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Presenter
Presentation Notes
I'd like to thank everyone for their participation in our rate process.  I’m Paula Laschober, the Finance Director at Seattle City Light.  My responsibilities include preparing and managing the City Light budget, financial planning and forecasting, and establishing rates.  Today I'd like to give you a brief overview of your utility, how we were impacted by the 2001 energy crisis, what we look like today, and how we set rates.




Seattle City Light Quick Facts

¢ City Light is a 100-year old municipally-
owned electric utility

¢ City Light serves customers by
producing, transmitting and distributing
power

¢ The Superintendent is appointed by the
Mayor and confirmed by the Council

¢ City Light operates with 4 internal business units

— Power Supply & Environmental Affairs
— Customer Service & Energy Delivery

— Financial Services

— Human Resources


Presenter
Presentation Notes
As many of you know, City Light is owned by the citizens of Seattle and has been serving its customers for over 100-years.  Unlike most other City of Seattle departments, City Light is not supported by general taxes.  City Light relies on the income we earn from serving our customers.  In fact we pay taxes, in 2008 we paid $62 million dollars in State and Local taxes.  

City Light serves our customers by producing, transmitting and distributing power.  Our 1,700 employees operate and maintain a vast electrical infrastructure that serves almost 400,000 customers in 6 cities and parts of unincorporated King County. 


Seattle City Light Quick Facts

¢ Service territory is 131.3 square miles

¢ 348,000 residential and 46,000 commercial meters
served In 6 cities and unincorporated King County

¢ Owns and operates 7 hydroelectric plants with 1,900
MW of capacity

¢ Maintains 650 miles of high-voltage transmission lines
and 3,130 miles of distribution lines

¢ Operates 14 principal substations

¢ Approximately 1,700 employees



Presenter
Presentation Notes
Seattle City Light is the 7th largest municipally-owned electric utility in the country.  Since City Light has an obligation to serve all customers in its service territory, we grow in size as the economy expands.  New jobs, new homes means a greater demand for electricity.  
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Presenter
Presentation Notes
On this map we’ve identified the major facilities of the utility.  In the northeast corner of the State we have the Boundary hydro facility.  Boundary transmits its power to Seattle through lines owned by other utilities. We also have several dams along the Skagit river in the northwest; those facilities utilize City Light owned transmission lines. To the southeast we have the Tolt and Cedar River facilities.  And of course, we own and operate the distribution system throughout our service territory.




Seattle City Light’s Diablo Dam



Presenter
Presentation Notes
Here is a photo of the Diablo Dam which is located on the Skagit river.  City Light provides the Diablo Lake Adventure Tour, an excellent boat trip of the Skagit and the dam.  


Seattle City Light’s Boundary Dam
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Presentation Notes
This is the Boundary Dam located on the Pend Oreille River, north of Spokane and close to the boundary with Canada.  It went into operation in 1967, was expanded in 1986, and now produces about 30% of all our power needs.


Seattle City Light - 2010 Projections
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Presentation Notes
To give you an idea of where City Light revenues come from and how we use it, I’ve created two pie charts that represent 2010.  The top chart shows that 32% of our revenues are paid by commercial and industrial customers, 17% by residential customers, and 18% by our wholesale energy sales.

The uses of our revenue represents the 2010 City Light budget.  The largest segment is for purchasing power during the year and that is 37% of our budget.  We spend 20% of our revenues paying off our long-term debt and paying taxes.  18% of the budget goes to capital improvements and conservation and 25% is for funding the on-going operations of the utility.


Seattle City Light - Financial Snapshot
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Presentation Notes
The impact of the energy crisis is evident in City Light’s net income trend.  From 2000 through 2003 City Light experienced negative net income, meaning our expenses were greater than our revenue.  We turned that around in 2004 and last year, 2008, we had net income of nearly $132 million.  

Our retail revenue, which is the income City Light takes in from ratepayers, has remained fairly stable since 2002.  Both the amount of energy used by ratepayers and the rates paid have also remained stable..

At certain times of the year, City Light produces more energy with its dams than is needed by its rate paying customers. We sell that excess power to other utilities.  However, at other times of the year, when water is limited at our dams and we are unable to provide all the power needed by our customers, City Light will purchase power from other companies.  Our Net Wholesale Revenue number represents the money we made selling power minus the cost of buying power.  From 1999 through 2001, City Light was having to buy power in larger amounts due to poor water conditions and that power cost was extremely high due to the energy crisis that hit the West Coast.  Since that time, we have changed our trading practices to reduce our risk exposure and improved our net wholesale revenues.  2009 is low due to prices.

City Light’s long-term debt grew from $958 million in 1999 to $1.68 billion in 2001.  This was a direct result of the energy crisis.  City Light usually purchases some portion of its capital requirements, such as buildings, substations, major repairs to dams and large computer systems, with cash generated from operations.  City Light was forced to use debt for all its capital needs during the energy crisis so that we could pay-off nearly $600 million in short term debt to cover the cost of increased power.  We paid that short-term debt off as of December 2004.  And, though our debt has grown in the last year, we are making progress in decreasing our long-term debt as a percentage of total capital to 50% by 2016.
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Presenter
Presentation Notes
Let’s talk about rates.  This graph shows that prior to the energy crisis, standard residential customers in Seattle were paying 4.37 cents per kWh in 1999.  As a result of the increased cost of power City Light raised rates to as high as 7.01 cents per kWh in 2002.  Since that time rates have decreased to 6.32 cents per kWh in 2008.

Our customers responded to the energy crisis, and these higher prices, by using less energy, which helped City Light limit the amount of power that we needed to purchase.  Now use has gone up a little since rates were lowered.  Also responds to weather patterns (cold spring both in 2008 and 2009).
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Presenter
Presentation Notes
This graph shows the average rates of our commercial customers that fall into the Seattle small general service class.  Much like the residential customers, they’ve reduced they energy consumption as prices have risen.  In 1999 they were paying 3.68 ¢ per kWh.  Today they pay on average 5.56 ¢ per kWh.
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Seattle City Light - Rate Comparison
Comparison of 2008 Average Residential Rates per kWh by City
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Presenter
Presentation Notes
To show how we compare both regionally and across the country, I’ve graphed the 2008 average residential rates.  As you can see, we are very competitive regionally and much less than cities like Chicago, Los Angeles and New York.  




Seattle City Light - Rate Comparison
Comparison of 2008 Average Commercial Rates per kWh by City
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Presenter
Presentation Notes
And here are the 2008 commercial rates.  Much like the residential side, Seattle compares well both regionally and nationally.




Seattle City Light - Rate Comparison

What is happening elsewhere regarding rates

¢ Proposed Rate Increases

7.4% Puget Sound Energy
15.1% Pacificorp — WA

11.4% ldaho Power

22.6% ldaho Power — Oregon
3.5% Snohomish PUD

5.6% Portland General Electric
12.5% Florida Power & Light
9.1% Pacificorp - Oregon
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Presentation Notes
Here are some rate proposals from around the region and the nation.  




How City Light Rates are Set

¢ Technically

— A three part analysis

¢ revenue requirements,
+ cost allocation, and
+ rate design

— Identification and analysis of policy Issues

& Process

— Mayor proposes and City Council considers and
adopts

— Public involvement and comment throughout

14
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Presentation Notes
I’d like to spend a few minutes on how we set rates and what we are seeking to accomplish.  There are a lot of players in the process, engineers, economist, accountants, and computer programmers work on the technical aspects.  City Light executives, the Mayor and his staff, and the members of the Seattle City Council all review, analyze, and make recommendations that impact the rates.  To do this effectively, we must know what the citizens and customers think is important in protecting the benefits of public power.




Seattle City Light
Rate Review Process

& Setting electrical rates is an art that requires
forecasting the future, balancing competing
Interests, and meeting financial goals.

¢ The process of setting rates involves both
economic analyses as well as public policy
decision making.

15


Presenter
Presentation Notes
Forecast every week, updates for budget and rate-setting.

Competing interests such as each rate class wanting to its rates lower and revenue needed by SCL provided by other classes, low income concerns vs employment concerns, rate stability vs financial health of the utility, short-term vs long-term interests of ratepayers, political concerns vs technical concerns.



Economic analysis:  e.g., giving customers the right price signal about conserving energy in certain elements/charges in their rate schedules, analyzing wholesale revenues across a wide spectrum of possibilities based on historical information as well as forecasts of prices and resource availability.



Public policy:  conservation, low-income subsidies, 1% for art.


Seattle City Light
Rate Making
ODbjectives

meet the City Light Department's revenue
requirements, while charging the lowest
possible cost to the ratepayer over the

long run.

Resolution Number 30685: Adopting long-term rate setting objectives and electric rate policies for the City Light Department, adopted June 21, 2004.

@ Seattle City Light
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Presentation Notes
The next slides provide the rate making objectives set out by our City Council in 2006.  

Highlights:  The first is that rates should be at the “lowest possible cost to the ratepayer over the long run”.  So it’s not only important what rates are next year, but where they will be 5- or 10-years from now as a result of our decisions today.

As an example of that kind of thinking and decision making, City Light has inaugurated an Asset Management System to guide us in making optimal, long-run, maintenance/replacement decisions for our long-lived equipment and facilities.


‘=i - Seattle City Light
4+ Rate Making
B Objectives

¢ Rates should be based on the costs of

service to the customer. Rates should
reflect changes in the costs of service over
time.

Adopting long-te ing objec rate p r the City Light Department, adopted June 21, 2004

Seattle Clty nght
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Presentation Notes
The cost of service objective strives to achieve equity among ratepayers.



Typically, a rate case reviews and updates all cost of service issues since it is possible that the relative costs of serving different customer groups could change.  However, it is possible, if decision makers desire, to forgo a detailed reassessment  of costs of service and utilize information from a prior rate case analysis.


=i - Seattle City Light
<= Rate Making
V-8 Objectives

# Rates should reflect a falr apportionment
of the different costs of providing service
among groups of customers.

Adopting long-te ing objec te policies for the City Light Department, adopted June 21, 2004

G Seattle Clty nght
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Presentation Notes
Rates should be fair among the groups of customers.




4. oeattle City Light
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4=  Rate Making
[[7 Objectives

¢ Rates should provide incentives for cost
effective conservation of electricity and the
efficient use of electric power resources.

Adopting long-te ing objec r the City Light Department, adopted June 21, 2004

Seattle Clty nght
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Presentation Notes
Rates should send a price signal to customers and reward those who use less energy thereby demanding fewer resources and saving money.

Average rates determined by the cost allocation process, of course, equal the total cost allocated divided by the total energy over the year.  But specific rates such as residential second block rates or Large and High Demand Peak peak period rates are set in the rate design phase of the rate-setting process to give as clear a signal as possible to reward conservation efforts.  The other residential and Large and High Demand rates are then set at a level such that the average annual rate is obtained.


Seattle City Light
Rate Making
ODbjectives

& Rate levels and rate structures should be

changed in an orderly manner over
time.

Adopting long-te ing objec te policies for the City Light Department, adopted June 21, 2004.

Seattle Clty nght
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Presentation Notes
Customers want to avoid abrupt changes in rates.

The desirability of this objective is obvious, but it also, at times,  is problematic in running a business that is subject to large, uncontrollable changes to its own costs – or offsets to its costs.  City Light now has more energy on an annual basis than its retail customers use which is sold in the wholesale market and the revenue is used to reduce rates for retail customers.  However, as indicated in the slide of our Financial Snapshot, net revenue from this wholesale market is subject to wide fluctuations over which City Light has no control.   This volatility could be overcome with an automatic Power Revenue Adjustment Mechanism (PRAM) that would adjust retail rates when wholesale revenue varies from (up or down) projected amounts.  This would cause more volatility in retail rates.  A policy choice here is that City Light could reduce its energy portfolio to a size equal to its retail load and, thereby, have higher average rates with greater stability, or it can achieve lower average rates that are subject to more volatility – or, in lieu of price volatility, require that City Light make large changes to its operating cost thereby reducing both reliability of its system and responsiveness to customers. This latter choice would eventually require increases in future rates to higher levels to catch up to required maintenance and customer service.


Seattle City Light
Rate Making
ODbjectives

¢ Revenue recovery from rates should
promote financial stability, consistent
with financial policies of the City Light
Department, as adopted by the Seattle City
Council.

Resolution Number 30685: Adopting long-term rate setting objectives and electric rate policies for the City Light Department, adopted June 21, 2004.

@) Seattle City Light
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Presentation Notes
Rates should create financial stability to protect the benefits of public power enjoyed by Seattle.

The electricity industry is the most capital intensive industry in the world.  Electricity companies must borrow large amounts of capital to pay for their expensive generating plants, distribution systems, etc., whose costs are recovered and repaid to lenders over time.  Lenders need reassurance their loans will be repaid before lending large amounts of money.  Thus, financial stability in the form of continued access to credit markets requires financial and rate making policies that assure lenders that City Light will have enough cash left after paying for operations to repay all debt service.  A policy of no changes in retail rates, when paired with increases in future costs, would not give the assurance lenders need, and would either drive up borrowing costs or make it impossible to borrow at all.  In either case, increasing the cost of doing business or degrading financial stability.


.. Seattle City Light
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4= Rate Making
-4 Objectives

understandable information and
opportunities for meaningful citizen
participation in the City's rate decision

Process.

Resolution Number 30685: Adopting long-term rate setting objectives and electric rate policies for the City Light Department, adopted June 21, 2004.
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Presentation Notes
A Rates Advisory Committee is one way City Light communicates with and gets feedback from our customers and the citizens of Seattle who are the owners of the utility.  It is important that we hear from you on the issues.  


Seattle City Light
Three Steps to Rate Making

Step 1: Revenue Requirements Analysis
The analysis of the revenues required to meet
City Light operating and maintenance expenses,
and to finance a portion of the City Light Capital
Improvement Program consistent with
financial policies.

23


Presenter
Presentation Notes
Now, how do we do it.  

The first step in our process of setting rates is to forecast how much revenue City Light will need each year to cover the cost of operating the utility.  We also strive to cover a portion of our capital improvements with cash rather than borrowing the full amount needed.  The more we can pay for with cash, the lower our rates will be in the future.

We must also forecast how much energy will be needed by our ratepayers; how much snow  and rain will fall to fill our dams; and what the wholesale price of electricity will be in the future.     


Seattle City Light
Three Steps to Rate Making

Step 2: Cost of Service and Cost Allocation Report
The analysis of distributing the revenue required by
City Light to customer classes so that the revenues

recovered from each customer class are based on
the cost to serve it.

24
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Presentation Notes
Once we’ve forecasted our revenues, the next step is to determine how much it costs City Light to serve each of its customer classes, such as Residential, Large General service, Streetlights.  Each class puts different demands on the system and the utility, so the costs are different.  

As mentioned earlier, in this rate process the Mayor has decided to propose the use of the cost allocation shares from the last (2006) rate case in order to focus on revenue requirements in this RAC process.  


For Example...

¢ Jim’s Independent Grocery consumes 30,000 kWh per month.
To sell this 30,000 kWh, City Light must maintain: 411\

— One meter
— One bill
— One power pole and service connection

To sell this 30,000 kWh, City Light must maintain:
ol bl [
u"uf;’
— 30 service connections R

¢ Jim’s home is on a street with 30 other homes, each of which
consumes 1000 kwWh per month (total consumption is the same) .

— 30 meters

— 30 separate bills

— 10 power poles
¢ |t costs City Light less per kWh to serve Jim’s stope
— Rates are set to recover costs, so...
— His store is charged a lower rate than his home

25
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Presentation Notes
You are probably wondering what allocation has to do with rates and why commercial customers pay less per kWh that residential.  This is an example of why.  While the energy cost is essentially the same for both types of customers, the amount of assets or equipment to serve the customers varies greatly.  


Seattle City Light
Three Steps to Rate Making (

@

Step 3: Rate Desigh Report N

The process of shaping rates, charges and credlts
for each customer class so that the customers in
each class not only contribute their portion of City
Light’s revenue requirements but also receive
appropriate price signals consistent with City
policies, e.g., higher prices for higher consumption
and during high-cost periods to encourage
conservation.

26
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Once we’ve allocated the costs to all of the classes of customers, the next and final step is designing the rates.  Here we forecast the number of customers in each class, how much electricity they will need and when they will need it.  We then set rates so that the expected revenue from each customer will generate the amount of revenue the utility needs.


RAC Mission:
2009 Rate Review

Provide advice to the City Council on the
adequacy and appropriateness of
City Light’s...

¢ Revenue requirements

+ Rate design proposals

@ Seattle City Light
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Presentation Notes
This is the mission for the current RAC.  In future meetings, we’ll be providing you with more detail so you can provide an opinion to both the Mayor and City Council. 


Schedule of Important Events

Event Date
Initial RAC Meeting Sep 15
RAC meets during week of September 21 TBD
Mayor presents 2010 budget & rates proposal Sep 25
RAC meets week of September 28 TBD

RAC meets during October TBD
Conclusion of RAC work on Revenue Requirement Early Nov.
Council approval of 2010 budget Late Nov.
New rates effective Jan 1, 2010
RAC returns after first of year to address Rate Design TBD

RAC participates in the 2011-12 Rate Adjustment process | TBD
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