638  5.0% $675,719 $66.36 

2019  $   6,024,682  5.0% $704,919 $69.67 

2020  $   6,347,122  5.0% $736,066 $73.16 

2021  $   6,491,374  2.0% $755,554 $74.62 

2022  $   6,732,831  2.0% $776,153 $76.11 

2023  $   6,894,200  2.0% $797,311 $77.63 

2024  $   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.  

 Distribution interconnection points with TPU and PSE, as well as storm recovery plan 

and contracts in place (included in analysis) 

 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) $48,883,780 $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: 

 City sells the electric utility as is 

 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 

 
 

CY 

BAU Lost 
Revenues  
to the City 

a 

 
Franchise Fee 
with TPU Sale

1
 

b
 

 
Annuity with 
Sale Proceeds 

c 

 
Utility Sale 
Revenues 
d = b + c 

 
Net Gain/(Loss) 

to City 
e = d – a 

2014 $544,830 $0 $0 $544,830 $0 

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 

 
 

CY 

BAU Lost 
Revenues to the 

City 
a 

 
Franchise Fee 
with TPU Sale

1
 

b
 

 
Annuity with 
Sale Proceeds 

c 

 
Utility Sale 
Revenues 
d = b + c 

 
Net Gain/(Loss) 

to City 
e = d – a 

2014 $544,830 $0 $0 $544,830 $0 

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 

 
2014 Rates 

Residential  
(750 kWh/mo) 

 
Impact to Customer 

Milton Current Rates $51.60 -- 

Tacoma Power
1
 $66.97 30% 

Puget Sound Energy
1
 $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) 

    
BAU 

Substation 
Purchase 

Utility Sale
1
 

TPU 
Utility Sale

1
 

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-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 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.  It should also be noted 
that the current BPA contracts expire in 2028. 
 
Business As Usual Scenario 

The Business as Usual scenario for the strategic planning study assumes that the City continues 
operating the utility and does not purchase the substation.  In addition, this scenario assumes 
that new interconnection points are not built.   

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 

This scenario was the scenario that all other options were compared to.  

Purchase of Substation Scenario 

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 for $500,000 

 Establish new interconnection points to TPA and PSE 



 

CITY OF MILTON—ELECTRIC UTILITY STRATEGIC PLAN 33 

 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 

The Substation Purchase scenario is more expensive than the BAU scenario.  This assumes that 
the City borrows 100 percent of the purchase and rebuild costs and repays the costs over 10 
years.  In addition to the cost impacts, 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 associated with the substation.  

Sale of Utility 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: 

 City sells the electric utility as is 

 City does not purchase the BPA substation 

While the City would receive between 1.7 and 2.8 million in additional revenues from a sale, 
there are numerous non-economic benefits that are part of the consideration in selling the 
utility.  Based on a current residential bill comparison, if the City sold to TPU, residential rates 
would on average increase by 30 percent, while a sale to PSE would result in 53 percent higher 
residential bills. Other considerations are the loss of control of the utility operations, loss of 
employees and likelihood that the service level for the residents of the City will decline.    

Table 17 provides the summary results for all three scenarios.  

Table 17 
Sale of Utility Comparison Metric for 2014 - 2024 

(2014 Dollars) 

    
BAU 

Substation 
Purchase 

Utility Sale
1
 

TPU 
Utility Sale

1
 

PSE 

Revenue Requirement (NPV) $47,883,780  $49,994,761  n/a n/a 

Avg. Annual 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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Appendix 

Recommended Level of Financial Reserves 

There are three basic reasons for collecting reserves for utilities: liquidity, pre-funded Capital 
Improvement Plan (CIP) and emergency or risk-management reserves.  The appropriate reserve 
level is often utility specific.   It depends on the range of costs that the utility may be facing, and 
it also depends on the financial options available to the utility. 

At a minimum, utilities keep working capital on hand for liquidity.  This level of reserves handles 
short-term fluctuations due to monthly, bimonthly or seasonal variation in revenues and 
expenses.  The reserve target is typically set based on a “numbers of days”, such as 30, 60 or 90 
days of operation and maintenance (O&M) costs.  We often use 1/12th of power supply costs 
(equivalent to 30 days) plus 1/8th of O&M costs (equivalent to 45 days) on hand as a minimum 
to provide liquidity.  

In addition to working capital, utilities maintain emergency reserves in order to handle 
unexpected costs, such as a power supply cost increase or a failure of major equipment.  Some 
of the options available to offset the level of emergency reserves on-hand include a bank line of 
credit, insurance, and automatic rate mechanisms, such as Power Cost Adjustments.  The 
reserve target for emergency reserves due to equipment failure is often either a percentage of 
total gross utility assets or the cost of a major repair or replacement.  The reserve target for 
emergency reserves due to increased costs or reduced revenues is usually expressed as a 
percent of operating expenses.  

Finally, utilities collect reserves to pre-fund Capital Improvements Projects (CIP).  These capital 
improvements can be separated into repair and replacement and expansion costs.  Utilities, at a 
minimum, should collect sufficient reserves to fund repair and replacement equal to its annual 
depreciation expense.  Depending on the age of the utility system, additional reserves may be 
needed.  Reserves for pre-funding CIP can be offset by debt financing or rate increases as CIP 
funding is needed.  

To summarize, the types of reserves and the standard targets include the following: 

Liquidity: Based on number of days (minimum 30 days of power supply costs and 45 days of 
O&M costs) 

Emergency Reserves – Operating contingency: As a percentage of O&M costs (target: 0 – 10% 
of total O&M) 

Emergency Reserves – Equipment Failure: As a percentage of plant or cost of major repair or 
replacement (Target: 1% - 2% of utility gross plant) 

CIP (New) Reserves: Based on Utility CIP financing plan and program.   
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CIP (Repair & Replacement) Reserves: CIP reserves should at a minimum equal depreciation.  
The City is currently budgeting $300,000 in restricted reserve for equipment replacement.  

Milton’s Minimum Reserves Level Estimate 

Currently, the electric utility keeps approximately $4 million in reserves both restricted and 
unrestricted.  As part of the $4 million in reserves, the City requires 25% of previous year’s 
operating costs (or approximately $1 million) to be held by the Electric utility in restricted 
reserves.  
 
Based on the guidelines above, the proposed minimum level of reserves is described in Table A-
1 below: 
 

Table A-1 
Proposed Minimum Reserve Levels 

Liquidity: Based on 1 Month Power Supply Costs and 1/8
th

 of O&M $500,000  

City Restricted Reserve Requirement: 25% of Operating Costs $1,200,000 

Emergency Reserves – Operating contingency: 10% of O&M Expenses 500,000  

Emergency Reserves – Equipment Failure: 2% of Gross Plant $140,000 

CIP (New) Reserves:  Based on Projected Need for New CIP 
 
CIP (R & R) Reserves: Based on Annual Depreciation (Restricted) 

TBD 

$175,000  

Minimum Reserves Total $2,515,000  

 

The above reserve level is the minimum reserves needed prior to considering any potential for 
new capital improvement projects.  If Milton does not plan to rely on lines of credit or 
borrowing, these minimum reserve levels will have to be increased to ensure the utility does 
not experience a shortfall in funds.   
 
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:  
 

 Ending reserve account balance by 2024 is $4 million.  

 Reserve account balance will not be less than $2.5 million in any one year 

 



City of Milton
Business As Usual, 100% Debt Financed Major Capital
Revenues/Expenses Actual Actual Actual Projected  BUDGET Forecast ‐‐>

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Proposed Rate Adjustments 0.0% 3.0% 5.0% 8.0% 5.0% 5.0% 5.0% 3.0% 1.0% 1.0% 1.0%

Revenues
Retail Rate Revenues 4,109,175$      4,116,094$   4,049,875$      4,187,616$   4,208,554$  4,447,818$  4,547,700$    4,571,978$    4,601,912$    4,630,845$    4,665,570$     4,685,965$     4,712,263$    4,737,786$    4,769,306$   
Proposed Additional Rate Revenues ‐                    133,435       370,638        768,184        1,041,969     1,332,489     1,642,883       1,840,146       1,916,100     1,993,121     2,074,138    
Other Revenues 220,399            260,257         162,269            186,033        169,071       169,071       169,071        169,071        169,071        169,071        169,071          169,071          169,071        169,071        169,071       
Total Revenues 4,329,574$      4,376,351$   4,212,144$      4,373,649$   4,377,625$   4,750,323$   5,087,409$    5,509,233$    5,812,952$    6,132,405$    6,477,524$    6,695,181$    6,797,434$    6,899,979$    7,012,515$   

Expenses
Administration
Administration 94,091              111,844         236,930            126,490        204,257       210,462       216,865        223,474        230,294        237,334        244,601          252,101          259,844        267,836        276,087       
Utility Tax 249,751            253,582         249,553            259,902        257,506       274,875       295,100        320,410        338,633        357,800        378,507          391,567          397,702        403,854        410,607       
Excise Tax 166,573            156,419         148,281            162,129        164,512       178,948       192,005        208,344        220,108        232,482        245,850          254,280          258,241        262,213        266,572       

Subtotal Administration 510,415            521,845         634,764            548,521        626,275       664,285       703,970        752,227        789,035        827,616        868,958          897,948          915,787        933,904        953,265       
Operations
Operations 741,211            840,176         934,775            993,181        1,119,872   1,155,901   1,193,203     1,231,827     1,271,823     1,313,241     1,356,137       1,400,566       1,446,586     1,494,258     1,543,645    
BPA‐Electricity for Resale 1,910,318         2,123,696     2,250,102         2,249,693     $2,111,420 2,299,407   2,455,809     2,505,025     2,632,517     2,715,538     2,928,367       2,984,296       3,127,855     3,194,254     3,356,542    
BPA‐Transmission ‐                     ‐                  ‐                     ‐                241,105       261,347       276,978        283,317        296,477        303,275        317,347          324,517          339,465        347,237        363,373       
BPA‐Substation Delivery Charge ‐                     ‐                  ‐                     ‐                177,534       202,777       240,300        258,899        303,087        309,767        324,209          331,357          346,807        354,446        370,941       
BPA Conserv Credit/Prof Svcs ‐                     17,723          ‐                     ‐                ‐                    ‐                ‐                 ‐                 ‐                 ‐                 ‐                   ‐                   ‐                 ‐                 ‐                
BPA Conserv Credit ‐                     88,614          ‐                     ‐                ‐                    ‐                ‐                 ‐                 ‐                 ‐                 ‐                   ‐                   ‐                 ‐                 ‐                
Substation O&M ‐                     ‐                  ‐                     ‐                ‐                    ‐                    ‐                      ‐                      ‐                      ‐                       ‐                        ‐                        ‐                      ‐                      ‐                     

Subtotal Operations 2,651,529        3,070,209    3,184,877        3,242,874    3,649,931  3,919,432  4,166,291    4,279,068    4,503,904    4,641,822    4,926,060      5,040,736      5,260,713    5,390,195    5,634,501   
Shared Costs
Shared Costs 340,770            351,561         204,317            229,979        236,337       242,447       248,777        255,335        262,129        269,170        276,467          284,029          291,867        299,991        308,413       

Subtotal Shared Costs 340,770           351,561        204,317           229,979        236,337      242,447      248,777       255,335       262,129       269,170       276,467         284,029         291,867       299,991       308,413      
Capital Projects Funded in Rates
Capital Improvements $27,061 $182,747 $52,241 ‐                     175,000       659,200       185,658        191,227        422,066        202,873        208,959          215,228          221,685        228,335        235,185       
Substation Purchase/Rebuild Capital ‐                     ‐                    ‐                    ‐                      ‐                      ‐                      ‐                       ‐                        ‐                        ‐                      ‐                      ‐                     

Debt Service
Capital Project Debt Service ‐                         ‐                      ‐                         ‐                     ‐                    ‐                    ‐                      ‐                      ‐                      ‐                       ‐                        ‐                        ‐                      ‐                      ‐                     
Substation Purchase/Rebuild Debt Service ‐                     ‐                    ‐                    20,609           20,609           20,609           20,609           20,609             20,609             20,609           20,609           20,609          

Total Expenses 3,529,775$      4,126,362$   4,076,199$      4,021,374$   4,687,543$   5,485,364$   5,325,304$    5,498,466$    5,997,743$    5,962,091$    6,301,052$    6,458,550$    6,710,660$    6,873,033$    7,151,973$   

Net Revenues 799,799$          249,989$      135,945$          352,275$      (309,918)$    (735,041)$    (237,895)$     10,767$         (184,791)$     170,314$       176,472$        236,631$        86,775$         26,946$         (139,458)$    

Fund Balance 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Beginning Balance $3,378,461 $4,178,260 $4,428,249 $4,564,194 $4,916,469 $4,606,551 $3,871,510 $3,633,615 $3,644,382 $3,459,591 $3,629,906 $3,806,378 $4,043,009 $4,129,784 $4,156,729
Additions/(Reductions) $799,799 $249,989 $135,945 $352,275 ‐$309,918 ‐$735,041 ‐$237,895 $10,767 ‐$184,791 $170,314 $176,472 $236,631 $86,775 $26,946 ‐$139,458
Ending Balance $4,178,260 $4,428,249 $4,564,194 $4,916,469 $4,606,551 $3,871,510 $3,633,615 $3,644,382 $3,459,591 $3,629,906 $3,806,378 $4,043,009 $4,129,784 $4,156,729 $4,017,271



City of Milton
Business As Usual, Financed CIP, 100% Debt Financed Major Capital
Revenues/Expenses Actual Actual Actual Projected  BUDGET Forecast ‐‐>

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Proposed Rate Adjustments 0.0% 3.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 3.0% 1.0%

Revenues
Retail Rate Revenues 4,109,175$      4,116,094$   4,049,875$      4,187,616$   4,208,554$  4,447,818$  4,547,700$    4,571,978$    4,601,912$    4,630,845$    4,665,570$     4,685,965$     4,712,263$    4,737,786$    4,769,306$   
Proposed Additional Rate Revenues ‐                    133,435       370,638        619,846        885,195        1,166,841     1,467,648       1,782,065       2,117,283     2,334,747     2,421,476    
Other Revenues 220,399            260,257         162,269            186,033        169,071       169,071       169,071        169,071        169,071        169,071        169,071          169,071          169,071        169,071        169,071       
Total Revenues 4,329,574$      4,376,351$   4,212,144$      4,373,649$   4,377,625$   4,750,323$   5,087,409$    5,360,895$    5,656,178$    5,966,757$    6,302,290$    6,637,101$    6,998,617$    7,241,605$    7,359,853$   

Expenses
Administration
Administration 94,091              111,844         236,930            126,490        204,257       210,462       216,865        223,474        230,294        237,334        244,601          252,101          259,844        267,836        276,087       
Utility Tax 249,751            253,582         249,553            259,902        257,506       274,875       295,100        311,509        329,226        347,861        367,993          388,082          409,773        424,352        431,447       
Excise Tax 166,573            156,419         148,281            162,129        164,512       178,948       192,005        202,598        214,036        226,065        239,062          252,031          266,034        275,445        280,026       

Subtotal Administration 510,415            521,845         634,764            548,521        626,275       664,285       703,970        737,581        773,556        811,261        851,656          892,214          935,650        967,634        987,559       
Operations
Operations 741,211            840,176         934,775            993,181        1,119,872   1,155,901   1,193,203     1,231,827     1,271,823     1,313,241     1,356,137       1,400,566       1,446,586     1,494,258     1,543,645    
BPA‐Electricity for Resale 1,910,318         2,123,696     2,250,102         2,249,693     $2,111,420 2,299,407   2,455,809     2,505,025     2,632,517     2,715,538     2,928,367       2,984,296       3,127,855     3,194,254     3,356,542    
BPA‐Transmission ‐                     ‐                  ‐                     ‐                241,105       261,347       276,978        283,317        296,477        303,275        317,347          324,517          339,465        347,237        363,373       
BPA‐Substation Delivery Charge ‐                     ‐                  ‐                     ‐                177,534       202,777       240,300        258,899        303,087        309,767        324,209          331,357          346,807        354,446        370,941       
BPA Conserv Credit/Prof Svcs ‐                     17,723          ‐                     ‐                ‐                    ‐                ‐                 ‐                 ‐                 ‐                 ‐                   ‐                   ‐                 ‐                 ‐                
BPA Conserv Credit ‐                     88,614          ‐                     ‐                ‐                    ‐                ‐                 ‐                 ‐                 ‐                 ‐                   ‐                   ‐                 ‐                 ‐                
Substation O&M ‐                     ‐                  ‐                     ‐                ‐                    ‐                    ‐                      ‐                      ‐                      ‐                       ‐                        ‐                        ‐                      ‐                      ‐                     

Subtotal Operations 2,651,529        3,070,209    3,184,877        3,242,874    3,649,931  3,919,432  4,166,291    4,279,068    4,503,904    4,641,822    4,926,060      5,040,736      5,260,713    5,390,195    5,634,501   
Shared Costs
Shared Costs 340,770            351,561         204,317            229,979        236,337       242,447       248,777        255,335        262,129        269,170        276,467          284,029          291,867        299,991        308,413       

Subtotal Shared Costs 340,770           351,561        204,317           229,979        236,337      242,447      248,777       255,335       262,129       269,170       276,467         284,029         291,867       299,991       308,413      
Capital Projects Funded in Rates
Capital Improvements $27,061 $182,747 $52,241 ‐                     175,000       ‐                    ‐                      ‐                      ‐                      ‐                       208,959          215,228          221,685        228,335        235,185       
Substation Purchase/Rebuild Capital ‐                     ‐                    ‐                    ‐                      ‐                      ‐                      ‐                       ‐                        ‐                        ‐                      ‐                      ‐                     

Debt Service
Capital Project Debt Service ‐                         ‐                      ‐                         ‐                     ‐                    85,369         109,413        134,178        188,837        215,110        215,110          215,110          215,110        215,110        215,110       
Substation Purchase/Rebuild Debt Service ‐                     ‐                    ‐                    20,609           20,609           20,609           20,609           20,609             20,609             20,609           20,609           20,609          

Total Expenses 3,529,775$      4,126,362$   4,076,199$      4,021,374$   4,687,543$   4,911,533$   5,249,059$    5,426,770$    5,749,035$    5,957,973$    6,498,861$    6,667,926$    6,945,633$    7,121,873$    7,401,377$   

Net Revenues 799,799$          249,989$      135,945$          352,275$      (309,918)$    (161,210)$    (161,651)$     (65,875)$        (92,858)$        8,784$           (196,571)$      (30,825)$         52,984$         119,731$       (41,524)$       

Fund Balance 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Beginning Balance $3,378,461 $4,178,260 $4,428,249 $4,564,194 $4,916,469 $4,606,551 $4,445,341 $4,283,690 $4,217,815 $4,124,957 $4,133,741 $3,937,170 $3,906,346 $3,959,329 $4,079,061
Additions/(Reductions) $799,799 $249,989 $135,945 $352,275 ‐$309,918 ‐$161,210 ‐$161,651 ‐$65,875 ‐$92,858 $8,784 ‐$196,571 ‐$30,825 $52,984 $119,731 ‐$41,524
Ending Balance $4,178,260 $4,428,249 $4,564,194 $4,916,469 $4,606,551 $4,445,341 $4,283,690 $4,217,815 $4,124,957 $4,133,741 $3,937,170 $3,906,346 $3,959,329 $4,079,061 $4,037,536



City of Milton
Substation Purchase, 100% Debt Financed Major Capital
Revenues/Expenses Actual Actual Actual Projected  BUDGET Forecast ‐‐>

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Proposed Rate Adjustments 0.0% 5.0% 8.0% 8.0% 5.0% 5.0% 5.0% 2.0% 2.0% 2.0% 0.0%

Revenues
Retail Rate Revenues 4,109,175$      4,116,094$   4,049,875$      4,187,616$   4,208,554$  4,447,818$  4,547,700$    4,571,978$    4,601,912$    4,630,845$    4,665,570$     4,685,965$     4,712,263$    4,737,786$    4,769,306$   
Proposed Additional Rate Revenues ‐                    222,391       609,392        1,027,415     1,315,944     1,621,971     1,949,119       2,090,511       2,238,534     2,390,427     2,406,330    
Other Revenues 220,399            260,257         162,269            186,033        169,071       169,071       169,071        169,071        169,071        169,071        169,071          169,071          169,071        169,071        169,071       
Total Revenues 4,329,574$      4,376,351$   4,212,144$      4,373,649$   4,377,625$   4,839,280$   5,326,163$    5,768,464$    6,086,927$    6,421,887$    6,783,760$    6,945,547$    7,119,868$    7,297,285$    7,344,707$   

Expenses
Administration
Administration 94,091              111,844         236,930            126,490        204,257       210,462       216,865        223,474        230,294        237,334        244,601          252,101          259,844        267,836        276,087       
Utility Tax 249,751            253,582         249,553            259,902        257,506       280,213       309,426        335,964        355,071        375,169        396,881          406,589          417,048        427,693        430,538       
Excise Tax 166,573            156,419         148,281            162,129        164,512       182,394       201,253        218,385        230,720        243,694        257,711          263,978          270,730        277,602        279,439       

Subtotal Administration 510,415            521,845         634,764            548,521        626,275       673,068       727,543        777,822        816,086        856,198        899,194          922,668          947,622        973,131        986,064       
Operations
Operations 741,211            840,176         934,775            993,181        1,119,872   1,155,901   1,193,203     1,231,827     1,271,823     1,313,241     1,356,137       1,400,566       1,446,586     1,494,258     1,543,645    
BPA‐Electricity for Resale 1,910,318         2,123,696     2,250,102         2,249,693     $2,111,420 2,253,419   2,406,693     2,454,924     2,579,867     2,661,228     2,869,800       2,924,610       3,065,298     3,130,369     3,289,411    
BPA‐Transmission ‐                     ‐                  ‐                     ‐                241,105       261,347       276,978        283,317        296,477        303,275        317,347          324,517          339,465        347,237        363,373       
BPA‐Substation Delivery Charge ‐                     ‐                  ‐                     ‐                177,534       ‐                    ‐                      ‐                      ‐                      ‐                       ‐                        ‐                        ‐                      ‐                      ‐                     
BPA Conserv Credit/Prof Svcs ‐                     17,723          ‐                     ‐                ‐                    ‐                ‐                 ‐                 ‐                 ‐                 ‐                   ‐                   ‐                 ‐                 ‐                
BPA Conserv Credit ‐                     88,614          ‐                     ‐                ‐                    ‐                ‐                 ‐                 ‐                 ‐                 ‐                   ‐                   ‐                 ‐                 ‐                
Substation O&M ‐                     ‐                  ‐                     ‐                ‐                    15,450         15,914           16,391           16,883           17,389           17,911             18,448             19,002           19,572           20,159          

Subtotal Operations 2,651,529        3,070,209    3,184,877        3,242,874    3,649,931  3,686,117  3,892,788    3,986,459    4,165,049    4,295,133    4,561,195      4,668,141      4,870,351    4,991,435    5,216,588   
Shared Costs
Shared Costs 340,770            351,561         204,317            229,979        236,337       242,447       248,777        255,335        262,129        269,170        276,467          284,029          291,867        299,991        308,413       

Subtotal Shared Costs 340,770           351,561        204,317           229,979        236,337      242,447      248,777       255,335       262,129       269,170       276,467         284,029         291,867       299,991       308,413      
Capital Projects Funded in Rates
Capital Improvements $27,061 $182,747 $52,241 ‐                     175,000       772,500       302,357        333,282        422,066        202,873        208,959          215,228          221,685        228,335        235,185       
Substation Purchase/Rebuild Capital ‐                     ‐                    ‐                    ‐                      ‐                      ‐                      ‐                       ‐                        ‐                        ‐                      ‐                      ‐                     

Debt Service
Capital Project Debt Service ‐                         ‐                      ‐                         ‐                     ‐                    ‐                    ‐                      ‐                      ‐                      ‐                       ‐                        ‐                        ‐                      ‐                      ‐                     
Substation Purchase/Rebuild Debt Service ‐                     ‐                    570,379       570,379        570,379        570,379        570,379        570,379          570,379          570,379        570,379        570,379       

Total Expenses 3,529,775$      4,126,362$   4,076,199$      4,021,374$   4,687,543$   5,944,510$   5,741,843$    5,923,276$    6,235,709$    6,193,753$    6,516,193$    6,660,445$    6,901,902$    7,063,271$    7,316,629$   

Net Revenues 799,799$          249,989$      135,945$          352,275$      (309,918)$    ########## (415,680)$     (154,812)$     (148,782)$     228,134$       267,567$        285,102$        217,965$       234,013$       28,078$        

Fund Balance 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Beginning Balance $3,378,461 $4,178,260 $4,428,249 $4,564,194 $4,916,469 $4,606,551 $3,501,320 $3,085,640 $2,930,828 $2,782,046 $3,010,179 $3,277,746 $3,562,848 $3,780,814 $4,014,827
Additions/(Reductions) $799,799 $249,989 $135,945 $352,275 ‐$309,918 ‐$1,105,231 ‐$415,680 ‐$154,812 ‐$148,782 $228,134 $267,567 $285,102 $217,965 $234,013 $28,078
Ending Balance $4,178,260 $4,428,249 $4,564,194 $4,916,469 $4,606,551 $3,501,320 $3,085,640 $2,930,828 $2,782,046 $3,010,179 $3,277,746 $3,562,848 $3,780,814 $4,014,827 $4,042,905
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Agenda Item #: 7B  
 

 
 
To:  Mayor Perry and City Council Members  
From:   City Administrator Langford 
Date:  August 11, 2014 
Re:
___________________________________________________________________________ 

 Marijuana Regulations 

ATTACHMENTS:  
A. Current Background 

a. Minutes from July 7, 2014 Council Meeting 
b. Minutes from January 21, 2014 Council Meeting 

B. Previous Background 
a. March 11, 2013 

i. Agenda Bill 
ii. Ordinance 1819 adopting regulations 
iii. Council Minutes 

b. February 19, 2013 
i. Council Minutes – Public Hearing 

c. February 4, 2013 
i. Council Minutes – Study Session 

d. January 23, 2013 
i. Planning Commission Minutes – Recommendation  
ii. Staff Report 

C. Conflicts with Federal Law 
a. Oath of Office 
b. I-502 Fact Sheet – WA State Criminal Justice Training 

Commission 
c. Bonneville Power Association letters 

D. Tax Revenue 
E. News Article – Odor Issues 
F. News Articles – Liquor Privatization Consequences 

    
 
TYPE OF ACTION:  
 
     Information Only   X    Discussion          Action         Expenditure Required:  
        
 

        __ 

Previous Council Review: Council adopted a six-month moratorium ordinance on 
marijuana-related businesses on January 21, 2014; the moratorium was extended for six 
months on July 7, 2014. 
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Issue:  On January 16, 2014 the State Attorney General issued a formal opinion stating 
that local governments may ban marijuana businesses or impose stricter regulations than 
those of I-502. The six month moratorium will expire on January 7, 2015. 
 
State law requires a public hearing within 60 days regarding the moratorium extension; that 
is currently scheduled for the September 2, 2014 Council meeting.  
 
Discussion:  City Attorney Scott Snyder will present on this topic and provide answers to 
Council questions.  
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Agenda Item #: 7B  
 

 
 
To:  Mayor Perry & City Council Members  
From:   City Administrator Mukerjee 
Date:  March 11, 2013, Regular Meeting 
Re:
___________________________________________________________________________ 

  Ordinance Adopting Marijuana Regulations 

ATTACHMENTS: A. Ordinance 
        
 
TYPE OF ACTION:  
 
     Information Only        Discussion     X   Action         Expenditure Required:  
  
Recommendation/Action: Move to approve the attached ordinance adopting regulations on 
marijuana related uses. 
                 
Issue:  At the February 19th council meeting, City Council held a public hearing on the proposed 
ordinance. Also at that meeting, City Attorney Snyder gave a brief history and explanation of the 
federal and state positions on this item, provided information on steps taken by some other cities, 
and explained the legal advice behind adopting the proposed ordinance in lieu of extending the 
moratorium. Since only four Council members were present, the matter was tabled until the entire 
council could act on it. Previously, Council held a study session on February 4th

 
. 

The proposed ordinance is carefully crafted to try and comply with conflicting State laws on medical 
and recreational marijuana, recognizing that marijuana use still remains illegal under Federal Law.  
 
The current moratorium on the location, establishment, licensing, and permitting of medical 
marijuana collective gardens was recently extended for an additional six months, until August, 
2013. The moratorium ordinances will be repealed and replaced when new regulations are adopted. 
 
Background:  
In November 2012, Initiative 502 passed, and legalized recreational marijuana use, production, 
distribution, and sales, subject to state licensing. However, it had no impact on the previous state 
law (E2SSB 5073) on medical marijuana collective gardens. 
 
Initiative 502 decriminalized the possession of less than one ounce of marijuana by an adult, and 
set up a system of establishing a state distribution system to be administered by the state Liquor 
Control Board (LCB) through the issuance of licenses. The licensing requirements will be developed 
by the LCB by December 1, 2013. 
 
Previously, in 2011 the WA state legislature passed a bill E2SSB 5073, sections of which were 
vetoed by the Governor. The bill authorized “collective gardens” which allowed qualifying patients 
the ability to produce, grow, transport and deliver marijuana/cannabis for medical use, and further 
authorized cities to adopt and enforce zoning requirements regarding production and processing of 
medical marijuana/cannabis. The Governor vetoed the portions of E2SSB 5073 that would have 



provided the legal basis for legalizing and licensing medical marijuana or cannabis dispensaries, 
processing facilities and production facilities. Therefore, medical marijuana dispensaries are 
currently illegal under both state and federal laws. 
 
Discussion: 
 

 
 
 
 
 
 
 
 
Medical Marijuana - Collective Gardens
Medical marijuana collective gardens are allowed by state law, but not regulated by the state. Local 
governments can prohibit collective gardens altogether. Several cities have taken this approach, 
because these gardens are not subject to state licensing requirements. Also, due to the uncertainty 
of the federal response, this is a more prudent path to take for local governments. The King County 
Superior Court has upheld a ban on collective gardens by the City of Kent.  

: 

 
Recreational Marijuana – Growers, Distributors and Retailers
Initiative 502, gives cities the option to zone recreation marijuana establishments based on state 
licensing provisions. It requires the State Liquor Control Board (LCB) to develop rules and 
regulations by December, 2013 and determine the number of producers, processors and 
distributors by County. It also prohibits issuance of licenses for distribution facilities within a 
thousand feet of schools, parks, libraries, transit centers, and other public facilities.  

:  

 

The Planning Commission held a public hearing on January 23, 2013, and unanimously 
recommended approval of the attached ordinance. 

Planning Commission Recommendation 

 
Approaches Taken To Date by Area Cities
 

: 

Edgewood

 

 adopted interim regulations (Ord. 13-0392) which prohibits medical marijuana 
collective gardens from all zoning districts and allowing, subject to a state license, marijuana 
producers, processors and retailers in Commercial (C) zone. This ordinance was adopted on 
January 8, 2013 and is effective for six months. 

Fife

 

 adopted a moratorium on medical collective gardens and will be working on regulations 
soon. 

Sumne
 

r adopted regulations that prohibit all marijuana uses, city-wide (Ord. 2411). 

Puyallup

 

 did not adopt a moratorium, but sought injunctive relief on a medical marijuana 
dispensary through a court order on the basis that dispensaries were not allowed under 
State law. The city prevailed, but the business then located about 200 yards outside the city 
limits. With regards to recreational marijuana, they are waiting to see what regulations are 
adopted by the state liquor control board. 

Federal Way has not adopted any regulations at this time, and is in a waiting mode. 

The proposed ordinance would: 
a. Prohibit medical marijuana collective gardens from all zones in the city, and 

 
b. Pursuant to obtaining a state license, allow  

(i) Production and Processing facilities in the Manufacturing (M-1) zone, and  
(ii) Retailing facilities in Manufacturing (M-1) and Business (B) zones. 
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PLANNING COMMISSION MINUTES 
 
January 23, 2013          Council Chambers 
Wednesday, 7:00 p.m.          1000 Laurel Street 
 
 
1. CALL TO ORDER Chair Wilson called the meeting to order at 7:02 pm;  

the flag salute was conducted. 
 
2. ROLL CALL  Present were Chair Wilson and Commissioners  

Larson, Anderson, Kleine, Whalen and Reeves.  
 

Commissioner Boyle was absent. 
 

  STAFF  Associate Planner Larson, City Administrator  
Mukerjee, Senior Administrative Assistant Bolam 

 
  PUBLIC Leonard Sanderson, 1201 24th

 
 Ave Ct, Milton   

3. CITIZEN COMMENT PERIOD 
 
Mr. Sanderson addressed the Commission regarding the Oloffson Property on 23rd

 

, a 
2.3 acre parcel set aside for open space until 2030, when it will automatically transfer to 
the City. He would like to gain access to initiate a zoning change so the City will benefit 
with a park. He would also like to see a community garden go in.  

Some discussion among the Commission ensued. 
 
4. ADDITIONS/DELETIONS TO THE AGENDA 
 
Commissioner Whalen asked that the agenda Item 10 be corrected to read “Election of 
Officers” rather than “Appointment”. Chair Wilson so corrected. 
 
5. PLANNING COMMISSIONER’S COMMENTS 
 
Commissioners Larson, Anderson and Kleine made no comment. 
 
Commissioner Whalen:  

• City Council passed the landscape ordinance at its January 22 meeting. 
• Requested a new Milton Municipal Code book. 
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Commissioner Reeves introduced herself, saying she has been a citizen here since the 
mid- 90s, she works with schools and on social issues, she has a degree in GIS 
(Geographical Informational Services), and has a big heart for Milton.  
 
Chair Wilson said he was sorry to have been unable to attend the visioning meetings in 
the fall, as he was dealing with a family illness. 
 
6. APPROVAL OF MINUTES 
 

a. September 26, 2012 
 
Commissioner Whalen moved, seconded by Commissioner Anderson, to approve the 
minutes of September 26, 2012.  
 
Commissioner Whalen moved, seconded by Commissioner Anderson, to amend the 
minutes to reflect the title of City Administrator Mukerjee in the final paragraph of the 
document. 
 
Passed 6/0. 
 
7. PUBLIC HEARING 
 

a. Marijuana Regulations 
 
Chair Wilson opened the Public Hearing at 7:17 p.m. 
 
Mr. Sanderson addressed the Commission to state how unfortunate he finds it for Milton 
to be caught in the conflict between state and federal government legislation, and he 
urged the City to stay out of the middle of it. 
 
Chair Wilson closed the Public Hearing at 7:19 p.m. 
 
8. ACTION ITEM 
 

a. Marijuana Regulations 
 
City Administrator Mukerjee introduced this item, explaining the legal advice the City has 
been given to carefully craft legislation that meets state requirements without adding 
anything specific for Milton. This approach will leave interpretations with the state level 
and keep Milton in the most advantageous position regarding the conflict at the federal 
level. 
 
Planner Larson further explained the two branches being regulated:  

1. Medical Use

2. 

 – the City’s proposed ordinance defines collective gardens and then 
prohibits them in all zones within Milton. 

Recreational Use as mandated by the recently passed Initiative 50) – this 
legislation requires that cities provide for marijuana producers, processors, and 
retailers somewhere in the city’s zoning. The proposed ordinance allows for 
producers and processors in the M1 (industrial) zone, and retailers in B 
(Business) and M1 zones. 
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Discussion ensued regarding tax revenue, distance measurements from and definition of 
public facilities, reasoning for not extending the moratorium again, and conditional vs. 
authorized uses. 
 
Commissioner Anderson moved, seconded by Commissioner Kleine, to recommend 
approval of the attached ordinance regarding regulations of marijuana related uses. 
 
Passed 6/0. 
 
9. DISCUSSION ITEM 
 

a. 2013 Work Plan 
 
Planner Larson presented the proposed Work Plan matrix for 2013. 
 
City Administrator Mukerjee explained this is scheduled to go to City Council in March. 
The Mayor would like to know if Commissioners have any additions or changes they’d 
like to suggest, and she will be attending the February meeting of the Planning 
Commission to hear from them.  
 
Commissioner Whalen made the following suggestions:  

• Infill development is the important issue for residential development – the City 
needs to determine how to handle density, saying there are ways to craft 
regulations for sensitivity to all parties. 

• She would like the Planning Commission to have a tour of the City as part of the 
Work Plan, with advance discussion to make it efficient and profitable.  

 
10. ELECTION OF OFFICERS 
 
Chair:   Commissioner Whalen nominated Commissioner Wilson to continue as  

Chair for 2013. No other nominations were made. Passed 6/0.  
 
Vice Chair: Commissioner Whalen nominated Commissioner Anderson to serve as 

Vice Chair, who turned down the nomination. 
 

Commissioner Larson nominated Commissioner Whalen to continue 
serving as Vice Chair. Passed 6/0. 

 
11. ADJOURNMENT Chair Wilson adjourned the meeting at 8:10 p.m. 
 
  
 
 
 
 
 
 
 
 
Chair, Jason Wilson  Date  Recording Secretary, Katie Bolam Date 
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   STAFF REPORT 
   

 

  
To:  City of Milton Planning Commission  

From:  Chris Larson, Planner 

Date:  January 22nd, 2012  

Re:

ATTACHMENTS:    Exhibit A – Proposed Ordinance 

  Marijuana Regulations  

 Exhibit B – SEPA Determination 
TYPE OF ACTION: 
     Information Only    X    Discussion     X   Action        Expenditure Required:  
                  
Issue:  The current moratorium on the location, establishment, licensing, and permitting of medical marijuana 
collective gardens will expire in March, 2013.  Also, in November 2012, Initiative 502 passed, which legalized 
recreational marijuana use, production, distribution, and sales, subject to state licensing. 

Background:
 

   

Medical Marijuana
The City adopted interim regulations, but since another citizens’ initiative was being contemplated, it adopted a 
moratorium on March 5, 2012 and then extended the moratorium on August 16

: 

th

 

, 2012, for an additional 6 
months, until the outcome of the initiative was determined. This moratorium expires in March 2013, and so 
permanent regulations need to be adopted. 

Recreational Marijuana
In November, 2012, the voters approved Initiative 502 which decriminalized the possession of less than one 
ounce of marijuana by an adult, and set up a system of establishing a state distribution system to be 
administered by the state Liquor Control Board (LCB) through the issuance of licenses. The licensing 
requirements will be developed by the LCB by December 1, 2013. Initiative 502 has no impact on the previous 
state law (E2SSB 5073) on medical marijuana collective gardens. 

: 

 

Also possession and use of marijuana for any purpose, including medical use, remain illegal under Federal 
Law. It is still unclear, how the federal government would respond to the state local governments who issue 
permits in compliance with state law. 

Federal Law: 

 
Also, in addition to the conflicting laws, there are several law suits pending, which would eventually impact 
regulations related to marijuana production, distribution, sales and use.  
 
Discussion:
 

   

Medical Marijuana - Collective Gardens
The City currently has a moratorium on medical marijuana collective gardens, which expires in March, 2013. 
Local governments can prohibit collective gardens altogether. Several cities have taken this approach, 
because these gardens are not subject to state licensing requirements. Also, due to the uncertainty of the 
federal response, this is a more prudent path to take for local governments. The King County Superior Court 
has upheld a ban on collective gardens by the City of Kent. 

: 
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As an alternative, the city could enact regulations to allow collective gardens with separation requirements 
from any existing collective garden, residential zoning district, park, community center, elementary or 
secondary school (public and private), commercial child care business or youth oriented facility. Permit 
applicants could be required to submit a vicinity map, which would need to be certified by a licensed surveyor.  
 
Staff recommends prohibiting medical marijuana collective gardens from all zones in the city. 
 
Recreational Marijuana – Growers, Distributors and Retailers
Initiative 502, gives cities the option to zone these recreation marijuana establishments based on state 
licensing provisions. If the city chooses not to zone these locations, they would be allowed in any commercial 
zone, subject to state licensing. 

:  

 
If the city chooses to adopt zoning regulations, then subject to obtaining a state license, production and 
processing facilities could be permitted in manufacturing zones, while distribution facilities could be licensed in 
business zones. 
 
Initiative 502 also prohibits issuance of licenses for distribution facilities within a thousand feet of schools, 
parks, libraries, transit centers, and other public facilities. The state licensing requirements are expected to be 
enacted by December 2013. 
 
 
Recommendation:

 

  Staff recommends the Planning Commission hold a public hearing and make an 
affirmative recommendation as reflected in the recommended motion below.  

Recommended Motion:  I move to recommend approval of the attached ordinance regarding regulations 
of marijuana related uses.   

kbolam
Typewritten Text
Back to Agenda Bill



 
OATH OF OFFICE 

 
STATE OF WASHINGTON   ) 
COUNTIES OF PIERCE/KING  )  ss. 
CITY OF MILTON    ) 
 
 
This 6th day of January, 2014, there appeared before me Debra Perry to take the 

following oath: 

 
I, Debra Perry, do solemnly affirm that I am a citizen of the United States and the State of 

Washington; that I will support the Constitution and laws of the United States and the 

Constitution and the laws of the State of Washington, and to the best of my judgement, 

skill, and ability, will truly, faithfully, diligently and impartially perform the duties of the 

office of Mayor for the City of Milton, Washington, as such duties are prescribed by law. 

 
 
 
             
      Debra Perry 
 
 
In witness thereof, I have here unto set my hand and affixed the City seal this 6th 

 

day of 
January, 2014. 

 
       
  Sandra Allen, Municipal Court Judge 
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Resolution No.  2693 

A RESOLUTION of the Board of Commissioners adopting the modified 
terms, as presented on this date, of Customer Service Policy No. CS-2 
originally issued on November 8, 2005.  

 WHEREAS, the Public Utility District No. 1 of Cowlitz County (“District”) is a 
Preference Customer of the Bonneville Power Administration (“BPA”) receiving federal 
wholesale power at the most competitive rates in the country, whose relationship with 
BPA is contractual and governed by federal law; and,  

 WHEREAS, the protection of the BPA federal power resource for the benefit of 
all District customers is of paramount concern of the Board of Commissioners (“Board”); 
and,  

 WHEREAS, the citizens of the state of Washington voted to legalize the 
cultivation, distribution and use of marijuana in a well regulated manner in accordance 
with Initiative 502 which has since become law and codified in RCW 69.50; and,  

 WHEREAS, while the state legalized marijuana to some extent, the United 
States Department of Justice (DOJ) has stated that the cultivation, distribution and sale 
of marijuana authorized under state law remains unlawful under federal law; and, that 
the District’s knowing service of electricity to a customer engaged in violating federal 
drug law could result in prosecution of the federal Uniform Controlled Substance Act, 21 
U.S.C. Section 846; but, that the likelihood of prosecution of state and local officials is 
ameliorated when operating pursuant to a well regulated framework within a state which 
has legalized the drug related activities at issue; and,  

 WHEREAS, the District’s General Counsel attempted to receive further guidance 
from the local federal prosecutor and was informed the federal government would not 
offer any assurances that prosecution would not be initiated, and stated a BPA policy 
speaking to the issue would be a significant factor in DOJ’s determination whether to 
prosecute; and,    

 WHEREAS, District staff held a teleconference with BPA representatives who 
indicated the BPA power sales contract with the District did not prevent the sale of 
electricity to those who may act contrary to the federal Uniform Controlled Substance 
Act, Title 21 U.S.C.; and,  

WHEREAS, District officials conferred with BPA and its assigned attorneys from 
the DOJ on May 21, 2014 at the BPA offices in Vancouver, Washington to determine 
whether BPA or the DOJ intended to develop policies or offer guidance regarding the 
conflicting law, and were told significant developments concerning the conflicting laws 



were imminently forthcoming, however to date, no policy or further guidance has been 
afforded by BPA or the DOJ; and,  

 WHEREAS, to date there are no perfected applications for service to a marijuana 
grow operation on file with the District, but it is prudent to provide predictability to 
customers by establishing reasonable conditions in advance of such application; and,  

WHEREAS, the District’s contractual right to BPA power is limited by a Contract 
High Water Mark (CHWM).  The District’s current net requirements load on BPA 
exceeds such CHWM, and as a result the District cannot access additional BPA power 
to serve load growth.  Hence, on a forward planning basis the District intends to serve 
load growth with non-Federal resources.  

 
 NOW, THEREFORE, BE IT RESOLVED by the Board of Commissioners of the 
Public Utility District No. 1 of Cowlitz County, Washington, herewith   

1. Makes the following findings:    
 
a. It is in the best interest of all its customers to impose conditions contained in 

the attached policy modification, in order to ensure that federal power 
resources are not curtailed in the future through the District’s knowing and 
unconditional service to those customers violating federal law; and,  

 
b. Federal law and state law are in conflict concerning the cultivation, distribution 

and sale of marijuana; and, it is the intent of this Resolution to comply with 
both its duty to serve customers to the extent such duty exists under state 
law, and federal law in accordance with guidance from the United States 
Department of Justice; and, 

 
c. It is prudent to adopt reasonable conditions of service pursuant to the 

preference outlined by the DOJ in the Cole Memorandum of August 2013 in 
order to reduce, if not eliminate, the risk of federal prosecution; and,  

 
d. The District, its officials, employees, agents and assigns do not intentionally 

participate, aid or abet, nor endorse, any particular conduct of its customers 
and no such inference shall be taken from this Resolution.     

 
2. Adopts the modifications to the District’s Electric Service Conditions Policy, 

entitled “CS-2” and attached hereto, which are denoted in redline; directs staff to 
publish a clean copy of such policy in the normal course of business; and fully 
adopts the CS-2 policy together with the modifications, by reference, herein. 



 
This Resolution and attached policy shall not be construed to impose a duty on 
District officials, employees, agents and assigns to inspect the conduct of District 
customers to determine the purpose of customers’ use of electricity served by the 
District. 
 

3. Staff is directed to plan the delivery of non-federal resources to serve the load of 
customers intending to use such resources in marijuana grow operations in 
violation of federal law, but which may be lawful under Washington state law.  
Provided, however, that staff has actual knowledge of any such customer’s 
intention to violate federal law, while operating under color of the laws of the 
state of Washington. 
 

4. In adopting the modification to the attached policy, the Board reasonably relies 
on guidance from the federal government contained on both the Cole 
Memorandum of August 29, 2013 together with the representations of federal 
officials concerning the service of electricity to those customers acting contrary to 
the federal Uniform Controlled Substance Act, Title 21 U.S.C.; and,  
 

5. Directs General Manager and his delegates to fully implement and administer the 
attached policy.     

ADOPTED by the Commission of Public Utility District No. 1 of Cowlitz County, 
Washington at a regular meeting thereof this 24th

 

 day of June, 2014.    

     
 ______________________________________  

      President 

 

      _____________________________________ 

      Vice-President 

ATTEST: 

__________________________________  

Secretary 
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PUBLIC UTILITY DISTRICT NO. 1 

OF COWLITZ COUNTY, WASHINGTON 
 

 
ELECTRIC SERVICE CONDITIONS POLICY 

No.: CS-2 
Issued: November 8, 2005 
Revised: May 13June 10Julyne 24, 2014 (Staff Recommendation NoResolution.  
17/5/13 2693) 
Effective: May 13June 10Junely 24, 2014 
Page: 1 of 67 
 
 

To detail the responsibilities of the District to providein providing electric service and the 
responsibility of customers receiving electric service, to meetin order to ensure compliance with 
local, state and federal law,  governing electrical codes, standards,  rules and, District service 
requirements; and, to facilitate electric service delivery in a safe, efficient, and lawful manner.  
To inform the customer of potential charges associated in certain situations as summarized on 
the CS-1 & CS-2 Policies Fee Schedule. 

SECTION 1 - OBJECTIVES: 

 

In case of conflict among provisions of this Electric Service Conditions Policy and the provisions 
of any District Rate Schedule or Special Contract, the provisions of the Rate Schedule or 
Special Contract shall apply.  

SECTION 2 - CONFLICT: 

 
SECTION 3 – GENERAL CONDITIONS OF SERVICE  
In addition to those customer obligations and conditions set forth in District policy or law 
elsewhere, the District may condition service to any customer based on the terms of this 
section.  The District may deny or discontinue service if:  1. A request by any federal, state or 
local agency is made to cease electric service to a District customer whose use violates 
applicable law.  2. A court order directs the District to discontinue electric service to a customer.  
3. A written request, demand, threat of criminal prosecution or actual criminal prosecution is 
made or initiated against the District, its officials, employees, agents or assigns for delivery of 
electric service to a customer whose use of the electric service violates the law. 4. The 
customer fails to maintain possession of a valid and lawfully issued license by the state of 
Washington required for the customer to engage in any activity which may be lawful under state 
law, but constitutes a violation of federal law.  5.  In the event of a change in law or express pre-
emption of federal law occupying the field of regulation which requires termination of service.  
 
The District shall have no duty to defend against a lawsuit brought to enjoin electricity service to 
a customer and shall comply with any such court order.  
 
  In the event the provisions of this Electric Service Conditions Policy conflict with the 
requirements under local, state, or federal law, such requirements shall supersede this Policy. 
 

A. The customer will exercise care and take precautions to prevent damage to any District 
property located on the customer’s premises, including meters, instruments, transformers, 
services, and any other equipment installed and owned by the District.  All such equipment 
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SECTION 3 4 - CUSTOMER RESPONSIBILITY FOR DISTRICT PROPERTY:   
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shall remain the property of the District and may be removed at the discretion of the 
District.  In the event District property is damaged because of customer negligence, the 
customer will pay the cost of repairs or replacement.  No unauthorized person will make 
any connections to the District’s circuits for the purpose of securing electric energy and 
any such act shall be subject to prosecution under the law.  According to state law (RCW 
70.54.090), it is unlawful to attach to any District poles, advertising signs, posters, or 
similar objects which obstruct access or present a hazard to electrical workers. 

 
B. The District will seek prosecution for theft of power, destruction of District property and 

other violations of law affecting delivery of its services and will pursue collection for its 
losses, damages and costs related to such action to the fullest extent provided by law. 

 
C. Unless otherwise described by easement, the customer shall grant the District all rights of 

way for District facilities placed on the customer’s property solely to serve the customer.  
As such the customer will not cause conflict with the District’s ability to operate these 
facilities or the ability to safely and efficiently provide service. 

 
D. The customer shall not plant trees or other vegetation, nor construct or locate any 

permanent structure that will interfere with the operation and maintenance of the District's 
facilities.  The District maintains line/vegetation clearance within a ten (10) foot lateral 
distance from District poles.  From that ten (10) foot lateral distance customers are 
responsible for maintaining tree and vegetation clearance near the overhead service line 
on their property to the service entrance of the home, building or structure.  Customers are 
not allowed to be within or use tools within ten (10) feet of energized conductors.  
Therefore, the District will disconnect the service line while such work is being performed 
to facilitate the work at no charge.  Customers must give forty-eight (48) hours notice 
during normal business hours for the service line to be disconnected. 

 
E. The customer shall not engage in any activity, either grading or filling, which significantly 

increases or decreases the depth below the surface of any underground District facilities 
or the clearance above the surface to overhead District facilities.  The customer may be 
required to remove any obstruction without undue delay or to pay the District’s cost of 
relocating the electric facilities.  Failure to comply with these requirements may result in 
termination of electric service to the customer. 

 
F. If any such planting, construction or grading over or under District facilities should occur 

without the District’s expressed written consent, the customer assumes all liability and 
responsibility for any damage or injury which may occur as a result.  

G. Pursuant to state law (RCW 19.122), a customer is required to provide forty-eight (48) 
hours notice to the District via the Northwest Utility Notification Center (1-800-424-5555) 
prior to any excavation in excess of twelve (12) inches. 

 

A. The District has the right, but is not required, to inspect any customer’s electrical 
installation before service is supplied or at any later time.  The District will not make 
permanent connection to any service which has not been approved for connection by 
State, County or City electrical inspection agencies.  These agencies assure compliance 
with applicable codes and accepted standards of construction.  In addition, the District will 
not connect services that do not conform to this policy or other applicable District policies, 
or which, in the opinion of the District, is unsafe. 

SECTION 4 5 - CUSTOMER WIRING AND EQUIPMENT:   
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B. It is the customer’s responsibility to operate service equipment by qualified and authorized 

personnel, and to adequately maintain their equipment to assure proper working order.  
The District is not liable or responsible for any loss, injury or damage resulting from any 
failures in the customer’s installation or equipment or from accidents which may occur on 
the customer’s premises. 

 
C. During routine maintenance activities, the District may disconnect service to facilitate safe 

and efficient system work.  To the extent practical, such outages will be scheduled and 
customers will be notified in advance.  During these outage times, customers are expected 
to protect their electrical equipment, if necessary, from possible damage.  In the event that 
any such damage occurs, the District will not be liable for any costs of replacement or 
repair. 

 
D. The District strives to provide reliable and consistent electrical service.  However, it is 

recognized that, from time to time, conditions beyond the control of the District may cause 
electric service interruptions or voltage, current or frequency deviations to occur.  It is the 
customer’s responsibility to provide adequate protection for their connected equipment, 
process or product to prevent damage or loss in the event of interruptions or irregularities.  
In such instances, the District is not liable for damages or losses that may occur.  The 
District offers information to customers on vendors who provide protection devices. 

 
E. It is the customer’s responsibility to notify the District, in advance, of added electrical load 

or change in operation.  Significant damage may result to District equipment from 
unanticipated added load.  The cost of any such damage will be the responsibility of the 
customer. 

 
F. Electrical equipment on the customer’s premises shall be installed and operated in a 

manner that does not interfere with the District’s delivery system or affect the quality of 
electric service to other customers.  When such conditions occur, the customer causing 
the condition shall be responsible for providing and installing corrective equipment as 
determined by the District.  The District, at its discretion, may take corrective measures at 
the expense of the customer or may terminate service. 

 

A. The District installs AMI (Automated Metering Infrastructure) meters that are capable of 
remote reading, remote disconnect, and other advanced load management functions.  
These meters will be used for all electric customers of the District. 

SECTION 5 6 - METERS AND METERING:   

 
B. The District will install, own and maintain all meters and other equipment necessary for 

measuring the electric demand and energy used by the customer under the District’s 
applicable rate schedules.  The customer is responsible to furnish, install and maintain 
metering enclosures where required by the District. 

 
C. Demand meters may be installed on any service when the nature of the customer’s 

equipment and operation indicates that a demand meter is required for correct application 
of the District’s Rate Schedules.  

 
D. The installation of additional meters, beyond or in addition to the District’s meter(s), are 

generally provided, installed, owned and maintained by the customer. 
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E. The builder or owner of a multiple unit complex must permanently and accurately number 
and maintain the markings of meter bases or panel covers and the corresponding building 
units.  Until there is full compliance, the accounts will remain in the builder’s/owner’s 
name.  The owner must notify the District, in writing and in advance, of any change in unit 
numbering.  Any billing discrepancy due to inaccurate numbering of meter bases or panels 
and corresponding building units will be the responsibility of the builder/owner. 

 
F. When more than one building or unit is served by a single meter, the service account will 

remain in the owner’s name.  
 
G. Residential Customers who desire not to have a remote reading AMI meter may Opt-Out.  

To Opt-Out, the customer must complete the AMI Opt-Out form.  Since the Opt-Out 
meters must be read in the field and processed manually, the customer participating in this 
program will be charged a one-time meter change fee and a monthly fee as listed in the 
attached schedule.  This option will not be available for commercial meters and residential 
meters that are inaccessible to manual reading. 

 
H. The District will deploy AMI meters capable of remotely operated disconnection and 

reconnection to certain services as guided by procedures developed for such installation.  
These devices will be applied to new or existing accounts on a non-discriminatory basis to 
support programmatic service offerings, and to support operational efficiencies and 
revenue protection related to the routine disconnection and reconnection of services. 

 

A. The customer will provide an approved meter base, installed on the exterior surface of the 
building or service structure according to current District Standards. 

SECTION 6 7 - METER LOCATION:   

 
B. Failure to provide access to electric meters may result in the disconnection of electric 

service.  If it is necessary to relocate metering facilities in order to provide access, the 
customer may be required to pay the District’s estimated cost. 

 

The District will make necessary tests and inspections on its meters to ensure a high standard 
of accuracy.  Additional tests may be requested by the customer.  The cost for additional testing 
is provided on the CS-1 & CS-2 Policies Fee Schedule.  The results of the additional meter 
testing are handled according to District procedures.  

SECTION 7 8 - METER TESTS:   

 

A. Generally, electricity delivered by the District is provided at alternating current, 60 hertz, 
single or three-phase, at one of the following nominal voltages (+/- 5%): 

SECTION 8 9 - CHARACTER OF SERVICE:   

 
Secondary Voltages: 
Single-phase, 120/240 volts, 3-wire, grounded 
Single-phase, 120/208 volts, 3-wire (some locations) 
Single-phase, 240/480 volts, 3-wire, grounded 
Three-phase, 208/120 volts, 4-wire, grounded wye 
Three-phase, 240/120 volts, 4-wire, grounded delta 
Three-phase, 480/277 volts, 4-wire, grounded wye 
Three-phase, 480/240 volts, 4-wire, grounded delta 
 
Primary Voltage: 
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Three-phase, 12,470/7,200 volts, 4-wire, grounded 
 

B. If the customer requests types of service other than those available, the customer will 
provide any special transformers, equipment and space for mounting such equipment. 

 
SECTION 9 10 - PHASE BALANCE:
The District will require the customer’s electric current load to be reasonably balanced between 
phases of a three-phase service. 

   

 

A. The customer shall be responsible for assuring their use of electrical energy is made in 
accordance with accepted practices and, in doing so, their usage does not adversely affect 
reliable energy supply.  The District will not be obligated to deliver electric energy to a 
customer at any time the Power Factor of the customer’s load is below seventy-five 
percent (75%) lagging or leading. 

SECTION 10 11 - POWER FACTOR:   

 
B. Subject to the provisions of Special Contracts, when the monthly average Power Factor of 

the customer’s load is less than ninety-seven percent (97%) lagging or leading, as 
indicated by test or the installation of a meter to determine Power Factor, the Maximum 
Demand for billing purposes for that month shall be increased by multiplying the Maximum 
Demand by the ratio determined by dividing .97 by the Power Factor. 

 

A. The District will exercise reasonable care and effort to provide adequate and uninterrupted 
service, but will not be liable for personal injuries, property damages or any other loss or 
damage resulting from interruptions of service due to causes reasonably beyond its control 
or normal operations.  Such interruptions will not constitute a breach of agreement for 
service.  

SECTION 11 12 - INTERRUPTION OF SERVICE:   

 
B. The District will make reasonable effort to notify customers of a planned power outage, but 

reserves the right without penalty to temporarily suspend service when necessary.  
 
SECTION 12 13 - CUSTOMER EQUIPMENT FAILURE AND RESTORATION:
If an electric service outage occurs because of failure of the customer’s equipment, and such 
failure is determined to be resulting from negligence of the customer, a reconnection fee may be 
charged by the District in an amount appropriate in the circumstances and reflecting the 
applicable costs to the District.  An inspection of the customer’s facilities by the appropriate 
electrical inspecting authority will be required prior to restoration of service.  

  

 

If the District finds an unsafe condition of the Customers electrical equipment, which could result 
in injury or damage to a person or property, the District, without prior notice, may disconnect the 
service until corrections are made and approved by the appropriate electrical inspecting 
authority. 

SECTION 13 14 - UNSAFE CONDITIONS:   

 
SECTION 14 15 - SERVICE TERMINATION BY GOVERNING AUTHORITY AND 
RESTORATION: 
Where service is terminated at the direction of any State, County, City, Fire, or Police authority, 
an inspection of the customer’s facilities by the appropriate electrical inspecting authority will be 
required prior to restoration of service. 
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Authorized employees of the District have the right of access to customer’s private property as 
reasonably required for the purpose of reading meters, testing, repairing, inspection, removing, 
or replacing any District equipment and facilities located on the customer’s private property.  If 
any such equipment is located within a locked area or enclosure, the District will be furnished 
with a means of access.  It is the customer’s responsibility to restrain his or her pets to allow 
District personnel access to District equipment.  Customer refusal to cooperate in allowing 
District personnel access may result in termination of electric service.  

SECTION 15 16 - RIGHT OF ACCESS:   

 
SECTION 16 17 - COMMERCIAL USE OF A PORTION OF A BUILDING:
If a building is jointly used for residential and commercial purposes by the same customer, all 
energy use may be considered residential provided that the total connected commercial load 
does not exceed twenty-five percent (25%) of the total connected load of the entire building.  If 
more than one (1) residential dwelling is served through a single meter, the General Service 
Rate Schedule shall be applied. 

   

 
SECTION 17 18 - COMMERCIAL FARM USE:
Electric energy used on farm premises supplied through a single Point of Delivery and a single 
Point of Metering shall be served from the District’s Residential Rate Schedule.  Electric energy 
used on farm premises in connection with processing for sale of raw materials not produced 
there will not qualify for the District’s Residential Rate Schedule.  Non-residential use meters 
shall be served at the District’s General Service Rate Schedule. 

   

 

The District will render electric service to travel trailer courts, RV parks and other short-term use 
recreational facility through a single Point of Delivery and single Point of Metering.  The General 
Service Rate Schedule will apply.  For customer facilities with more than one Point of Delivery, 
Point of Metering or other considerations, a Special Contract may be required. 

SECTION 18 19 - TRAVEL TRAILER COURTS, RV PARKS AND RECREATIONAL 
FACILITIES: 

 

When a single metered connection is dedicated to a domestic well service providing water for 
one or two connection single-family residences, individual apartments or small farms, service 
shall be supplied under the applicable Residential Rate Schedule.  Single meter domestic wells 
serving more than two connections shall be supplied under the applicable General Service Rate 
Schedule.  This section applies to billings issued after September 30, 2012 and shall not be 
applied retroactively. 

SECTION 19 20 – SINGLE METER DOMESTIC WELLS: 

 

Any person violating any of the provisions of this Policy may be prosecuted in accordance with 
the law and, in addition to the penalty determined by the Court, the electric service of any 
persons found guilty of violating the provisions of this Policy may be disconnected and the 
person violating shall be liable for all damage and expenses incurred by the District. 

SECTION 20 21 - LIABILITY FOR VIOLATING PROVISIONS OF THIS POLICY:  

 

If any portion of this Policy is for any reason held to be unlawful, unconstitutional, or void, such 
invalidity shall not affect the validity of the remaining portion of this Policy. 

SECTION 21 22 - VALIDITY:  

 

The District shall have no duty to serve any customer in the event of a violation of said 
customer’s obligations outlined in this Policy, or other reasonable conditions of service imposed 

SECTION 223 – CONDITIONAL DUTY TO SERVE 
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by the District, nor shall such duty exist in the event a customer makes application for electric 
service which furthers a violation of local, state or federal law. 
 
Supersede: This policy supersedes any previous policy or resolution or District action that is 
contrary to or otherwise conflicts with the provision of this Policy. 
 
EFFECTIVE: May 13June 10June 24, 2014 
 
ADOPTED this 130t24h 

 

day of MayJune, 2014 by the Board of Commissioners of Public Utility 
District No. 1 of Cowlitz County, Washington. 

 
 
______________________________ 
Merritt H. Ketcham, President 
 
 
 
______     
Edward M. Piper, Vice President 
 
 
 
      
Kurt Anagnostou, Secretary 
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FAQ on the Marijuana Initiative, I-502 
The following are a collection of questions that have been raised as cities evaluate how best 
to respond to the approval of I-502. Cities should revisit their policies and procedures with 
their legal counsel to ensure that their actions are in compliance with the new law. 

 
Law enforcement impacts 
Law enforcement agencies should revisit their 
policies and procedures with their legal advisors to 
ensure that their actions are in compliance with the 
new law. 
 
Who can have marijuana, and how much? 
According to the initiative, on December 6, adults 
over the age of 21 are allowed to carry any 
combination of the following: up to 1 ounce of 
usable marijuana, 16 ounces of marijuana-infused 
product in solid form, 72 ounces of marijuana-
infused product in liquid form. 
 
What are the consequences of possession over 
an ounce? For a person 21 years and older, 
possession in the range above one ounce to 40 
grams (about 1.5 ounces) results in a 
misdemeanor. Possession of more than 40 grams 
is a Class C Felony. 
 
Where can you legally buy marijuana? The 
Washington State Liquor Control Board has until 
December 1, 2013, to establish guidelines and 
regulations for the sale and distribution of 
marijuana. Until then, it is illegal to purchase 
marijuana from an unlicensed provider. It is also 
illegal to grow or sell marijuana. Collective gardens 
used by medical marijuana patients are not affected 
by the language of this initiative. 
 
What constitutes an infraction for marijuana? 
Law enforcement officers have probable cause to 
cite for the infraction based upon seeing someone 
with the product or smelling it, and the person is 
within public view. This person would be charged 
with a Class 3 civil infraction under RCW 7.80. 
Though the fine is not directly specified in the 
initiative, some have predicted the citation will likely 
result in a $103 fine. 
 
Can law enforcement seize marijuana and 
paraphernalia? Unless they can articulate some 
other behavior that suggests a criminally illegal 
behavior or activity, further searches of the person 
are not lawful. Different agencies’ policy will dictate 
seizure of any marijuana or paraphernalia. At this 
time, it is unclear whether the marijuana and 
paraphernalia will be seized or not. 
 

If a law enforcement officer witnesses a person 
smoking what appears to be marijuana, can 
they then search that person? The officer who 
witnesses the infraction can contact the person and 
issue the citation. Officers can initiate a search only 
if there is suspicion or indication that the person 
receiving the citation may be armed, or if that 
person gives the presiding officer indication they 
have criminal possession on their person. 
 
Must law enforcement officers have warrants 
for blood tests? If officers believes someone is 
driving under the influence and impaired, they will 
conduct a field sobriety test. If officers establish 
probable cause, they will ask for permission to draw 
blood, or they can obtain a warrant from a judge. In 
the case of a collision, blood draws are mandatory. 
The provisions and policies of a blood draw are not 
a new practice and were not changed by the 
initiative. 
 
How does law enforcement obtain blood? 
Officers must follow their agency’s policy. Many 
take the person to the nearest hospital facility for 
the blood draw. 
 
Personnel & policy 
Can employers continue to test for marijuana? 
Similar to alcohol, employers may require testing, 
discipline for policy violations, and regulate use or 
impact in the workplace. Employers should make 
sure that their personnel policies are up to date and 
include legalized marijuana, and consult with their 
city or agency legal representative. 
 
Is there a difference between the 5ng 
(nanogram) threshold and the 15ml (milliliter) 
threshold that urine tests from Department of 
Licensing (DOL) use? Yes. 5ng is the limit set 
forth by the initiative as the per se level of 
impairment for someone under the influence of 
marijuana. This is measured by a blood test 
designed to detect “active metabolites.” Studies 
indicate that active metabolite levels fall to 
approximately 2ng within 4-6 hours of use. 
Commercial Driver License (CDL) holders are 
regulated by DOL, which follows federal regulations 
and uses the 15ml threshold. This level is 
measured by a urine test. 
 



What about off-duty marijuana consumption? 
Washington public employers have a strong legal 
basis to discipline or discharge employees who test 
positive for marijuana if this action is consistent with 
the respective contracts, policies and past 
disciplinary action. However, further legislation and 
litigation will likely determine whether discharge for 
off-duty marijuana use violates public policy. 
 
Land use & zoning 
Can jurisdictions implement policies to limit 
producers, processors and retailers licenses 
and locations? Growing marijuana (unless it is a 
collective garden) remains illegal until the Liquor 
Control Board (LCB) establishes a process for 
licensing and regulation. The LCB will also regulate 
permissions for marijuana cultivation, processing, 
distribution, and retail facilities. The LCB is taking 
public comments until Feb. 10 about the rules and 
restrictions needed for a marijuana-grower license. 
 
The initiative specifies that only state-licensed 
production, processing and sale of marijuana are 
permitted. The initiative intended that the licensing 
process be similar to that for alcohol. Cities will 
have the ability to object to the LCB regarding a 
proposed license. Presumably, local land use and 
zoning regulations will apply to the siting of 
growing, processing and retail outlets. The initiative 
specifies that such facilities must be at least 1,000 
feet from elementary and secondary schools, 
playgrounds, recreation centers, day cares, parks, 
transit centers, libraries and arcades. 
 
Medical marijuana collective gardens and not 
affected by this initiative. 
 

Taxes & revenue 
Will cities get any revenue from the sale of 
marijuana? The initiative does not provide for any 
direct funding to cities. Cities will receive their share 
of local sales tax revenues and any locally imposed 
B&O taxes. The Washington State Office of 
Financial Management (OFM) estimates that locals 
could receive as much as $120 million in these 
taxes over five years. However, there has been 
some concern that OFM overestimated how much 
marijuana will actually be consumed from these 
state-licensed stores. Cities will not see any 
revenue from marijuana sales until at least 
December 2013. 
 
What about all of the expected new revenue 
from legal marijuana sales? The initiative created 
a specific new taxing scheme. The initiative 
provides for a 25% excise tax at each transaction 
point (producer to processor, processor to retailer, 
and retailer to consumer). The taxes will be placed 
in a dedicated marijuana fund. After quarterly 
distributions of $1.25 million for LCB administration 
and $180,000 to other specific programs, the taxes 
will be distributed as follows: 

 50% to the state’s Basic Health Plan 
 19.07% to the state general fund 
 15% to the Department of Social & Health 

Services for behavioral health & recovery 
 10% to the Department of Health for 

marijuana education & public health 
 5% to Community Health Centers 
 1% to the UW and WSU for research on the 

short- and long-term effects of marijuana 
use 

 0.03% to the Building Bridges Programs 
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Taxing Recreational Marijuana 
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Introduction 

Revenues from the excise tax on marijuana will be distributed primarily to the state's Basic 

Health Plan, the state general fund, and health-related programs. B&O and local retail sales taxes 

apply. 

For further information on other topics related to the implementation of Initiative 502, see 

MRSC's main Recreational Marijuana: A Guide for Local Governments page. 

Frequently Asked Questions 

Will cities get any revenue from the sale of marijuana? 

The initiative does not provide for any direct funding to cities. Cities will receive their share of 

local sales tax revenues and any locally imposed B&O taxes. Cities will not see any revenue 

from marijuana sales until at least April 2014. 

How much tax revenue will I-502 generate? 

Estimates range anywhere between $0 and $2 billion dollars during the first five years. Without 

knowing what the market will look like or what the federal reaction will be, it is not presently 

possible to accurately gauge the total amount of revenue produced. 

How is marijuana going to be taxed under I-502? 

The initiative applies a 25% excise tax on each level of the system: producer to a processor, 

processor to a retailer, and retailer to the customer. In addition, B&O taxes on the production and 

local retail sales taxes apply. 

 

http://www.mrsc.org/subjects/legal/502/taxes502.aspx#intro
http://www.mrsc.org/subjects/legal/502/taxes502.aspx#freq
http://www.mrsc.org/subjects/legal/502/taxes502.aspx#add
http://www.mrsc.org/subjects/legal/502/recmarijuana.aspx
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OregonLive.com  

Liquor privatization in Washington bad for 

youths, new study says 

 
Expanding sales of liquor to grocery stores in Washington has led to problems of theft, 

emergency room visits and looser attitudes about booze among youths, a new study shows. (The 

Oregonian/File) 

By Harry Esteve | hesteve@oregonian.com  

on February 20, 2014 at 5:17 PM, updated February 21, 2014 at 10:14 AM  

A new study suggests Washington's move to private liquor sales has had a bad effect on young 

people, from looser attitudes about drinking to more alcohol-related emergency room visits. 

The study, which is ongoing and paid for by a private foundation, could be read as a cautionary 

tale for efforts to expand or privatize liquor sales in Oregon. 

Among the findings: 

 Emergency room visits for alcohol-related problems went up "significantly," especially 

among minors and adults over 40. King County alone reported 5,500 "excess" emergency 

room visits in the 16 months after privatization. 

 Stores saw a dramatic increase" in liquor theft, particularly by youths. Stores reported 

nearly $250,000 in thefts through September. In Oregon, the amount of theft for all of 

2012 was just over $11,000. 

 Youths showed increased acceptance of drinking. Fewer eighth-graders and high school 

girls said alcohol use is "very wrong," when surveyed. More 12
th

-graders said alcohol is 

"easy to get." 

The study found no increase in drinking among young people five months after privatization. 

However, it found that among youths who already drink, the number of "drinking days" 

increased. 

http://www.oregonlive.com/
http://connect.oregonlive.com/staff/hesteve/posts.html
http://connect.oregonlive.com/staff/hesteve/index.html


"We're definitely seeing some bad things happen," said Julia Dillley, a research scientist who 

helped compile the study's findings. "Folks need to be aware of that." 

Dilley, who works for both the Multnomah County and state health agencies, teamed up with 

Linda Becker, prevention research manager for the Washington Department of Human Services. 

Funding for the study came from the Robert Wood Johnson  Foundation.    

Dilley and Becker gave a PowerPoint presentation on their findings Wednesday to a Washington 

legislative committee. Until now, Dilley said, much of the focus has been on price and revenue. 

"This gave them a different picture," she said. 

Research consisted mainly of scouring results for studies and surveys already completed or under 

way in Washington. 

The results paint an unflattering picture of the effect of Washington's liquor privatization on 

youths. It could give ammunition to opponents of privatization in Oregon. 

"They're flying blind in Washington," said Rob Patridge, chairman of the Oregon Liquor Control 

Commission. Patridge is spearheading an effort to expand liquor sales to Oregon grocery stores 

but keep the state as the controlling agent. 

A coalition of big grocery store chains, meanwhile, is working on an initiative campaign to 

privatize sales in Oregon in a system similar to Washington's. 

Patridge said the study doesn't make him think twice about what he calls a "hybrid" liquor sales 

model, in which people could buy booze at grocery outlets or in neighborhood liquor stores. 

"It frankly encourages me about the hybrid model and the need for controls as you change the 

system," he said. "What happened in Washington is they let the Northwest Grocers move 

forward on their own with no accountability." 

A spokesman for the initiative effort said the coalition is taking the Washington experience into 

consideration. 

"The initiative takes the state out of the business of marketing and selling liquor," said Pat 

McCormick, spokesman for Oregonians for Competition, the group backing the privatization 

initiative. It goes further by increasing fines and penalties for selling to minors, he said. 

-- Harry Esteve 

 

http://media.oregonlive.com/politics_impact/other/wash.priv.study.pdf
http://www.oregon.gov/OLCC/Pages/index.aspx
http://www.oregon.gov/OLCC/Pages/index.aspx
http://www.oregonlive.com/politics/index.ssf/2013/12/liquor_privatization_battle_br_1.html


Opinion  

3/04/2014 @ 2:50PM |1,387 views  

Fear and Loathing of Liquor Privatization 

Leads to Cherry Picked Data 

By Donald Rieck, March 4, 2014 

In June of 2012, Washington State privatized its government-run liquor system, allowing the sale 

of distilled spirits in licensed private stores. The decision was part of a growing movement 

among states to undo legislation first crafted on the heels of the repeal of Prohibition in 1933 that 

sought to control and restrict alcohol sales as much as possible. 

As such, Washington State has become a test case for other states debating privatization, namely 

Virginia, Pennsylvania, and neighboring Oregon. One focus is on whether privatization has had 

positive, negative, or no effect at all on such indicators of social welfare as youth consumption, 

drunk driving, and alcohol related emergency room visits. 

So what has happened? According to a new “study” reported by the Oregonian, privatization has 

been disastrous for Oregon’s Pacific Northwest neighbor. 

Emergency room visits in Washington went up “significantly,” thefts from liquor stores saw a 

“dramatic increase” (especially by youths), drinking not only was seen as more acceptable 

among kids high school age and younger but more 12th graders said, in a survey, that alcohol 

was easier to get. 

The study authors allege that Washington State has turned into a veritable gin lane, a wasted 

state.  The implication: Why would any reasonable person want the same fate for Oregon? 

But, as it turns out, the study was less a study–as in something published in a peer review 

journal– than a PowerPoint presentation of preliminary data by long-term opponents of 

privatization and members of organizations that have a vested interest in preventing 

privatization, such as the National Alcohol Beverage Control Association and the Washington 

Liquor Control Board. 

And some of that preliminary data seem to show the heavy hand of their bias. The authors argue, 

for example, that privatization has increased access to alcohol, yet seem unaware that almost all 

of the private outlets (grocery stores primarily) that started to sell spirits after privatization were 

previously selling beer and wine, which of course are alcohol products. 

Furthermore, the authors note that 18 percent of state/contract stores (which used to have the 

monopoly on selling liquor), went out of business. So while the number of outlets that sold 

liquor increased overall (by stocking liquor next to its brethren adult-beverages wine and beer), 

the overall number of outlets selling alcohol beverages of any kind decreased.  

http://www.forbes.com/opinion
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Typewritten Text
Forbes.com 



The most troubling aspect of the “study” is the Washington Health Youth Survey data the 

authors use to claim that there were significant increases in “pro-alcohol” attitudes and an 

increase in alcohol access among youth. The data the study cited sounded like a canary in the 

coal mine–an early warning about the negative effect of privatization. But the authors were 

highly selective in highlighting the survey’s findings. Consider that the Washington Health 

Youth Survey also found that: 

 Past month drinking is at historic lows from Grade 8, 10, 12  (pg 51-53) 

 Binge drinking is at historic lows for Grade 8,10, 12 (pg 51-53) 

 The levels of heavy drinking, problem drinking and experimental drinking among 8, 10, 

12 graders declined in 2012. 

 The percentage of those who said they don’t drink at all increased in all age groups. (pg 

63) 

 Despite their claims that alcohol is “easy to get,” the survey shows the percentage of 

students in grades 6, 8, 10 ,12 who say it would be very hard to get alcohol continues to 

increase (page 64) 

 Despite their claims that fewer students say alcohol use is “very wrong,” the survey 

shows there continues to be an increase in the perception of great risk of drinking alcohol 

every day among 8, 10, and 12
th

 graders. The only decline was among 6
th

 graders. 

In other words, the preponderance of data on the effects of privatization on Washington State 

suggests the exact opposite of the meaning conveyed by the Oregonian. In fact, one could–using 

the same logic as the paper–conclude that privatization had driven down all forms of teenage 

drinking and that critical attitudes toward alcohol continued to grow among teens even as 

availability of liquor increased. Of course, we should be careful of making these kinds of 

correlations in either direction. 

Another negative social indicator– fatal crashes involving drivers that were drinking–has, 

according to Washington Traffic Safety commission, continued to trend downward and is at a 

historic low–having gone from 184 in the quarter prior to privatization to 145, 18 months later 

(the third quarter of 2013). 

The cherry picking on these issues also raises questions over how significantly emergency room 

visits went up after privatization and it is impossible to check the validity of the data the authors 

cite from the reference given in their PowerPoint. 

But the larger issue is if privatization was disastrous for Washington State, how do you explain 

away all this inconvenient data? The Oregonian’s anxieties about alcohol are a reminder that the 

topic of alcohol availability has the ability to cloud journalistic minds, even when there is an 

abundance of clear, accessible fact. 

Donald Rieck is Executive Director and Managing Editor of the Statistical Assessment Service 

(STATS) at George Mason University and its EconoSTATS project.  

 

http://www.doh.wa.gov/Portals/1/Documents/Pubs/160-193-HYS-AnalyticReport2012.pdf
http://www.doh.wa.gov/Portals/1/Documents/Pubs/160-193-HYS-AnalyticReport2012.pdf
http://stats.org/
http://stats.org/
http://econostats.org/
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Many expected liquor sales privatization to benefit businesses, the state and the public by creating a
modern market that would make spirits cheap and ubiquitous. Now liquor is ubiquitous but remains
expensive, and some businesses still struggle for a place in the new environment.

By Ángel González

Seattle Times business reporter

George Alberts voted in favor of forcing the
state to release its Prohibition-era grip on spirit

sales. But the world conjured by the new law fails
to live up to his expectations.

“It’s a disappointment. Prices have gone up for all
spirits,” said the 64-year-old retiree during a recent
visit to Costco Wholesale, the warehouse club that
drove the privatization initiative, in which he
bought 12 large bottles of Bacardi rum.

Nevertheless, Alberts said some good had come out
of it — mainly convenience. “I’d do it again,” he
said about voting in favor.

That lingering ambivalence underscores how Washington residents and businesses are still adapting
to the state’s pullout from the liquor business two years ago.

Many saw privatization as a win for business, government and the public. Retailers and distributors
would inherit a lucrative niche. The state would get more revenue from newly imposed fees. And
consumers would get cheaper, more widely available booze.

Well, most of that happened: A nearly $1 billion business is in private hands, the state has enjoyed a
short-term revenue windfall, and liquor is ubiquitous. But on average it’s not cheaper, and certainly
not perceived as such.

The dust hasn’t settled after the disruption created by ballot Initiative 1183, which took effect in June
2012. It left plenty of grievances in its wake, from small entrepreneurs who bought the rights to run
state-owned stores to retailers arguing over fees, including Costco, which ended up with 10 percent of
the state’s spirits markets, according to its executives.

Proponents of a limited role for state government say privatization has been only a qualified success
because it has come at the expense of liquor buyers. “Clearly, the taxation element is one that still
leaves a bad taste in consumers’ mouths,” said Leonard Gilroy, director of government reform for the
Reason Foundation, a libertarian think tank.

In aftermath of liquor privatization, spirits everywhere, not cheap | Busin... http://seattletimes.com/html/businesstechnology/2023950485_liquorpriva...
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Gilroy added that from a national perspective, the state’s move to get out of the liquor business “was
pretty significant,” as it was the first state to do so since Prohibition ended. The effort has been closely
watched by the other 17 states that are still engaged in the booze business, including Oregon, where a
ballot initiative similar to Washington’s was dropped this month by its proponents.

More outlets, more money, higher prices

Privatization scattered sales of spirits, which had been previously concentrated in 329 stores owned or
contracted by the state, to more than 1,400 outlets, from sprawling warehouse clubs to grocery stores
and pharmacies. New entrants like California-based spirits and wine retailer BevMo! and Total Wine &
More have captured a chunk of the market.

That doesn’t mean sales of liquor have increased dramatically: they rose 6 percent in the first year, a
bit less than state forecasters had expected, and far less than what critics feared. And the most recent
data point to volumes being relatively flat from last year.

Market research firm Scarborough says that of people who buy liquor, about a third bought it at their
grocery store, about 24 percent at a liquor store, and 16 percent at warehouse clubs.

Restaurants are also reaping the benefits of flexibility. Before, they had to go to an assigned liquor
store to stock up. Now they can have it delivered by competing distributors, which offer discounts and
more variety.

“Everything is there and more,” says celebrity restaurateur Tom Douglas, who backed the privatization
initiative. He thinks it’s worked out fine. “Some prices are higher, some prices are a little lower.”

The number of distributing licenses certainly has exploded — to 103, although many are held by the
same distributor and most of the market is controlled by two companies, California-based Young’s
Market and Southern Wine & Spirits out of Miami.

Meanwhile, state government has enjoyed a bounty despite giving up the business.

According to the state Office of Financial Management (OFM), revenue from spirits reached $521 
million in the fiscal year ended in June 2013, about $73 million more than in the same period two
years prior, which was the last full year under the state system. But that windfall is past its peak, as the
figure for fiscal 2013 included a one-time $105 million fee paid by distributors.

For the current fiscal year, which ends Monday, the state had as of May collected nearly $369 million
in revenue. State forecasters had predicted before the initiative passed that combined state general
fund and local revenues would raise an additional $402 million to $480 million over six years. OFM
director David Schumacher said in a statement that “it’s too soon to say how well those initial
financial-impact projections will pan out.”

What’s certain is that many consumers are feeling pinched. The average price per liter, after tax, from
June 2013 to April 2014 was $24.39, about 11 percent higher than in the same period two years prior,
before privatization.

The culprit: fees created by the privatization initiative to make the state whole after giving up its
monopoly. Those include a 10 percent fee paid by distributors, which will drop by half this year for
many, and a 17 percent fee paid by retailers.

Data posted by the Tax Foundation, a Washington, D.C.-based think tank, indicates that Washington
residents pay about $35.22 per gallon in spirits taxes, about $8.52 more than before privatization,
even though Washington already was the state that taxed liquor the most.

Oregon is a distant second, at $22.73 per gallon. The gap has been prompting some to load up south of
the border. Sales at 12 border stores in Oregon from July to October 2013 were 30 percent higher than
in the same period two years prior, that state’s liquor control commission reported.

Some people have also blamed distributors, but John Guadnola, a spokesman for Washington spirits
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distributors, points the finger at the state.

“To me, it’s not rocket science,” Guadnola said. By guaranteeing the same amount of money to the
state and adding private-sector profits, “there should have been no reason to think that prices going
into the system would be lower,” he said, unless distributors were somehow to buy liquor at a cheaper
price than the state monopoly was able to, and that won’t happen because they have less purchasing
clout.

Costco executives, who pushed hard to get the initiative passed, disagree. They say that at least part of
the general price increase may be due to the fact that stores have shifted to higher-end products.
Moreover, they say that at Costco, most liquor prices are lower than at state-owned stores under the
old regime.

A recent visit to the Kirkland warehouse backed up their price claims — provided you pay for a
membership and are fond of very large bottles.

A 1.75 liter of Johnnie Walker Black Label scotch retailed for $69.25. At a state store in May 2012 it
would have cost $81.95. At a downtown Seattle liquor store formerly owned by the state, it retailed for
$109.99.

Costco executive John McKay said the company expects prices to come down as liquor manufacturers
continue to jostle for sales and the free market works its magic.

“We’ve seen some of that, but not all of that,” McKay said.

The short stick

The free market, though, is crushing the former state stores auctioned off on the eve of privatization.
Of 61 state stores in King County before the change, 34 remained open as of April, according to the
liquor board.

Many entrepreneurs thought the stores would fill a unique niche in the new landscape — small
neighborhood locations with established clients and no competition from other small businesses
because the new law would allow spirits sales only in stores larger than 10,000 square feet, with few
exceptions. In April 2012 they bid $30.75 million for the stores.

But restaurants began buying from more convenient, and cheaper, distributors. Some owners were
crowded out by neighboring grocery stores, which have more wiggle room for liquor prices because
they make their profit on other items.

Many were saddled with leases for more space than they needed as a big part of their sales
disappeared, said David Cho, a former hedge-fund manager who left New York to run a liquor store in
Tacoma, dubbed Liquor & Liquor, in which he had invested.

Cho says it had seemed to be a good location, far away from big shopping centers. Now sales are down
70 percent from the $4 million they amounted to annually before privatization; to survive he’s had to
diversify into beer, tobacco and wine, but so far the store is still bleeding money.

“I haven’t paid myself in two years,” he said. “It’s the worst decision I’ve ever made.” Store owners
didn’t get “what was promised” from the state, he added.

Brian Smith, a spokesman for the liquor board, says in response that it’s the fault of the invisible hand.
“The market went from a controlled one where costs were equal to a free-market system where they
are unequal,” giving larger players an edge.

Some local distillers are also feeling pinched, both by higher fees, which prompt consumers to buy less
or to prefer cheaper products, and by competition from big liquor manufacturers that can better afford
discounts.

Those factors have hurt the sales of Sound Spirits, a Capitol Hill craft distillery. “We had to go outside
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of Washington and find markets,” owner Steven Stone said.

But not all about privatization was bad: Private distributors offered better customer service to
manufacturers than the state monopoly. Also, some distillers can themselves distribute to clients if
they can’t find a distributor. “You get to skip the middleman,” Stone said.

Researcher Gene Balk contributed to this story.

Ángel González: 206-464-2250 or agonzalez@seattletimes.com. On Twitter: @gonzalezseattle

Want unlimited access to seattletimes.com? Subscribe now!
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Agenda Item #: 3D  
 

 
 
To:  Mayor Perry and City Councilmembers  
From:   Interim City Administrator Mark Langford 
Date:  August 11, 2014 Study Session 
Re:

ATTACHMENTS:   Council minutes from June 2, 2014  

  Council Reports Protocol 

    
 
TYPE OF ACTION:  
 
     Information Only    X    Discussion         Action        Expenditure Required:  
  
                 
Previous Council Review: At the June 2, 2014 City Council meeting, Mayor Pro Tem 
Taylor requested a study session to review the protocol for Council reports during City 
Council meetings; Councilmember Jones seconded the request. 
  
 
Background:  It is a regular agenda item for Councilmembers to provide individual 
statements at the end of regular council meetings. 
 
 
Discussion:  Determine the Council’s intent for individual statements during Council 
meetings. 
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