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Tacoma Public Utilities

2022 GPFC Budget and Rate Updates

= Feb: Water Long-range Financial Plan

= Apr: Power Long-range Financial Plan

Topical

. gn = May: Rate Making Principles
Briefings Y srrinclp
= Jun: Rate and Financial Policies / Rate Design (fixed & variable)
= Jul: Customer Assistance
= Aug: Outreach Efforts and Plans

= Sep: (Today) - Budget and Rate Proposal Details
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Budget and Rate Proposal Details

Inflationary Cost Pressure

Today's Headlines

Residential
Customer
Assistance

An Essential to
Rate Mitigation

Rate Proposals < Inflation

Mitigation for Income Constrained
Customers

uuuuuuuuuuuuuuuuuuuuu

2021 Customer Assistance Enhancements:

> Expanded access through higher qualifying
income levels

> Increased discount rate and bill credit amounts

New Enhancements Proposed (2023):

> 2 parts - automatic monthly credit plus ability to
qualify for more

> Significant increase to power bill credits /
offsets monthly fixed charges with opportunity
for additional credits




TACOMA = WATER
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Tacoma Water

Challenges & Risks TACOMA T WATER

* Ongoing Impacts from 2020 Budget Development Cycle
* Lower rate adjustment in 2021: loss of about $500k every year going forward
* Lean budget and deferred resource requests for the 2021/22 budget: catch-up

» Workforce, Inflation, and Supply Chain Issues
* Recruiting and retaining employees
* Higher operational costs: from rent and utilities to fleet maintenance and fuel
* Long-lead times and increased costs for certain supplies and materials

* Uncertainties
* Aging receivables collection
* Final Class & Compensation market adjustments for non-represented staff
* General wage increases and market adjustments for represented staff

* Costs for business system investments & innovation (SAP replacement, advanced
analytics, access to data, enterprise resource management)

* Long-term economic assumptions such as inflation and interest rates

9/20/2022
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TACOMA = WATER

Drivers, Impacts, Cost Savings & Mitigation

Vacancy Factor deduction
Personnel expenses up $9.4 million or 14.8% . ., )
Review & prioritize FTE requests

Prioritization & risk management
Balance internal & contract resources

Capital carry-forward factor
Capital budget down $5.5 million Asset management & prioritized requests
Defer, delay based on resources

Supplies, Services, & Other Charges up $6.5 million or 20.1%

Long-term planning and gradual approach

Rate adjustments 4% each year 2023 & 2024 ;
Expanded customer assistance

43% of O&M increases and 100% of Capital

Rat i 57% &M i
aig adlustmanisicover GOSMiincreases funded with intentional spend down of reserves

*Expenses are preliminary

Expenditures & Revenue

$297.4M

$297.4M

* This chart gives a side-by-side view of
how proposed revenue and reserves are
planned to be devoted during the
2023/2024 biennium

* Nearly 70% of total expenditures are
planned to be paid with revenue from
water sales, including rate adjustment

Supplies/Other, $38.8M

* About 25% of total expenditures are
planned to be paid with cash reserves
and the remaining 5% from other
miscellaneous revenue

Expenditures Revenue

TACOMA = WATER !

10



Funding for Expenditure Increases

$21.1M

Rate Adjustment, $12.0M
Taxes, §3.1M

Supplies/Other, $6.5M

Expenditures

Funding Sources

TACOMA = WATER
TILITIES

TACOMA PUBLIC U

* This chart illustrates how increased
planned expenditures are proposed to
be funded

* Nearly 43% of increased expenditures
will be funded from reserves

* Remaining 57% proposed to be paid
from rate adjustment

11

Long-Term Planning & Financial Forecasting

Our base case supports gradual rate adjustments for our customers.

23728
Revenue Requirement
and Budget

4.0% 4.0%

System Average Rates

3.5% 3.5% 3.5% 3.5%

2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034

Debt Service Coverage

2_]_0___——- ‘H—lﬂa

131 1.31

2023 2024 2025 2026 2027 2028 2023 2030 2031 2032 2033 2024

Liquidity
$117M
7M. ggay

7390 $78M  $77M §76M $75M  §71M  §70M $63M  gsam

2023 2024 2025 2026 2027 2028 2023 2030 2031 2032 2033 2024

TACOMA = WATER

TACOMA PUBLIC UTI

Rates

* 4.0% annual system average
rates for 2023,/2024

Coverage

* Continue meeting debt service
coverage requirements

Liquidity
* Responsible spend-down of
reserves within liquidity policy

12
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TACOMA = WATER

Proposed Rate Adjustments

Proposed Annual Rate Adjustments by Class Average Monthly Residential Drinking Water Bill

Residential $2375 $45.55

s3051 52058 54119 $22.02
Commercial

Large Volume
Irrigation
Private Fire

Wholesale

2019 2020 2021 2022 2023 2024

Pulp Mill
’ Assumes a 5/8" meter, 6 CCF (4,488 gallons) of consumption during winter months and 9 CCF (6,732
Annual System Average Rate Adjustment: 4.0% gallons) of consumptien during summer months.

» Tacoma Water is recommending an annual system average rate increase of 4.0%
* This increase assumes that the cost-of-service is phased in

* Recommendation is to apply the adjustment to both the fixed charge and volumetric rates
(where applicable)

* For the average residential customer in Tacoma, the recommended changes result in an
increase of $1.73 per month in 2023 and $1.80 per month in 2024

13

TACOMA = WATER

Enhanced Customer Assistance: BCAP Plus

For customers enrolled in BCAP Plus, automatic monthly bill credits will offset rate impacts.

Customers without BCAP Customers with BCAP+
Average Monthly Residential Drinking Water Bill Automatic $4 Reduction Potential Add’l $5 Reduction
City of Tacoma Resident Must be income eligible and enrolled Reguires in full and timely bill payments

- $45.55

$38.75

2021 2022 2023 2024 2023 2024 2023 2024

This comparison assumes a single family consumes &8 monthly average & CCF (4,488 gallons) in winter months and 3 CCF (6, 732 galfons) in summer months with 2 5/8" meter.

14
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TACOMA = WATER
TILITIES

Tacoma Water Retail Rates are Competitive

2022 Regional Comparison of Average Monthly Bills
* “Current retail rates are competitive for

the region even with proposed rate e S
increases and provide management with
good revenue-raising flexibility.”

- Standard & Poor’s
- Tacoma Water Credit Rating Review

$63.85

* The average drinking water bill in Tacoma
is approximately 0.7% of area median
income in the Tacoma Water service et TR
territory. 202z ez oo

This comparison assumes a single family consumes a monthly average § CCF (4,488 gallons) in winter
months and 9 CCF (6,732 gallons) in summer months, with a 5/8" meter.

15

TACOMA = POWER

TACOMA PUBLIC UTILITIES

Tacoma Power

16
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TACOMA = POWER

Challenges & Risks

* Ongoing Impacts from 2020 Budget Development Cycle
* Lower rate adjustment of 0.5% in 2021: loss of about $1.2M every year going forward
* Make up for budget reductions in 2021/22 to address the uncertainty of COVID impacts

* Reinstating deferred resource requests from 2021/22

* Labor and Materials Inflation and Supply Chain Issues

* Market labor wage adjustments & inflation:
Power largest contract (483) with 295 employees - wages increased as high as 18%

* Higher supply and operational costs - examples include:
transformers (165%), hydro agreement payments (1N17%), fleet costs (130%),
cybersecurity products and contracts (1*15%), fish food (1*35%)

* Long-lead times and increased costs for many supplies and materials

* Uncertainties

* Aging receivables collection: $15 million
* Final Class & Compensation market adjustments for non-represented staff

* Long-term economic assumptions such as inflation and interest rates

17

TACOMA = POWER

Mitigation — Tacmasmw

 Long-term planning and gradual approach to rate adjustments
* We project revenues and expenses ten years into the future to understand long-
term challenges and plan for gradual rate increases
* Through smaller incremental rate increases in the near-term, we reduce the need
for larger future rate increases
* Expand eligibility and increase funding of payment assistance programs

* Manage Long-term debt
* Use the Rate Stabilization Fund in 2030 through 2034 to offset large debt service
payments due in those years
* Continuously review opportunities to restructure debt

* Prioritization of Capital Projects and FTEs
* Risk-based approach to prioritize capital projects
* Balance internal and contract personnel resources

18



Proposed Budget

Revenue Funded
Capital 8%

_Contract Services 7%

\(

\Licenses & Permits 1%
‘Materials & Supplies 1%

Other <1%
Memberships and Training <1%

AJeuonyauosig
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TACOMA = POWER

TACOMA PUBLIC UTILITIES

m Debt Service
m Assessments
= Taxes

= Purchased Power

= Personnel

Revenue Funded
Capital
u Contract Services
u Other

= Memberships and

Training

19

Proposed:

TACOMA = POWER

TACOMA PUBLIC UTILITIES

Total 2023 /2024 Budget Expenditures and Revenues

This chart gives a side-by-side view of

$1,090 $1,090

Rate adjustment $31
ash

Debt Service $68

Assessments $81

Taxes $123

Purchased Power
$352

$782

sources

Personnel Costs

proposed revenue and reserves planned to
be devoted during the 2023/2024 biennium:

» About 72% of total expenditures

o S a— planned to be paid with revenue
7 from retail sales

* Another 16% of total
expenditures planned to be paid
with wholesale revenue

Retal Revenue * 7% of planned expenditures to
be paid with other income

» About 3% is planned to be
funded with the requested rate

$263 .
adjustment
EXPENDITURES * REVENUES™ « $25 million in cash used to
“All Values in Millons “buy down” rate increase

20
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Adequate Rates & Building Reserves TACOMA © POWER
Necessary to Avoid High Future Rates

Projected Rate Increases if we set aside reserves and levelized rates for debt service
spikes in 2030 - 2034
Our 2023 to 2034: 3.4% - 5.0%

Plan
10/

2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034
M Actual Rate Increase [l Base Case Rate Increase Range of Projected Rate Increase

Projected Rate Increases if we do not plan for the debt service spikes in 2030 - 2034

2029 to 2034: 6.5% - 7.5%

1 1
2023 to 2028: 3.0% - 4.0% q B o = !
=mBEEERN

2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034

Strategic Directive SD-3 on Rates, Value 4 states “TPU values planning gradual and consistent utility rate
changes that are stable and predictable over the long term and avoid sudden or large changes within
customer classes.”

21

Proposed: TACOMA - POWER
3.5% Annual System-Average Rate Increase in 2023 & 2024

Proposed Annual Rate Adjustments by Class

Residential — 3.9%
|

Small General

I 1.5% 1
|
General — 5.0%
Equivalent to
Street & Highway Lighting — 7.0% $3.70

residential

Traffic Signals & Lights  0.0% step increase

Private Off-Street Lighting  0.0%
High Voltage General  0.0%

Contract Industrial  0.0%

0% 1% 2% 3% 4% 5% 6% 7% 8%
System Average 3.5%

22
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Average Monthly Bill (Residential)

The recommended changes
result in an increase of $3.70
per month in 2023 and in 2024
for the average residential
customer, effective April 1st of
each year.

Assumes the residential
customer uses an average of
965 kilowatt hours per month.

The average power bill in
Tacoma is approximately
1.5% of area median income
in the Tacoma Power service
territory.

$87.68

2017

TACOMA = POWER

TACOMA PUBLIC UTILITIES

Average Monthly Residential Electric Bill

$93.49

2018

* Forecasted average bill
** Orange area represents the additional cents per kWh from a 3.5% annual rate increase in 2023 and 2024.

$105.93

$102.23
$94.33 $95.18 $96.60 $98.53 I
2019 2020 2021 2022 * 2023 ** 2024 **

23

Full Power Average Bill

$120 $120
$102.23 $105.93
$100 $100
$80 $80
$60 $60
$40 $40
$20 $20
$- $-
2023 2024
= Full 8ill

Automatic Credit

$80.63

2023

Preliminary, subject to change. Assumes 965 kWh consumption.

$80.63

2024

m BCAP+ (automatic credit)

Expanded Bill Credit Assistance Program
More than Mitigates the Rate Increase for Qualifying Customers

Potential Additional
$21 Credit

$120
$100

$80

$59.63 $59.63

$60
$40
$20

s-

2023 2024

BCAP+ (in full, on-time payment)

TACOMA = POWER

TACOMA PUBLIC UTILITIES

* New automatic
credit is equal to
customer fixed
charge

> $21.60 proposed
for 2023

> $25.30 proposed
for 2024

* Customers who
pay their full bill
on-time will receive
an additional $21
reduction in their
bill

24
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TACOMA = POWER

TACOMA PUBLIC UTILITIES

Rates Remain Low and Competitive

Comparative Monthly Bills

Puget

City of Sound Mason Clallum
S;]a:;le Energy Cou;:);ZPUD COUQ:%EUD Peninsula Snohomish Tacoma
$113 Light Co. County PUD Power

$102 $100 $106

Cowlitz County
$85

12021 m2022 2023 m2024

Source: Energy Information Administration, Form 861, 2021.

Tacoma Power orange shaded area represents the additional cents per kWh from a 3.5% annual rate increase in 2023 and 2024.

25

TACOMA = RAIL

TACOMA PUBLIC UTILITIES

Tacoma Rail

26

9/20/2022

13



Budget Risks & Mitigation

* Risks
¢ Line haul volumes

* Classification and compensation study
uncertainty

* Assessments
* Fuel expense
* New & existing mandates

300,000

250,000 /\
200,000

Intermodal Platforms

150,000 ——’__’_/\/

100,000

50,000 &
=== Commercial Railcars

2015 2016 2017 2018 2019 2020 2021 2022*% 2023*  2024*

TACOMA =RAIL

TACOMA PUBLIC UTILITIES

* Mitigation
* Rail Volume Investment Fund
* Furlough process
* Defer projects and/or seek
additional grant funding or
financing
* Fuel surcharge
* Ongoing experience with
existing mandates
* Positive Train Control
* Qil spill response plan & drills

120,000

100,000

80,000

Commercial Railcars

60,000
40,000

20,000

*Projected

27

$70.4 $70.4

s Other $1.7
Locomotive Servicing $2.5

Demurrage $3.0

Taxes $6.7

Debt Service $1.9
$60

Capital Outlay $6.1

Assessments $5.1

$50

Supplies/Other
$14.8

Millions
@
8

Line Haul &
30 Switching $63.2

Revenue Expenditures

Proposed Revenues & Expenditures

TACOMA = RAIL

TACOMA PUBLIC UTILITIES

* Expenditures

* Gross Earnings Tax -$0.6M
* Assessments +$0.2M
* Capital Outlay -$0.9M

* Supplies/Other -$4.9M

* Budgeted fuel at tariff rate of
$2.50/gallon

* Decrease in locomotive fueling

* Personnel -$1.5M
* FTE reduction to match service levels

* Revenue

* Locomotive Servicing -$4.7M

* Decrease in mainline locomotive servicing
fueling

* Line Haul & Switching -$2.8M
* Decrease in line haul volumes
» Rate proposal

28

9/20/2022
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TACOMA =RAIL

Proposed Rate Impact
Proposed Line Haul Rates

* Demurrage tariff

* Last adjusted in 2018 2022 zzzposed R"::: 4

* Add Juneteenth as a holiday

* Rate change from $60 to $65 per day Intermodal $ 5400|$ 5850 $ 6300
Commercial

* Line haul rates
* Last adjusted in 2022
* Rate adjustments peryear (see chart)

Tidelands Division 324.00 337.00 350.00

Tidelands Division Hazardous 377.00 391.00 407.00

* Miscellaneous switching tariff rates

- Last adjusted in 2021 Capital Division 600.00 623.00 647.00
* Special switch Unit Train
* $600 per hour
o All other Single Spot 238.00 250.00 262.00
 Inter-terminal, intra-terminal, intra-plant
* Rate adjustment of 3% for 2023 Multiple Spot 31800| 33400  350.00

29

TACOMA = RAIL

Tariff Rate Comparisons
* Northwest Seaport Alliance (NWSA)
* July 1st, 2022

* General increase of 6%
* Specific rate increases of more than 6%

m Min

B Max

* Other tariff based short lines:

Tacoma Rail Port Terminal New Orleans
Tidelands Railroad Association Public Belt Railroad
(2024) (Houston, 2022) (2022)

30
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Next Steps

PUB and City Council
Preliminary Updates
August 2021-August 2022

TPU and GG
Budget Collaboration
September 2022-October 2022

PUB and City Council
Budget & Rate Approvals
October 2022-November 2022

PUB
TPU Budget and Rate Development Review
April 2022-September 2022

PUB and City Council
Budget and Rate Updates
October 2022-November 2022

2023/24 Budget & Rates Final
November 2022

31

Appendix

32
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Tacoma Water Customer Classes

TACOMA = WATER

TACOMA PUBLIC UTILITIES

* Single-family and * Small & medium sized « Large industries which use
multifamily residences businesses such as flower more than 65,000 CCF per
shops and small offices year, such as U.S. Oil and
Boeing

*99,615 accounts *4,720 accounts * 6 accounts
«$66.2M revenue *$11.8M revenue *$2.3M revenue

Residential Large Volume Irrigation

* Dedicated irrigation meter
for primarily outdoor use
such as Point Defiance Park

*1,047 accounts

*$4.2M revenue

*Warehouses with large fire « Other utilities such as City *WestRock in the Tideflats
sprinkling systems of Fife and Firgrove Mutual

Water Company

*1,583 accounts *22 accounts
*$4.0M revenue «$2.7M revenue

*1account
*$7.3M revenue

Private Fire Wholesale

33
T P C t CI TACOMA = POWER
* single-family and » small businesses, * large businesses + 8 large customers
multifamily such as flower such as schools, directly on the
residences shops, nail salons, restaurants, transmission system
» 164,000 accounts small offices hospitals * $26.2 million annual
« $192.0 million annual * 17,000 accounts » 2,500 accounts revenue
revenue * $29.7 million annual * $109.0 million annual
revenue revenue
Small
Residential General g:::ﬁ;:l
Service @
« 3large « Streetlights and * Rental street and
manufacturers traffic signals area lighting
directly on the + 900 accounts + 3,100 accounts
transmission system - $447,000 annual « $1.5 million annual
» $25.1 million annual revenue revenue
revenue
Streetlights g: |vatte Off-
& Signals Heet
Lighting
2021 Annual Figures
34
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Five Service Credits with BCAP+

Households would receive an automatic credit regardless of payment.
Additional BCAP Plus credit could be achieved with full, on-time payments.

2023 BCAP Plus 2024 BCAP Plus

Service Automatic | Achievable | Monthly Annual Service Automatic | Achievable | Monthly Annual
Credit Credit Total Total Credit Credit Total Total
Power $21.60 $21 $42.60 $511.20 Power $25.30 $21 $46.30 $555.60
Water $4 $5 $9 $108 Water $4 $5 $9 $108
Wastewater $6 87 $13 $156 Wastewater §7 87 $14 $168
Stormwater $3 $3 $6 §72 Stormwater $3 $3 $6 §72
Solid Waste $5 $5 $10 $120 Solid Waste $5 $6 $11 $132
Total * $39.60 $41 $80.60 $967.20 Total * $44.30 $42 $86.30 | $1,035.60

* The total only applies to residential customers receiving all 5 utility services.

35

Five Service Bill with BCAP+

Comparing an average monthly bill with and without bill credit assistance.

Customers without BCAP Customers with BCAP+
Average Monthly Bill Average Monthly Bill Automatic Reduction Potential Add’l Reduction
City of Tacoma Resident After annual rate adjustments Must be income eligible and enrolfed Requires in full and timely bill payments
$305
$230
$271 $278 Solid Wasts, $53 s251
Selid Waste, $51 $251
Solid Waste, $48 Solid Waste, $45
Sclid Waste, $45 R $210 3215
Stormwater, §27 Stormwater, $27
- - — o
Viater, $21 P Water, $46
Power, $97 Power, 388
2021 2022 2023 2024 2023 2024 2023 2024

* For the total 5 service bill, proposed rate adjustments equate to an average of 5.1% increase peryearin 2023 and 2024.

36
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TACOMA = WATER

Peer Utility Rates/Rate Proposals

Rates are preliminary except where otherwise noted

Lakewood No Available Information No Available Information
Puyallup 3.0% - 9.0% 3.0% - 9.0%
Everett 2.56%" 2.60%"

Tacoma 4.2% 4.2%

Bellevue 5.9% 4.7%

Seattle 3.6%" 4.0%

Portland 7.7%" No Available Information

* Approved rate adjustment

37

TACOMA = POWER

TACOMA PUBLIC UTILITIES

Peer Utility Rate Proposals

I S N TR

City of Seattle 4.5% 4.5%
Puget Sound Energy 13.6% 2.5%
Peninsula Light Co. No available information No available information
Snohomish County PUD 2.0% 1.5%
Avista Corp. 9.5% 2.8%

All rate proposals are preliminary and have not been approved

38
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