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Agenda for Briefing

o City Light’s strategic
approach

e Challenges
e Concepts and tradeoffs

e Feedback
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Presentation Notes
The purpose of this presentation is to talk with you about the future of your utility.

We’ll give a brief overview of the utility’s strategic plan that was developed by Seattle City Light staff, the utility’s Review Panel, our customers and passed by the City Council. This sets the framework for our discussion this morning.

Next, we’ll go over the latest trends in energy use, and the utility industry. There are some significant changes happening that are causing everyone to evaluate how prices are structured

Then, I’d like to share with you some of our thoughts about Seattle City Light’s rate structure. The utility’s Review Panel, at the direction of the Mayor and City Council, have been examining price and rate structures for about nine months. Needless to say it’s very complex. 

I’m here today because we’re in this together and we want your feedback. City Light’s rates have a big impact on our business customers, and on our ability to fulfill the commitments we made to you and this community in our strategic plan.




Strategic Priorities

2013-2018 Strategic Plan*

1. Improve customer experience &
rate predictability

2. Increase workforce performance
and safety practices

3. Enhance organizational
performance

4. Continue conservation and
environmental leadership

*Approved by the Mayor and unanimously adopted by City Council in 2012

Seattle City Light 2013-2018 Strategic Plan
Your Power Future

w

City Ligh's customers include 8 mix of residential commencial instifutionsl and industral users. Whie City Lght's customens”
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The strategic plan reflects our what our customers want, and values our community holds dear.

1. The investments laid out in the plan addresses what we’ve heard from customers regarding customer experience and rate predictability (outage management system, e-billing expansion, manage 500 + miles of tree trimming along power lines, new substation, replacing underground cable, improving efficiency of our legacy hydro dams, new budgeting process and rate design).

2. The strategic plan lays out a path to improve our safety record, manage an impending wave of retirements and  improve our ability to retain highly skilled workers (better partnerships with educational institutions; 10-20 apprentices annually, technical training center to meet future training needs).

3.  All of our customers, particularly our business customers, expect us to continuously improve our record of being one of the best-managed utilities in the country. The strategic plan increases our ability to gain overall efficiencies in transmission, distribution and generation operations as well as benchmark our work against our peers in the industry.

4. Our customer-owners  expect us to reflect the values of this community. The strategic plan continues City Light’s rich tradition of  environmental stewardship – new an innovative ways to gain more conservations savings; and continue to keep the bar high - fish-friendly operation of our hydroelectric projects and being the nation’s first carbon-neutral utility in the country.


Customer Expectations

* Reliable energy, predictable rates

- Improve customer service:
— Mobile/online tools _

— Performance-based pricing ' " I-Illl {0

i L vt S G R A

— Net-metering e o) oy _'_H!F :

— More transparency '

- Investment in conservation
* More solar panel installation
- Update building codes

- New efficiency standards

Light and Solarize Seattle are hflplng
13& En_wners take advantage of federei s
Al 'tE..taxmcentwes
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Smart environmental and conservation programs are changing the landscape
Aggressive energy conservation programs are saving an amazing amount of energy - The energy savings acquired through City Light’s conservation programs since 1977 could power the homes of 4 cities the size of Seattle for one year. 
Tightened building codes, especially in Seattle, are changing energy use. Some developers are going well beyond these codes – such as Skansa’s Stone34 Building in Fremont, which  was designed to reduce water and energy use by more than 75% compared to other similar buildings. 
At the same time, there are new efficiency standards for appliances as well as new technologies and software to better manage energy usage at home and office. Basic appliances, like televisions, are now 60% more efficient than just 3 years ago.  
At the same time, customers expect reliable, predictable energy and great customer service. 
The industry is at a turning point – moving from being commodity driven to being service-driven
People want new tools like mobile and online outage info; power consumption/comparison information; performance-based conservation pricing; net-metering; and community solar (where individuals buy a share in a central PV installation and get credit on their bill) 



Service needs are increasing.

Energy demand Is not.
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For 50 years, electricity consumption grew well above GDP growth (12% in 1950). Now it’s growing at less than GDP growth, and City Light projects less than 0.5% growth.



Fixed Costs. Variable Revenue.

True Costs vs. Current Revenue
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The real issue is that regardless of how much electricity is used, City Light needs to maintain poles and wires and make sure customers receive excellent service. 
46% of the costs of running the utility are fixed (the same regardless of how much electricity customers use) yet 93% of its revenue is from variable electric charges (per kilowatt-hour)

Historically, we’ve been able to cover fixed costs through a variable electric charge. This design is becoming more and more problematic.

For example, If all medium and large businesses cut their energy usage by 25%, with our current rate design, we would need to raise our rates by 16% or find $115 million in annual savings. 

Reduced electricity consumption and better energy delivery and service benefits us all but it creates a challenge: Paying for the  basic, fixed costs when our revenue design is so tied to variable energy use. 




2014 Rate Design

“Highest Customer Satisfaction

Priorities: With Business Electric Service
in the 1\e‘_\i’es_tern US
« Fair and predictable rates* Among Midsize Utilities”

 Continued environmental
leadership

e Continued improvement of City
Light’s financial health

* No change in revenue collected in total, or
by class

Seattle City Light ranked highest in a study that
looked at customer service, communications,
and corporate citizenship, among other factors.
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Keeping the lights on means looking forward and planning for the future. 
The utility’s 6-year Strategic Plan, for 2013-2018, was adopted unanimously by City Council in 2012. The update will cover the years 2015-2020.
City Light and a ratepayer Review Panel are considering possible updates to the strategic plan that could include making changes in our rate policies to make prices more simple, fair and predictable while continuing to encourage conservation and ensure City Light’s financial health. 
For the next two months, City Light will be meeting with our customers and stakeholders  to share information about our challenges and gather input on what changes the utility should make to our electric rates. 


Non-Residential Rates:

Out-of-Balance Price Structure

Does not reflect the true cost of delivery -
emphasis on energy use

Some pay more Some pay less

than the actual cost than the actual cost
Consistent use 24/7 Intermittent use with high peak.
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Despite all the changes over the past thirty years, particularly in the non-residential sector,  our current rate structures have not changed significantly  since the 1980s.  Consequently, they do not accurately reflect the “True Costs” of serving individual customers today.  For example:
Customers who use electricity consistently (e.g. year-round and 24x7 such as hospitals and grocery stores) are paying more than it costs the utility to provide electric service to them.
Customers who generally use a relatively small amount of electricity but have occasional high consumption needs, such as stadiums and convention facilities, are paying less than it costs the utility to provide electric service to them.


Non-Residential Rates-

What They Look Like Today

Small General Service (< 50 kW of monthly maximum demand)
— Energy charge per kWh

Medium General Service (50-999 kW of mo. max. demand)
— Energy charge per kWh
— Demand charge per max. kW

Large and High Demand GS (1,000+ kW of mo. max. demand)
— Energy charges per peak and off-peak kWh
— Demand charges per peak and off-peak max. kW

Minimum charge on all non-residential rate schedules equal to 100%
of customer service costs (e.g., billing, meter reading) that do not vary
with amount of use
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Refer to handout


Dghift toward “True Cost”

Concept Summary

Small General Service

* Replace minimum charge with a base service charge covering
service and infrastructure costs

 Reduce energy rate (price per kilowatt hour)

Medium General Service

* Shift to time-of-use rates for downtown network

* Replace minimum charge with a base service charge
* Increase demand charge (price per peak kilowatt)
 Reduce energy rate (price per kilowatt hour)

Large and High Demand General Service

* Replace minimum charge with a base service charge

* Increase demand charge (price per peak kilowatt)

 Reduce energy rates (peak and off-peak price per kilowatt
hour)
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Now I’d like to share with you some ideas we have to provide our customers with better service AND rate predictability.

Replacing the minimum rate charge with a fixed base service charge will brings things back in balance - pay fair share of costs for things such as billing, meter reading, outage reporting system. 

Medium GS customers in the downtown network have the metering available for time-of-use rates (higher energy rates for peak daytime periods, lower energy rates for other periods).  This will incentivize more efficient energy use of energy.

Increasing the demand charge (to 50% of the distribution cost in the examples to come) means that customers will pay their fair share of using the distribution system--a fixed expense for City Light.  Even if a customer seldom reaches a high demand level, the distribution system must be sized to meet it at any time.  While demand charges are not entirely fixed, and therefore allow for conservation/reduction of peak demand, demand tends to vary less than energy use, so it makes sense to consider demand charges as more fixed, and to match them more closely to the fixed costs of our distribution system.  

In the case of Small General Service customers, their rates do not have demand charges, so we have modeled their contribution to 50% of the cost of distribution by increasing the base service charge to account for it.



S
Shift toward “True Cost”

Small General Service Concept

Monthly Bills: Cost of Service, Current and Concept
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The slide shows how the current rates for Small GS customers of different sizes does not cover the costs to serve them. It also shows how our draft concept rates get us closer.  While we have not included similar graphics for the other non-residential rate classes, this slide is illustrative of how we want to attempt to bring rate structures more in line with the costs the utility faces.

Proposal would yield high % bill impacts for low energy use customers but MOST customers will not see a large change. 

Very low-use customers pay very little for City Light services since their rates are based on energy usage (kWh charge)
Dollar impacts are not extreme since everyone paying the charge across the customers base. 

We are not collecting more revenue from this rate class, just collecting it more fairly across the rate class based on “true costs.”



@hift toward “True Cost”

Large/High Demand Business Concept
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This slide shows how  the bills of customers in different industries or types of business  would be affected by the rate structure changes proposed in the Large/High Demand concept.  

You can see that customers in certain industries/businesses would see small percentage bill decreases.  These customers are those with consistent use that remains very near their maximum use.  Their bills are mostly composed of energy charges and the concept shown has reduced energy charges.  

On the other hand, customers in some businesses would see relatively higher percentage bill increases.  They have intermittent high peaks of consumption but most of the time use little energy in comparison to those peaks.  Their bills are composed mostly of demand charges.  Increasing demand charges substantially, therefore, has a significant impact on their bills.  Note that even though the bill percentage increase might be high, that doesn’t mean their actual bill is high in relative terms.  A relatively small bill may double but it’s still a small bill.  And the concept proposed would mean they would pay a greater proportion of their fair share of distribution costs.


Impact of Options

$800

$700

$600

$500

$400

$300

$200

$100

$0

True Costs, Current Revenue and Concept

Costs

Energy
54%

Distribution
and Other

46%

Revenue
Current

Energy
93%

Concept

Energy
79%

Demand 4%

E—
BSC 3%

Pemand: 13%

BSC & Infrastructure 8%


Presenter
Presentation Notes
In summary, the changes proposed for both residential and non-residential customers are meant to begin moving the utility toward a more balanced revenue portfolio. 

The impact of the concepts we have laid out also shifts towards charging  customers more appropriately for their true cost of service. The idea is to make some adjustments to how prices are structured so that, in the long-term, we’re more fairly reflecting the costs of using poles, wires and customer service. And we’re not relying so much on variable energy charges to capture these fixed costs.

This graphic shows that movement towards charging for fixed costs through components of rate schedules that are more fixed.

These changes do not change how much revenue the utility collects from each customer class in a given year; but within the customer class, some will pay more and others less when a new rate structure is adopted. 




Feedback Needed

Please go to

www.seattle.qov/light/accounts/rates/ratedesign.asp

and give us your feedback.



http://www.seattle.gov/light/accounts/rates/ratedesign.asp
http://www.seattle.gov/light/accounts/rates/ratedesign.asp
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