TO: Mayor and Members of the City Council

FROM: Rich Olson, City Manager

DATE: March 24, 2016

REF: Presentation — Cost of Electric Service Study by Booth and
Associates

BACKGROUND:

In April 2015, the City Council hired Booth and Associates to perform a Cost of
Service Study in anticipation of the sale of our generating assets to Duke Energy
Progress. The Cost of Service Study was to perform the following tasks:

e Develop a financial model to be used in forecasting revenue and power
costs;

e Perform a rate comparison with Dominion Power Company; and

e Provide rate development and design work.

The Cost of Service Study was done at a cost of $27,500. The City requested
that the work be completed by July 1, 2015. However, due to recent changes
made by the NCEMPA Board of Commissioners, the study had to be refigured.
These changes include no wholesale rate increases until 2020, which saved the
City 11.3% in anticipated rate increases under future rate projections.

ANALYSIS:

Attached, you will find a statement of revenues and expenditures. Booth and
Associates used fiscal year 2013-2014 as a test year. Accounting adjustments
were made to reflect weather and changes in the wholesale cost of power after
the sale of assets to DEP. Since the City has seen steady growth in the
Electrical Fund cash reserves over the last nine months, staff advised Booth and
Associates that we did not need to factor in an amount to reach the City Council’s
targeted goal of $7,000,000 by June 30, 2017. To fund the City’s future CIP in
the Electric Fund, an additional $1,078,171.55 is needed in revenue annually,
which equates to a 3.38% increase in rates.

The second sheet you will find attached is the Pro Forma Statement of
Operations. This statement provides operating revenues and expenses by the
City’s rate classes. The City has five general rate classes, which are Residential
Service, General Service, General Service CP Service, Sports Lighting and
Lighting Service. Lighting service covers the 3,960 lights we have on the system,



the majority of which are street lights. However, rental lights for car dealers and
private lights are also included in this class.

In order to generate the additional revenue needed of $1,070,945.39, it has been
determined the following revenue must be generated by rate class:

Residential ($381,670)
General Services ($575,001)
General Services CP Service $244 842
Sports Lighting $1,740
Lighting Services ($360,856)

General Services CP Service and Sports Lighting are paying too much of the
overall operational costs when compared to the amount of money needed to
operate those two rate classes.

The Pro Forma Statement of Operations determines the need for additional
revenue per rate class.

The next report is called “The Development of Revenue Requirements by Rate
Class” determines what percentage of rate increases will be needed to achieve
the desired revenue to offset the $1,070,945 shortfall. Booth and Associates is
recommending the following percentage increases in rates per rate class:

Residential 2.50%
General Services 5.05%
General Services CP Service 0%
Sports Lighting 0%
Lighting Services 9.75%

Although reductions in the General Services CP Service and Sports Lighting are
justifiable, none is proposed in order to help decrease the increase needed in
Lighting Services from 62.38% to 9.75%.

The majority of Lighting Services costs are charged to the General Fund. Staff
estimates that an additional $111,348 would need to be charged to the General
Fund. This amount equates to approximately 1¢ in property tax valuation.

As part of the rate review, Booth and Associates looked at the City’s facility
charges by rate class and determined that the following charges are justifiable:

Residential $16.14
General Services $25.21
General Services CP Service $184.84
Sports Lighting 22.12

The City’s rates consist of two elements: the Basic Facility Charge and the
Energy Charge. In addition, if a General Service customer’s demand is above 30
kW, a demand charge is charged. Below are Booth and Associates proposed
changes to the City’s rates:



Current | Proposed
Description Rate Rate

Residential - RS 1
Basic Facilities Charge $8.57 $15.75
Energy Charge - All kWh .011290 .010950
General Service - GS 1
Basic Facilities Charge $19.35 $25.00
Demand Charges

First 30 kW .00 .00

All other kW 15.37 15.45
Energy

First 30 kW 0.11340 0.11540

All other kWh 0.0586 0.06310
General Time-of-Use (T-O-U)-GS 2
Basic Facilities Charge — Al $30.28 $35.00
Demand Charges

On Peak Demand - All $16.55 $20.25

Excess Demand 3.70 3.75

Energy Charge — All kWh 0.05430 0.06050
General Interactive T-O-U -GS 3
Basic Facilities Charge $121.09 $175.00
Demand Charges — All On Peak 18.36 24 .10

Excess Demand — All 3.70 3.25

Energy Charge — all kWh 0.05430 0.05270
Sports Lighting
Basic Facilities Charge — All $19.15 $21.75

Demand Charges — All 2.04 2.10
Energy Charges — All 0.05860 0.05360

The City has multiple rates for street lighting and on the average those rates will
increase by 9.5%

As a test to determine if the rates proposed will generate the needed revenue,
Booth and Associates has included a worksheet called Pro Forma Statement of
Operations After Proposed Rate Changes.

Please note that since we are proposing increases in the basic facility charge but
decreasing the energy charge, the breakeven point is approximately 2,500 kW.
This means that if a customer uses more than 2,500 kW per month, they will
experience a decrease in their monthly bill.

As indicated on the worksheet, rates will be able to generate the required
revenue needed.

Terry Berge of Booth and Associates has developed a very straightforward
PowerPoint, which you will find attached. | believe the PowerPoint may be easier
for the City Council to understand.



As part of the budget process, staff recommends that additional discussion be

held and that any changes decided upon become effective with the July 2016
bills.

RCO/vdw
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Operating Revenues
Other Operating Income

Total Operating Revenue & Patronage

Purchased Power
Production Expenses
Transmission Expenses
Distribution - Operations
Distribution - Maintenance
Consumer Accounts
Customer Service & Information
Sales Expense
Administrative & General

Total O&M Expenses

Depreciation & Amortization (R&R)
Capital Outlay

Payment to GF in Lieu of Taxes
Interest on Long Term Debt
Contingency

Total Cost of Service
Operating Margins

Non-Operating Margins - Interest
Contributions
Transfers In/Out

Total Margins

City of Elizabeth City
Statement of Revenues and Expenditures
Test Year Ending: June 30, 2014

Accrual Basis

Actual Accounting Adjusted Pro Forma Pro Forma
Test Year Adjustments Test Year Adjustments Test Year
$37,450,221 ($226,168) ' $37,224,053 ($5.349,981) ¥ $31,874,073

$901,393 $0 $901,393 ($207,112) ¥ $694,281
$38,351,614 ($226,168) $38,125,447 ($5,557,093) $32,568,354
$31,524,049 $0 $31,524,049 ($5,576,983) 'Y $25,947,065
$617,125 $3,312 ¥ $620,438 ($130,119) " $490,319
$0 $0 $0 $0 $0
$697,678 $63,407 ¥ $761,085 $95,963 ¥ $857,048
$1,357,497 $60,094 $1,417,592 $161,390 ¥ $1,578,982
$786,850 $39,786 ¥ $826,636 ($8,063) " $818,573
$319,202 $3,312 ¥ $322,515 $181,004 ' $503,609
$50,086 $0 $50,086 $0 $50,086
$1,141,074 $28,298 " $1,169,372 ($10,119) ¥ $1,159,253
$36,493,562 $198,209 $36,691,771 ($5,286,837) $31,404,934
$1,073,106 $0 $1,073,106 $143,815 ' $1,216,921
$0 $0 $0 $0 $0
$1,050,000 $0 $1,050,000 ($125,000) ™ $925,000
$58,489 $0 $58,489 $35,954 ¥ $94,443

30 $0 $0 $0 $0
$38,675,157 $198,209 $38,873,367 ($5,232,068) $33,641,299

($323,543) ($424,377) ($747,920) ($325,025) ($1,072,945)

$3,762 $0 $3,762 ($1,762) $2,000
$0 $0 $0 $0 $0
$0 $0 $0 . $0 $0

($284,768) ($424,377) ($709,145) ($361,800)  ($1,070,945.39)

Cash Reserve Requirement
Additional Revenue Requirement

Percent Increase Required

Booth & Associates, LLC

$0
$1,078,171.55

3.38%
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City of Elizabeth City
Pro Forma Statement of Operations

Test Year Ending: 30-June-14

Total Residential General Gen. Serv. Sports Lighting
Description System Service Service CP Service Lighting Service
Operating Revenues
Electric Sales $31,874,073 $16,375,663 $12,150,752 $2,753,709 $24,723 $569,226
Other $694,281 $354,744 $265,771 $58,255 $2,892 $12,619
Total Operating Revenues $32,568,354  $16,730,407  $12,416,523 $2,811,964 $27,615 $581,845
Purchased Power .
Demand Charges $14,568,839 $7,535,104 $6,227,613 $741,427 $2,825 $61,870
Energy Charges $11,378,226 $5,118,776 $4.546,203 $1,437,488 $5,751 $270,008
Subtotal $25,947,065 $12,653,880 $10,773,816 $2,178,914 $8,576 $331,878
Other Operating Expenses
Production Expenses $490,319 $231,699 $212,029 $46,475 $115 $0
Transmission Expenses $0 $0 30 $0 $0 $0
Distribution - Operations $857,048 $429,801 $224,617 $41,974 $2,250 $158,407
Distribution - Maintenance $1,578,982 $929,553 $474,604 $89,644 $4,830 $80,350
Consumer Accounts $818,573 $580,492 $213,769 $20,745 $780 $2,787
Customer Service & Information $503,609 $396,102 $96,903 $3,911 $587 $6,106
Sales Expense $50,086 $39,394 $9,637 $389 $58 $607
Administrative & General $1,159,253 " $648,032 $308,447 $53,330 $2,621 $146,822
Subtotal $5,457,869 $3,255,073 $1,540,008 $256,468 $11,241 $395,079
Depreciation & Amortization $1,216,921 $674,209 $382,889 $74,734 $3,436 $81,653
Capital Outlay $0 $0 $0 $0 $0 $0
Payment to GF in Lieu of Taxes $925,000 $480,846 $268,192 $51,881 $2,381 $121,700
Principal on Long Term Debt $0 $0 $0 $0 $0 $0
Interest on Long Term Debt $94,443 $49,095 $27,383 $5,297 $243 $12,426
Contingency $0 $0 $0 $0 $0 $0
Total Cost of Service $33,641,299 $17,113,104 $12,992,287 $2,567,295 $25,877 $942,736
Operating Margins ($1,072,945) ($382,697) ($575,764) $244,669 $1,738 ($360,891)
Non-Operating Margins - Interest $2,000 $1,028 $762 $173 $2 $36
Intergovernmental Revenues $0 $0 $0 $0 $0 $0
Contributions $0 $0 $0 $0 $0 $0
Transfers In/Out $0 $0 $0 $0 $0 $0
NET MARGINS ($1,070,945) ($381,670) ($575,001) $244,842 $1,740 ($360,856)

Booth & Associates, LLC

CoSS - Page 1 of 4



City of Elizabeth City

Development of Revenue Requirements by Rate Class

Test Year Ending: 30-June-14

Booth & Associates, LLC

Total Residential General Gen. Serv. Sports Lighting
Description System Service Service CP Service Lighting Service
Pro Forma Rate Base $23,835,730 $13,147,152 $7,563,196 $1,477,533 $63,298 $1,584,550
Adjustment to Working Capital $891 $632 $233 $23 $1 $3
$23,836,621 $13,147,784 $7,563,428 $1,477,556 $63,299 $1,584,554
Required Income for Return $94,443 $52,093 $29,967 $5,854 $251 $6,278
Pro Forma Income for Return ($976,502) ($332,575) ($547,619) $250,139 $1,983 ($348,430)
$1,070,945 $384,668 $577,586 ($244,284) ($1,732) $354,708
Justifiable Increase to Electric Sales $1,078,172 $388,445 $581,839 ($245,424) ($1,745) $355,056
Uncollectible Accounts $7,226 $3,777 $4,253 ($1,139) ($13) $348
Special Revenue Tax $0 $0 $0 $0 $0 $0
Gross Receipts $0 $0 $0 $0 $0 $0
Increase to Margins $1,070,945 $384,668 $577,586 ($244,284) ($1,732) $354,708
Recommended Increase $1,078,172 $409,418 $613,254 $0 $0 $55,500
Uncollectible Accounts $7,226 $3,382 $3,799 $0 $0 $46
Special Revenue Tax $0 $0 30 $0 30 $0
Gross Receipts $0 $0 $0 $0 $0 $0
Increase to Margins $1,070,945 $406,037 $609,455 $0 $0 $55,454
Electric Sales Revenues
Pro Forma Test Year $31,874,073 $16,375,663 $12,150,752 $2,753,709 $24,723 $569,226
Justifiable $32,952,244 $16,764,107 $12,732,591 $2,508,285 $22,978 $924,282
Recommended $32,952,244 $16,785,081 $12,764,006 $2,753,709 $24,723 $624,726
Percent Change
Justifiable 3.38% 2.37% 4.79% (8.91%) (7.06%) 62.38%
Recommended 3.38% 2.50% 5.05% 0.00% 0.00% 9.75%
Average Cost per kWh (¢/kWh)
Pro Forma Test Year 10.5460 12.0568 10.0523 7.2040 16.1689 7.9452
Justifiable 10.9028 12.3428 10.5337 6.5620 15.0278 12.9011
Recommended 10.9028 12.3582 10.5597 7.2040 16.1689 8.7199
3/9/2016 COSS - Page 2 of 4



3/9/2016

Pro Forma Statement of Operations After Proposed Rate Changes

City of Elizabeth City

Test Year Ending: 30-June-14

Total Residential General Gen. Serv. Sports Lighting

Description System Service Service CP Service Lighting Service
Operating Revenues

Electric Sales $32,952,741 $16,786,413 $12,763,305 $2,754,406 $24,716 $623,901

Other $694,281 $354,744 $265,771 $58,255 $2,892 $12,619
Total Operating Revenues $33,647,022 $17,141,157 $13,029,076 $2,812,661 $27,607 $636,520
Purchased Power

Demand Charges $14,568,839 $7,535,104 $6,227,613 $741,427 $2,825 $61,870

Energy Charges $11,378,226 $5,118,776 $4,546,203 $1,437,488 $5,751 $270,008

Subtotal $25,947,065 $12,653,880 $10,773,816 $2,178,914 $8,576 $331,878
Other Operating Expenses

Production Expenses $490,319 $231,699 $212,029 $46,475 $115 $0

Distribution - Operations $857,048 $429,801 $224,617 $41,974 $2,250 $158,407

Distribution - Maintenance $1,578,982 $929,553 $474,604 $89,644 $4,830 $80,350

Consumer Accounts $825,799 $583,874 $217,568 $20,745 $780 $2,833

Sales Expense $50,086 $39,394 $9,637 $389 $58 $607

Administrative & General $1,159,253 $648,032 $308,447 $53,330 $2,621 $146,822

Subtotal $5,465,095  $3,258,455 $1,543,806 $256,468 $11,241 $395,125
Depreciation & Amortization $1,216,921 $674,209 $382,889 $74,734 $3,436 $81,653
Capital Outlay $0 $0 $0 $0 $0 $0
Payment to GF in Lieu of Taxes $925,000 $480,846 $268,192 $51,881 $2,381 $121,700
Principal on Long Term Debt $0 $0 $0 $0 $0 $0
Interest on Long Term Debt $94,443 $49,095 $27,383 $5,297 $243 $12,426
Contingency $0 $0 $0 $0 $0 $0
Total Cost of Service $33,648,525 $17,116,486 $12,996,086 $2,567,295 $25,877 $942,782
Operating Margins ($1,503) $24,672 $32,991 $245,366 $1,731 ($306,262)
Non-Operating Margins - Interest $2,000 $1,028 $762 $173 $2 $36
Intergovernmental Revenues $0 $0 30 $0 $0 $0
Contributions $0 $0 $0 $0 $0 $0
Transfers In/Out $0 $0 $0 $0 $0 $0
NET MARGINS $497 $25,699 $33,753 $245,539 $1,732 ($306,226)

Booth & Associates, LLC
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