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RESOLUTION NO. U-11414

A RESOLUTION relating to the Department of Public Utilities, Light Division
(d/b/a “Tacoma Power”); approving changes to Tacoma Power's Electric
Rate and Financial Policy.

WHEREAS the City of Tacoma, Department of Public Utilities, Light
Division (d/b/a "Tacoma Power") is requesting changes to Tacoma Power’s
Electric Rate & Financial Policy (the “Policy”) that are designed to protect
existing customers from subsidizing the costs of power for any new very large
customers who require 10 average megawatts (“aMW”) or more over any 12-
month period, and

WHEREAS Tacoma Power has limited surplus capacity to serve new
very large load customers, especially during peak power usage hours by
current customers and

WHEREAS in order to serve these prospective customers, Tacoma
Power would need to procure costly additional power or build new resources at
costs that greatly exceed our existing rates, and

WHEREAS Tacoma Power will not be able to obtain additional power
supply from Bonneville Power Administration (BPA) at the Preference Rate if
the new load is 10 aMW or more during any consecutive 12-month period
(defined as “New Large Single Load” by the Pacific Northwest Electric Power
Planning and Conservation Act of 1980), and

WHEREAS BPA’s New Large Single Load exclusion also applies to any
existing customer whose load grows by 10 aMW or more over a consecutive

12-month period, and
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WHEREAS Tacoma Power intends for customers that need more than
10aMW during any 12-month period to pay for the actual incremental power
costs from acquiring new resources to serve their load, together with any
necessary or convenient ancillary services and administration costs, and

WHEREAS the existing Policy requires the traditional retail electric
service rates to be based on an embedded cost-of-service study and serving
any very large load customers based on embedded costs would create a
significant net revenue deficit because of the gap between the energy
acquisition costs and the existing rates, and

WHEREAS without the proposed changes to the Policy, the financial
burden of the under-recovery of our costs to serve the new very large load
customers would likely lead to rate increases for all existing customers, and

WHEREAS Tacoma Power is requesting a modification to the Policy to
exclude the rate consideration for new very large loads of 10 aMW or more over
any consecutive 12-month period from the embedded cost basis enabling
Tacoma Power to determine the power costs recovery for these new very large
loads separately.

WHEREAS the revision to the Policy also contains other necessary and
convenient changes to conform the Policy to the proposed ratemaking principle
and removes certain terms and definitions no longer referenced in the Policy;

Now, Therefore,

2 U-11414
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BE IT RESOLVED BY THE PUBLIC UTILITY BOARD OF THE CITY OF TACOMA:

Sec. 1. That the proposed amendments to Tacoma Power’s Electric Rate
& Financial Policy are approved.

Sec. 2. The Council of the City of Tacoma is requested to pass a
resolution approving the proposed amendments to Tacoma Power’s Electric
Rate & Financial Policy, all substantially in the form as set forth in the
documents on file with the Clerk of the Board, and in final form to be approved

by the City Attorney’s Office.

Approved as to form:

Chair
/sl
Chief Deputy City Attorney Secretary
Adopted

Clerk

8 U-11414
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TACOMA PUBLIC UTILITIES Board Action Memorandum

TO: Jackie Flowers, Director of Utilities
COPY: Charleen Jacobs, Director and Board Offices
Chris Robinson, Superintendent, Tacoma Power
FROM: Ying Hall, Section Manager, Power Utility, Tacoma Power
MEETING DATE: October 25, 2023
DATE: October 13, 2023

STRATEGIC DIRECTIVE ALIGNMENT (select as many that apply):
Pease indicate which of the Public Utility Board’s Strategic Directives is supported by this
action.

OSD1 — Equity & Inclusion 0SD9 — Economic Development

XISD2 — Financial Sustainability 00SD10 — Government Relations

XSD3 — Rates 0OSD11 - Decarbonization/Electric
[0SD4 — Stakeholder Engagement Vehicles

OSD5 — Environmental Leadership 0SD12 — Employee Relations

OSD6 — Innovation 00SD13 — Customer Service

[1SD7 — Reliability & Resiliency XSD14 — Resource Planning

OSD8 — Telecom

SUMMARY:

Tacoma Power requests the Public Utility Board (Board) approve amendment to Tacoma
Power's Electric Rate & Financial Policy (the “Policy”) that (1) removes any new very large
loads that are 10 average megawatts or more over any consecutive 12-month period from
the requirement of conforming to embedded cost-of-service analysis; (2) removes the
previous language regarding New Large Load in Section IV.B.2.c “Rates for New Large
Loads”; and (3) removes certain terms and definitions from the Glossary that are no longer
referenced in the Policy.

BACKGROUND:

Tacoma Power requests the Board approve the changes to the Policy to allow Tacoma
Power to separately determine the power costs for new very large load requirements of
10 average megawatts (aMW) or more over any consecutive 12-month period as well
as other necessary and convenient changes to align the Policy with this change.

Recently, Tacoma Power has received many inquiries from prospective customers with
anticipated annual power needs in excess of 10 aMW. However, Tacoma Power has
limited surplus capacity to serve new very large load customers, especially during peak
power usage hours by current customers. Additionally, these very large load customers
do not qualify for energy at the Preference Rate from the Bonneville Power
Administration.” Therefore, in order to serve these prospective customers, Tacoma

T Tacoma Power will not be able to obtain additional power supply from Bonneville Power Administration
(BPA) at the Preference Rate if the new load is 10 aMW or more during any consecutive 12-month period
(defined as “New Large Single Load” by Pacific Northwest Electric Power Planning and Conservation Act
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[Facoma rustic uriLimies Board Action Memorandum
Power would need to procure costly additional power from a third-party provider or build
new resources at costs that greatly exceed our existing rates.

To accommodate any very large load customers without increasing rates for existing
customers, Tacoma Power requests the Board modify the Policy so that rate
consideration of any new load requirements of 10 aMW or more for any consecutive 12-
month period is removed from the requirement of conforming to Tacoma Power’s
embedded Cost-of-Service study. The modification will enable Tacoma Power to
determine the power costs recovery for these new very large loads separately.

The changes also remove certain terms and definitions no longer referenced in the
Policy.

In summary, serving any very large load customers on the existing Tacoma Power rate
schedules based on embedded costs would create a significant net revenue deficit
because of the gap between the energy acquisition costs and the existing rates. Without
the proposed changes to the Policy, the financial burden of the under-recovery of our
costs to serve the new very large load customers would likely lead to rate increases for
all existing customers.

of 1980). The New Large Single Load exclusion also applies to any existing customer whose load grows
by 10 aMW or more over a consecutive 12-month period.
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ARE THE EXPENDITURES AND REVENUES PLANNED AND BUDGETED? No

IF THE EXPENSE IS NOT BUDGETED, PLEASE EXPLAIN HOWIT IS TO BE
COVERED.

Explain how expenditures are to be covered and if budget modifications are required
Tacoma Power currently does not have any new very large load customers who require
over 10 aMW during any 12-month period. If the new rate class is adopted, Tacoma
Power will request the Board and the City Council to approve each contract under the
new rate class. When a new contract is approved, Tacoma Power will budget the
expense and revenue accordingly.

IF THE ACTION REQUESTED IS APPROVAL OF A CONTRACT, INCLUDE
LANGUAGE IN RESOLUTION AUTHORIZING $200,000 INCREASE IN
ADMINISTRATIVE AUTHORITY TO DIRECTOR? No

ATTACHMENTS: List any attachments (contracts, policies, agreements, etc.).
Proposed Revision to Tacoma Power’s Electric Rate and Financial Policy

CONTACT:
Primary Contact:  Ying Hall, Section Manager, Power Utility, Tacoma Power
Supervisor's Name: Chris Robinson, Superintendent, Tacoma Power
Presenter (if different from primary contact):
Jing Liu, Rates and Data Analyst, Rates, Planning and Analysis,
Tacoma Power
Additional staff requiring a Zoom presentation link:



City of Tacoma City Council Action Memorandum

TO: Elizabeth Pauli, City Manager

FROM: Jackie Flowers, Director of Utilities

COPY: City Council and City Clerk

SUBJECT: Resolution/Ordinance - Power Rate and Financial Policy
DATE: November 14, 2023

SUMMARY AND PURPOSE:

Tacoma Power requests the City Council approve amendment to Tacoma Power’s Electric Rate & Financial Policy
(the “Policy”) that (1) removes any new very large loads that are 10 average megawatts or more over any
consecutive 12-month period from the requirement of conforming to embedded cost-of-service analysis; (2)
removes the previous language regarding New Large Load in Section IV.B.2.c “Rates for New Large Loads”; and (3)
removes certain terms and definitions from the Glossary that are no longer referenced in the Policy.

BACKGROUND:

Tacoma Power requests the City Council approve the changes to the Policy to allow Tacoma Power to separately
determine the power costs for new very large load requirements of 10 average megawatts (aMW) or more over
any consecutive 12-month period as well as other necessary and convenient changes to align the Policy with this
change.

Recently, Tacoma Power has received many inquiries from prospective customers with anticipated annual power
needs in excess of 10 aMW. However, Tacoma Power has limited surplus capacity to serve new very large load
customers, especially during peak power usage hours by current customers. Additionally, these very large load
customers do not qualify for energy at the Preference Rate from the Bonneville Power Administration.? Therefore,
in order to serve these prospective customers, Tacoma Power would need to procure costly additional power from
a third-party provider or build new resources at costs that greatly exceed our existing rates.

To accommodate any very large load customers without increasing rates for existing customers, Tacoma Power
requests the City Council modify the Policy so that rate consideration of any new load requirements of 10 aMW or
more for any consecutive 12-month period is removed from the requirement of conforming to embedded Cost-of-
Service study. The modification will enable Tacoma Power to determine the power costs recovery for these new
very large loads separately.

The changes also remove certain terms and definitions no longer referenced in the Policy.

! Tacoma Power will not be able to obtain additional power supply from Bonneville Power Administration (BPA) at the
Preference Rate if the new load is 10 aMW or more during any consecutive 12-month period (defined as “New Large Single
Load” by Pacific Northwest Electric Power Planning and Conservation Act of 1980). The New Large Single Load exclusion also
applies to any existing customer whose load grows by 10 aMW or more over a consecutive 12-month period.
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In summary, serving any very large load customers on the existing Tacoma Power rate schedules based on
embedded costs would create a significant net revenue deficit because of the gap between the energy acquisition
costs and the existing rates. Without the proposed changes to the Policy, the financial burden of the under- '
recovery of our costs to serve the new very large load customers would likely lead to rate increases for all existing
customers.

COMMUNITY ENGAGEMENT/ CUSTOMER RESEARCH:

The proposals do not affect any existing customers. The proposals will bring clarity to prospective large load customers.

ALTERNATIVES:
Alternative(s) Positive Impact(s) Negative Impact(s)

1. Serve new large loads of 10 | Serve new large load Incremental cost is much

aMW or more under Rate customers with low rates higher than incremental

Schedule New Large Load revenue; allows for subsidy of

(NLL) energy costs to very large
customers from all other
customers; Tacoma Power will
need to raise rates for all
customers to make up for the
revenue deficiency.

2

3.

EVALUATION AND FOLLOW UP:
Not applicable.

STAFF/SPONSOR RECOMMENDATION:

Click or tap he €

Tacoma Power recommends modifications to the Policy to address the financial gap in recovering the
cost of serving new large loads; and to prevent cost shifting and harm to existing customers.

Tacoma Power requests other modifications to the Policy to remove certain terms and definitions in the
Glossary no longer referenced in the Policy.

FISCAL IMPACT:
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The proposed modifications do not have rate impacts on any existing customers. Currently Tacoma
Power doesn’t have any new large load customers who require 10 aMW or more over a 12-month period.
The recommendations are intended to prevent a scenario in which new very large loads are served on
current rate schedules, leading to substantial rate pressure and cost shifting to existing customers due to
the high costs of serving the new customers.

CoST OBJECT
Fund Number & Name ! Cost Element | Total Amount
(CC/WBS/ORDER)

TOTAL

What Funding is being used to support the expense?
Not applicable.

Are the expenditures and revenues planned and budgeted in this biennium’s current budget?
No, PLEASE EXPLAIN BELOW
Tacoma Power currently does not have any customers that meet the criteria for the proposed new rate class.

Are there financial costs or other impacts of not implementing the legislation?

YES

If Tacoma Power were to serve a 50 MW new customer under the existing Rate Schedule New Large Load (NLL),
Tacoma Power will need to implement a 9.4% rate increase in Year 1 to make up for the net revenue deficit for
serving the customer.

Will the legislation have an ongoing/recurring fiscal impact?
YES

Will the legislation change the City’s FTE/personnel counts?
No

ATTACHMENTS:
List attachments using bullet points.

- Proposed Amendment to Tacoma Power’s Electric Rate and Financial Policy



RESOLUTION relating to the Department of Public Utilities, Light Division (d/b/a “Tacoma
Power”); approving changes to Tacoma Power’s Electric Rate and Financial Policy.

WHEREAS the City of Tacoma, through its Department of Public Ultilities, Light Division
(d.b.a. “Tacoma Power”) is proposing updates to the Electric Rate and Financial Policy

(“Policy™), and

WHEREAS the Policy, which was last updated by Resolution No. 41063 on November
15, 2022, gives direction to future short-term and long-term planning decisions and helps ensure
that reliable service is provided to all customers at the lowest possible cost, consistent with

prudent utility management, and

WHEREAS Tacoma Power is requesting changes to the Policy that are designed to
protect existing customers from subsidizing the costs of power for any new very large customers

who require 10 average megawatts (“aMW”) or more over any 12-month period, and

WHEREAS Tacoma Power has limited surplus capacity to serve new very large load

customers, especially during peak power usage hours by current customers and

WHEREAS in order to serve these prospective customers, Tacoma Power would need
to procure costly additional power or build new resources at costs that greatly exceed our

existing rates, and

WHEREAS Tacoma Power will not be able to obtain additional power supply from
Bonneville Power Administration (“BPA”) at the Preference Rate if the new load is 10 aMW or
more during any consecutive 12-month period (defined as “New Large Single Load” by the

Pacific Northwest Electric Power Planning and Conservation Act of 1980), and

WHEREAS BPA’s New Large Single Load exclusion also applies to any existing

customer whose load grows by 10 aMW or more over a consecutive 12-month period, and



WHEREAS Tacoma Power intends for customers that need more than 10aMW during
any 12-month period to pay for the actual incremental power costs from acquiring new
resources to serve their load, together with any necessary or convenient ancillary services and

administration costs, and

WHEREAS the existing Policy requires the traditional retail electric service rates to be
based on an embedded cost-of-service study and serving any very large toad customers based
on embedded costs would create a significant net revenue deficit because of the gap between

the energy acquisition costs and the existing rates, and

WHEREAS without the proposed changes to the Policy, the financial burden of the
under-recovery of our costs to serve the new very large load customers would likely lead to rate

increases for all existing customers, and

WHEREAS Tacoma Power is requesting a modification to the Policy to exclude the rate
consideration for new very large loads of 10 aMW or more over any consecutive 12-month
period from the embedded cost basis enabling Tacoma Power to determine the power costs

recovery for these new very large loads separately.

WHEREAS the revision to the Policy also contains other necessary and convenient
changes to conform the Policy to the proposed ratemaking principle and removes certain terms

and definitions no longer referenced in the Policy.

WHEREAS, by adoption of PUB Resolution No. U- on October 25, 2023, the
proposed updated Policy was approved, pending confirmation from the City Council; Now,

Therefore,

BE IT RESOLVED BY THE COUNCIL OF THE CITY OF TACOMA:



That the request of the Department of Public Utilities, Light Division (d/b/a “Tacoma
Power”), for changes to Tacoma Power’s Electric Rate and Financial Policy, as set forth in the

document on file with the City Clerk, is hereby approved.
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TACOMA POWER

EXECUTIVE SUMMARY

The Electric Rate & Financial Policy gives direction to future short-term and long-
term planning decisions and helps-endeavors to ensure that reliable service is provided
to all customers at the lowest possible cost consistent with prudent utility management.

This booklet contains the Electric Rate & Financial Policy which results from
review and revision of the Electric Rate Policy adopted in 1984 and revised in 1989, 1991,
1993, 1994, 1996, 2003, 2005, 2007, 2013, 2015, 2017, 2019, 2022, and 2023. The 1996
changes were extensive and incorporated language which provided Tacoma Power
flexibility to compete in a rapidly changing economic environment. The 2005 change
modifies-modified the projected cash balances from 45 to 63 days. The 2007 changes
medify-modified the projected cash balances from 63 to 90 days and medify-modified the
language concerning planned debt service coverage. The 2013 changes added a
language pertaining to the Rate Stabilization Fund. The 2015 changes added guidance
for using long and short-term debt to finance capital projects, additional clarification
pertaining to financial metrics, and additional language pertaining to the Rate Stabilization
Fund. The 2017 changes meodify-modified the New Large Load policy. The 2019 changes
modified the description of low-income customers, added a rate setting objective to
maintain rate stability, and added a description of a phased-in approach for rate
adjustments. The 2023-2022 changes added language for operationalizing equity, added
language around climate change, provided additional emphasis on affordability for
customers, modified the description of low-income customers to include customer
programs, and modified the description of rate stability to emphasize gradual rate
adjustments through long-term financial planning._The 2023 changes added new very
large loads of 10 average megawatts or more to the exceptions from embedded cost-of-
service study and eliminated the previous language regarding New Large Load policy in
Section 1V.B.2.c. “Rates for New Large Loads.” The 2023 changes also removed certain
terms and definitions in the Glossary section that were no longer referenced in the Policy.

PUB Resolution U-+4327—xxxxx__Eff. Jun-20;-2022xxXXXX 4  City Council Resolution 41063
xxxxx_Eff. Now145,2022xxxXXXX



TACOMA POWER

ELECTRIC RATE & FINANCIAL POLICY

MISSION STATEMENT: Tacoma Power is an innovative, citizen-owned electric utility
that generates, transmits and distributes electricity and provides energy and
telecommunications-services in an increasingly competitive marketplace.

We are committed to provide high-value, competitively priced products and services to
our customers through the quality of our employees and the responsiveness that results
from local ownership.

We will continue to serve our customers in Tacoma and neighboring communities and
serve new markets to benefit both existing and new customers.

PURPOSE: The Electric Rate & Financial Policy provides direction and guidance in the
development of the rates and prices for Tacoma Power services as well as the structure
of financing to support sound financial planning and practices. The policy guides prudent
decision-making and planning on matters that affect the quality, cost and competitiveness
of Tacoma Power services. It is the intent of this policy to provide an enhanced level of
service to our customers and demonstrate to credit rating agencies, investors, and capital
markets that Tacoma Power is well-managed and prepared to meet all financial and rate-
related obligations.

l. Rate Setting Objectives
A. Serving Customer Needs in a Competitive Electric Industry

Tacoma Power services, including rates and prices for those services, will
be designed to meet customer needs and respond to increasing competition
in the electric utility industry. Tacoma Power will seek to both unbundle and
offer a greater variety of services to its customers who desire to make more
of their own choices. Services or rates designed to meet the needs of one
group of customers will be accomplished without negative impacts to other
Tacoma Power customers. Tacoma Power’s financial planning and rate-
setting process aims to deliver to all households safe, reliable, and
affordable electric services and provide equitable access to information.

B. Recovery of Tacoma Power Costs

Costs that Tacoma Power incurs to provide services will be recovered
through the rates and prices—it—charges—tocharges collected from its

customers.
C. Cost Analysis for Tacoma Power Services
PUB Resolution U-14327—xxxxx__Eff. Jun-29-2022xxxxxX 5 City Council Resolution 414063

xxxxx_ Eff. Nev-45-2022XXXXXX



TACOMA POWER

Regular reviews will be performed to determine the adequacy of rates, and
a full revenue requirements study will be performed every two years.

To the extent practicable, short-run and long-run costs will be identified for
all Tacoma Power services, including services provided at cost-based rates
and services sold at flexible or market-based prices.

D. Review of Major Commitments

Capital investments and other commitments that would significantly affect
costs, rates or prices-charges for Tacoma Power services will be evaluated
and documented before commitments are made. Such evaluations will
address known, as well as potential or uncertain, incremental impacts on
costs and revenues. Impacts on Tacoma Power competitiveness will also
be assessed. Tacoma Power will plan for, and consider ways of mitigating,
the impacts of climate change on our electric system in an affordable
manner.

E. Cost-Based Rates

Rates charged to each class of customer will generally be set to reflect the
costs of providing their service. This includes any taxes levied by the
various jurisdictions that Tacoma Power serves.

F. Exceptions to Cost-Based Rates

Exceptions to cost-based rates for Tacoma Power services will be made
only in circumstances where customers have access to competing
providers for the service, or as otherwise authorized by the Public Utility
Board.

G Low-Income Customers
The needs of low-income, senior, and disabled electric customers will be
considered when establishing rates, providing bill assistance, developing
and implementing customer programs, and offering financial education. As
rate adjustments are made, we will monitor the affordability of our rates and
assess ways to mitigate impact on customers.

H. Electric Rate & Financial Policy Revisions

Any decision to revise electric rate or financial policies will be done in an
orderly fashion and formalized by resolution.

Ik Public Involvement

PUB Resolution U-44327—xxxxx__Eff. Jun-20,-2022xxxXXXX 6 City Council Resolution 416863
xxxxx __Eff. New-15-2022xxxxxx



TACOMA POWER

Tacoma Power will provide information and gather citizen input to its rate
setting process.

J. Rate Stability
To the extent possible, rate adjustments should be stable and consistent,
adjusted gradually through long-term financial planning, and not exceed
general inflationary trends.
I. Rate Review Process

A. Traditional Retail Electric Services

The rate review process shall consist of the following four interrelated, yet
distinct, steps for traditional retail electric services.

1. Review of Electric Rate & Financial Policy

The Public Utility Board will review the existing Electric Rate &
Financial Policy well in advance of consideration of each general rate
adjustment. Any required changes must be formalized by Board and
Council resolutions.

2. Revenue Requirements Analysis

A Revenue Requirements Analysis will be accomplished to study the
projected revenue, expenses and capital improvements for the
period to be covered by the rate change.

1) Cost-Of-Service and Cost Allocation

A cost-of-service study will be accomplished to determine the cost of
serving each customer class and will be used to allocate class
responsibility for the projected expenses of the system.

4. Rate Design

Rate schedules will be developed for each customer class to recover
the revenue requirements determined in the cost-of-service
procedure.

B. Non-Traditional Retail Electric Services

The rate review process will include estimates of costs and revenues
associated with non-traditional services that may be offered during the

PUB Resolution U-+4-327—xxxxx__Eff. JuRr-20;2022)XXXXXX 7  City Council Resolution 41063
xxxxx_ Eff. Nev45-2022xXXXXXX



TACOMA POWER

general rate period and will reflect the policies incorporated in Section H11.C.
Rates for new non-traditional energy-related services, including unbundled
and non-portfolio services, may be set at times other than the general rate
setting process.

PUB Resolution U-+4327—xxxxx__Eff. Jun-20,-2022xxxxxx 8  City Council Resolution 44063
xxxxx_ Eff. Nowv-145-2022XXXXXX



TACOMA POWER

. Rate Setting Policies

A. Policies Applicable to All Tacoma Power Services

All Tacoma Power services, including rates and prices, will be designed to:

1.

Meet a broadening range of customer needs;

2 Enhance competitiveness of Tacoma Power services;
< Recover all costs of service;
4. Satisfy statutory and regulatory requirements; and
5. Maintain Tacoma Power's financial strength as illustrated in the
rating criteria for AA-category utilities.
B. Policies Applicable to Traditional Electric Services

Traditional Tacoma Power retail electric utility services (e.g., transmission,
distribution, portfolio power supply), including rates and prices, will be
designed to:

1.

Unbundle and set rates or prices for services to facilitate increased
customer choice;

2. Set rates or prices for each service at actual cost, except where
specifically authorized,;
8 Minimize cross-subsidies between services or between classes of
customers, except where specifically authorized; and
4. Identify and mitigate cost shifts, stranded costs, or other negative
impacts that may result from increased customer choice.
o Policies Applicable to Non-Traditional Energy-Related Services

Non-traditional Tacoma Power services (e.g., retail energy services, non-
portfolio and ancillary power supply services) will be offered with pricing
flexibility, subject to the following guidelines. Non-traditional services must:

1.

Return positive net benefits to Tacoma Power's traditional retail
electric customers;

PUB Resolution U-14327—xxxxx__Eff. Jun-29;2022xxxxxX 9 City Council Resolution 41063
xxxxx__Eff. Nev-45-2022xXXXXX



TACOMA POWER
Maximize productive, cost-effective use of Tacoma Power assets
and capabilities;
Offer lower prices and/or better quality than competing providers;

For existing assets or capabilities, seek to recover the fully allocated
cost-of-service; and

Recover the fully allocated cost of new assets or capabilities added
to provide the service.

Financial Targets and Rate Setting Practices

Tacoma Power will endeavor to maintain sound financial metrics that support
current and future financing needs, support maintenance or improvement of credit
ratings, and minimize the cost of funds and risks associated with borrowing. While
this policy includes minimum requirements for liquidity and debt service coverage,
it is the goal of Tacoma Power to maintain or improve current debt ratings, and the
utility will maintain higher levels of coverage and liquidity as required to achieve

this goal.

A. Assumptions and Criteria for Rate Setting

1=

Rates will be set at levels to provide projected cash balances
equivalent to a minimum of 90 days of current budgeted
expenditures. It is recognized, however, that seasonal fluctuations
may cause cash balances to be below recommended levels, but
rates should be set such that the minimum cash balance in any
month does not drop more than 40 percent below the recommended
level.

Tacoma Power will maintain sufficient liquidity to support Tacoma
Power’s operational objectives, preserve financial and management
flexibility, and plan for maintaining or improving credit ratings.
Liquidity measures may include cash, the unused portion of
dedicated bank lines, the Rate Stabilization Fund, and other short-
term debt agreements.

The Utility will maintain a minimum Debt Service Coverage Ratio of
approximately 1.5 based on net revenues including surplus power
sales consistent with water supply planning noted in subsection 5
below or at higher levels consistent with sound financial practice in
the electric industry. The Ultility will plan to a minimum Debt Service
Coverage Ratio of 1.8 based on net revenues including surplus sales

PUB Resolution U-114327—xxxxx__Eff. Jun-29,-2022xxxxxx 10  City Council Resolution 41063
xxxxx__Eff. Nov-45,-2022xxXXXX
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estimated using median water availability or at higher levels
consistent with sound financial practice in the electric industry.

4. In order to maintain an appropriate Debt to Equity Ratio, the Utility,
over time, will finance its capital program in a manner which strives
for a balance in the use of revenue and debt. Under normal
circumstances, major capital projects will be financed primarily with
debt and fifty percent of all other capital requirements will be financed
through rate revenues. Any debt financing will not be used for longer
than the useful life of the capital project.

5. Water supply planning for surplus power available during the rate
adjustment period will be based on water conditions that have
historically been exceeded 75 percent of the time.

B. Rate Setting for Traditional Retail Electric Services
e Revenue Requirements
a. The projected load forecast for the rate review process shall

include the consumption effects of price and local economic
and demographic conditions. Projected retail revenues will be
based on average weather assumptions.

b. The level of annual funding for low-income assistance will be
determined by the Public Utility Board.

C. Both the short-term and long-term rate impacts of
conservation programs and generating resource development
will be considered when establishing current funding levels.

2. Cost-of-Service

a. An embedded cost-of-service study will be the basis for
allocating the cost of providing electricity to the rate classes.
Below are listed the only exceptions to cost-of-service
principles that will be considered in the rate-making process:

i. = A modified electric
rate will be considered to help low-income senior or
low-income disabled electric customers pay their bills.

il 2. A rate surcharge
may be considered for new construction and
conversions not conforming to existing model

conservation standards.
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H-iil. - New very large loads of 10 average megawatts (aMW)
or more over any consecutive 12-month period.

b. Resource cost classifications between demand and energy
will be reflected in the rates in the following ways:

i 1. Energy and demand
classification factors for Tacoma's existing hydro
resources will be determined by operating
characteristics of the resources.

ii. 2. Power purchases
from the Bonneville Power Administration (BPA) will be
classified between demand and energy based on the
new resource rate for BPA.

iii. 3 Demand and energy

classification will reflect the incremental value to the
Utility at the time of purchase of all new resources and
existing resources not covered in 1 or 2 above.
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8 Rate Design

a.

Consideration will be given to simplifying and reducing the
number of rate schedules by combining customers of similar
usage and cost-of-service characteristics.

Rates should maintain a seasonal differential that reflects any
significant differences in cost-of-service between the
seasons.

A flat seasonal demand rate will be maintained for all non-
residential customer classes.

Each rate schedule will contain a monthly customer charge
which will reflect, at a minimum, the administrative and billing
costs.

Consideration will be given to rate designs that encourage
conservation.

Consideration may be given to rate designs which will reflect
existing costs of providing electric service at different times of
the day.

The costs and benefits of the current discounted rate for the
low-income/senior and low-income/disabled, together with
other low-income programs, will be evaluated, along with an
analysis of other utility programs that provide assistance to
the low-income customer. The low-income rate may be
discontinued at the discretion of the Public Utility Board if it is
determined that the rate discount is not an effective method
of providing assistance to the low-income customers.

Rate adjustments may be phased-in over a limited time period
and may be used if a disproportionate change in rate levels is
expected for certain classes. Inter-class revenue requirement
adjustments significantly in excess of the system average
may be allocated proportionally to the remaining customer
classes. A gradual approach may be used for the subsidized
class to set subsequent rate increases until cost-of-service
rates are reestablished.

V. Rate Stabilization Fund

A. Description
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Tacoma Power will maintain a Rate Stabilization Fund as a means of
managing potential volatility in Rates and augmenting reserve policies.
Funds are intended to mitigate the need for large changes in rates from one
year to the next.

The Fund also may be used as a rate stabilization account for purposes of
the ordinances authorizing Tacoma Power debt and provides that amounts
withdrawn from the Fund are deducted from revenues in the year they are
deposited into the Fund and counted as revenues in the year withdrawn
from the Fund. Amounts withdrawn can only be used for purposes
mandated in Ordinance #21862 as amended.

B. Guidelines

General Guidelines for use of the Fund are as follows:

1, At the conclusion of each fiscal year, Tacoma Power will evaluate
the adequacy of the amount in the Fund for meeting the forecast
difference between critical and adverse water conditions over the
next two fiscal years.

2. To the extent the Fund is determined to be inadequate, Tacoma
Power will take steps to return the Fund to adequate levels over a
period of up to four years, including establishing budgets designed
to generate sufficient net revenue to meet all requirements as
described below and provide for deposits to the Fund.

8. Prior to depositing amounts into the Fund in a given fiscal year, all
obligations related to Operating and Maintenance Expense, Bond
Parity Obligations or other debt, and Gross Earnings Tax must first
be met.

4, Deposit must not cause the Current Fund Balance to go below 90
days of expenditures for the fiscal year of deposit.

5. Deposit must not cause the Debt Service Coverage ratio to go below
1.5x for the fiscal year of deposit.

6. Deposit should allow for achievement of metrics for liquidity and debt
service coverage consistent with achieving the policy goal of
maintaining or improving debt ratings.
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TACOMA POWER
GLOSSARY

ANCILLARY SERVICES - Those services, other than power itself, necessary for the
transmission and delivery of power.

AVERAGE COST - See EMBEDDED COST.
AVERAGE COST PRlCING — A method of pricing electrical service to recover total costs

that have been identified with such service, thereby making total revenue equal to total
cost.

CHARGE

CUSTOMER CHARGE - An amount to be paid periodically by a customer for
electric service that reflects specific customer-related costs incurred for metering,
meter reading, billings, etc., exclusive of demand or energy consumption,
traceable to the type and number of customers, and not varying with the volume
of metered sales.

DEMAND CHARGE - That portion of the charge for electric service based upon
the customer’'s use of the system's electric capacity consumed at the time of the
system peak or at the time of the customer’'s maximum demand and billed on the
basis of billing demand under an applicable rate schedule or contract.

ENERGY CHARGE - That portion of the charge for electric service based upon
the customer’s electric energy (kWh) consumed and billed under an applicable rate
schedule or contract.

HOOK-URPCUSTOMER CHARGE - An amount to be paid by the customer in a
lump sum, or in installments, for connecting the customer’s facilities to the
supplier's facilities.

CLASSIFICATION - The process of classifying functionalized costs to demand, energy
and customer-related components for allocation to the various customer classes by
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examining the nature of the investment or expense with respect to the manner in which it
was incurred.

CONSERVATION — A reduction in energy usage for the purpose of reducing energy
consumption.

CONTROL AREA — A (usually contiguous) region within the system with metering at all
its boundaries, intended to be used as the basis for frequency regulation and balancing
of supply and demand in real time.

COST-OF-SERVICE STUDY (COS) — A study of the costs incurred by the utility in
producing, transmitting and distributing electricity to its customers, by customer class, in
relation to revenues collected from each class or projected to be collected under existing
or proposed rates.

CUSTOMER CLASS - A distinction between users of electrical energy. Customer class
is usually defined by usage patterns, usage levels, and conditions of service. Classes
are usually categorized generically by customer activity, i.e., residential, commercial,
industrial, etc.

EMBEDDED COSTS - Embedded costs represent monies already spent for investment
in plant and in operating expenses. The terms embedded and fully allocated embedded
are synonymous.
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FREQUENCY REGULATION — The automatic changing of supply (and, in some cases,
demand) as the frequency of a system changes.

FULLY ALLOCATED COSTS — Costs assigned to a product or service such that no cross-
subsidy exists for that product or service.

INCREMENTAL VALUE - The avoided cost of acquiring a megawatt-hour of energy and
a megawatt of demand.

NON-PORTFOLIO RESOURCES -~ One or a combination of non-utility owned resources.

NON-TRADITIONAL SERVICE - Goods and services which have normally not been
offered by electric utilities. These may include, but are not limited to, ancillary, control
area and other power supply services, as well as energy brokering and energy service
consulting.

PORTFOLIO RESOURCES - A combination of owned or contractual resources
controlled by Tacoma Power.
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REGULATION — The process of folliowing moment-to-moment variations in load and,
thereby, maintaining power system frequency.

REVENUE REQUIREMENT — The amount of revenue a utility must receive to cover the
sum of the estimated operation and maintenance expenses, debt service, taxes and, in
the case of a publicly-owned, non-profit utility, sufficient additional revenues to provide
for the portion of the projected capital budget not provided by long- or short-term
borrowing of funds.

UNBUNDLED SERVICES — Packaged services that do not include all fundamental
services.
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