CITY OF
BAINBRIDGE ISLAND

STUDY SESSION
TUESDAY, JUNE 6, 2017

LOCATION: BAINBRIDGE ISLAND CITY HALL
280 MADISON AVENUE N., BAINBRIDGE ISLAND, WASHINGTON

AGENDA
(TIMES LISTED ON THE AGENDA ARE APPROXIMATE )

CALLTO ORDER/ROLL CALL-7:00 PM

Mayor: Val Tollefson

Deputy Mayor:  Ron Peltier

Councilmembers: Sarah Blossom Michael Scott
Kol Medina Roger Townsend
Wayne Roth

ACCEPTANCE OR MODIFICATION OF AGENDA/
CONFLICT OF INTEREST DISCLOSURE

PUBLIC COMMENT ON AGENDA ITEMS [PUBLIC
COMMENT ON ELECTRIC MUNICIPALIZATION IS
SCHEDULED FOR JUNE 13 AND WILLNOT BE ACCEPTED
AT THIS STUDY SESSION]

NEW BUSINESS
A. 7:05 PM McRedmond Lane Discussion, AB 17-098 - Public Works
(Pg. 3)

B. 7:15 PM Ordinance No. 2017-16, Banning Sale of Animals from
"Puppy/Kitten Mills,” AB 17-099 — Councilmember Medina (Pg. 30)

UNFINISHED BUSINESS

A. 725 PM Olympic Drive Project Update on Tree Retention, AB 14-023
- Public Works (Pg. 42)

PRESENTATIONS

A. 740 PM Electric Municipalization Feasibility Study Presentation, AB
15-183 — Executive (Pg. 51)

CITY COUNCIL DISCUSSION
A. 840 PM Agenda Review - Mayor Tollefson (Pg. 253)



8. FOR THE GOOD OF THE ORDER -8:50 PM
9. ADJOURNMENT -8:55 PM

Americans with Disabilities Act (ADA) accommodations provided upon request. Those requiring special
laccommodations, please contact the City Clerk at 206-842-2545 (cityclerk@bainbridgewa.gov) by noon on the
day preceding the Meeting.



mailto:cityclerk@bainbridgewa.gov

City of Bainbridge Island
City Council Agenda Bill

CITY OF
BAINBRIDGE ISLAND

PROCESS INFORMATION

Subject: 7:05 PM McRedmond Lane Discussion, AB 17-098 - Public Works  ||Date: 6/6/2017
(Pg. 3)
Agenda Item: NEW BUSINESS Bill No.: 17-098 |

Proposed By: Public Works Director Barry Loveless Referrals(s):

|BUDGET INFORMATION
|Department: Public Works HFund:
|Expenditure Req: N/A “Budgeted? ||Budget Amend. Req?

IREFERRALS/REVIEW
|: ||Recommendati0n:
|City Manager: Yes ||Legal: Yes

DESCRIPTION/BACKGROUND

City staff recently received the attached correspondence regarding improving existing conditions on
McRedmond Lane.

In response, the City Manager provided existing City policy on maintenance and upgrading of roads.
Current City Code and policy is based on Ordinance No. 94-11 that inventoried and classified (public,
private, paved, unpaved) rural roads that were transferred during island-wide incorporation, as well as set
conditions for upgrading and maintaining those roads.

RECOMMENDED ACTION/MOTION
Provided for information only.

ATTACHMENTS:
Description Type
Letter re: McRedmond Lane Backup Material
Response Re: McRedmond Lane Backup Material
Ordinance 94-11 Backup Material



April 14,2017

Robert W. Fortner
9631 Summerhill Lane NE
Bainbridge Island, WA 98110

Mr. Doug Schulze, City Manager
280 Madison Ave.
Bainbridge Island, WA 98110

Dear Doug, HAND DELIVERED

I am writing on behalf of the ten property owners who use McRedmond Lane to access their
homes. This one lane road is a city-owned right of way which apparently extends over to
Mandus Olson; it is publicly promoted and actively used as an access point for hikers, cyclists
and horse riders into and out of the Grand Forest. There is no designated public parking near the
access point to the Grand Forest, and hikers and cyclists regularly park cars on private property
at the junction of McRedmond Lane and Summer Hill Lane to access the trails. Sometimes
parked vehicles make it difficult for Summer Hill and Secretariat residents to get around them;
we are concerned that emergency vehicles may not be able to access some Rhomes if needed.

We were told by Public Works staff that the "original settler" of the area made a declaration that
he would maintain the McRedmond roadway for personal access to the original home. We have
also been told that this said declaration cannot be located for verification, and none of the current
owners/residents lived here when the original declaration was supposedly written. The original
McRedmond Lane and the supposed declaration pre-dated city incorporation, the acquisition of
the Grand Forest and the development of the Derby Downs neighborhood.

The Grand Forest attraction adds significantly to the use of the road, and the extraordinary
amount of runoff from the Derby Downs properties during the rainy season creates significant
erosion along the north side of McRedmond Lane, causing ruts, potholes, and a deep ditch along
the border of the Lane adjacent to Derby Downs. The road is narrow and the ditch erosion is
deep enough to trap or injure a vehicle, cyclist or pedestrian unlucky enough to veer off the edge.
Pedestrians-many of them elderly walking groups-and cyclists are in danger of injury when
seeking quick refuge from an oncoming vehicle, since there is no shoulder, and the ditches and
potholes are deep.

When the City and, I believe, the Parks decided to include this “road” as a major segment of the
cross island trail we were not informed or involved. We are not opposed to the usage of the road
as a trail, though the risks of injury for pedestrians and cyclists continue to concern us.
However, we find the requirement for our continued maintenance in the face of potential liability
to be an undue burden. One wonders how a court would rule on liability assignment in the
absence of the yet to be discovered document?

We homeowners struggle to maintain McRedmond Lane as a usable, safe access to and from our
homes. We have no ability to control usage, or to mitigate the runoff onto the road from the



adjacent neighborhood (the Derby Downs neighbors had no role in the original county permitting
decisions surrounding storm runoff from their properties and do not participate in the
McRedmond road maintenance, since they do not use it to access their homes.) As the roadway
worsens and its usage increases the required frequency and expense to maintain it also increase.

The homeowners who use McRedmond Lane have been seeking collaboration, assistance and
solutions from the city since the problems with the road began after Derby Downs was
developed. We are worried about our limitations and ability to maintain it to the most basic safe
standards, and we do not accept liability for accidents or injuries caused by mishaps on this
narrow, fragile road used by far more than the ten homeowners tasked with its upkeep. We asked
for a copy of the document but were told a search at the county was conducted without recovery
of the document, but “we know it exists”. End of discussion! This is apparently a discussion that
is circular, since no government entity assumes accountability for the problem or for fixing it,
and the homeowners are left to muddle through as best they can.

We respectfully request that the city provide us with a definitive written statement
acknowledging city liability for accidents or mishaps caused by this subpar public road with
mixed use that the city owns but does not maintain. We also respectfully submit that now would
be an optimal time to reassess city policy and begin to assume upkeep for McRedmond Lane as a
public access to public recreational land, before the repair of Wardwell is undertaken. Much of
the washout problems of Wardwell are created by the runoff coming from McRedmond and
Derby Downs, and it would make fiscal and logistical sense to incorporate all the relevant issues
when repairing Wardwell.

Your earliest reply would be greatly appreciated, since the road is in dire need of repair.

Sincerely,

o] —



CITY OF
BAINBRIDGE
ISLAND

May 1, 2017

Mr. Robert W. Fortner
9631 Summerhill Lane NE
Bainbridge Island, WA 98110

Dear Mr. Fortner:

I am in receipt of your letter, dated April 14, 2017, regarding the status of McRedmond Lane. The
information suggesting that an “original settler” of the area committed to maintaining the road is
interesting, but I’'m not aware of a document that memorializes such a commitment and | don’t regard it
as relevant to the situation today. Even if such document exists, it would be highly unlikely that it
establishes an obligation for the current property owners.

What is relevant to the current situation, though, is Ordinance No. 94-11 (see attached). This ordinance
addresses the current official status of McRedmond Lane and the circumstances under which the City
would assume maintenance responsibilities.

Unfortunately, the fact that McRedmond Lane was upgraded with a concrete overlay after the adoption
of Ordinance No. 94-11 has added to the confusion because the upgrade was not done to meet City
standards. If the road had been upgraded to City standards, the City could accept full responsibility for
maintenance of the road based upon the authorization provided by Ordinance No. 94-11. It is my
understanding that the City does not have records that would indicate that the road was upgraded by
the City. Therefore, as contemplated by Ordinance No. 94-11, the available option for the property
owners who use McRedmond Lane is to request that a Local Improvement District be formed for the
purpose of upgrading the road to City standards.

At this point, the City’s obligation under Ordinance No. 94-11 is to perform minimal maintenance, as
needed, which is described as regravelling and/or ditch reconstruction, which are to be considered in
the budget process as capital cost upgrades, within budgetary constraints. As requested in your letter, |
will bring this matter to the attention of the City Council and ask for the Council’s direction regarding
reassessment of the policies established by Ordinance No. 94-11. This topic will be scheduled for the
June 6, 2017, Study Session. If you and other property owners who use McRedmond Lane are available, |
strongly encourage attendance at the meeting.

| understand your concerns regarding use of the road by bicyclists and pedestrians. However, like many
roads on Bainbridge Island, accommodations for use by pedestrians and bicyclists have not been

280 Madison Avenue North
Bainbridge Island, Washington 98110-1812

www.bainbridgewa.gov
206.842.7633



completed. As you know, the City has many capital improvement projects identified in the Capital
Improvement Plan, and those projects are prioritized according to factors agreed upon by the City
Council. Although the City does not have the financial capacity to complete all identified projects at
once, the City is committed, with a strategic approach, to complete the projects based upon available
funds.

| appreciate your letter bringing this matter to my attention and will work with the McRedmond Lane
neighbors, the City Council, and City Staff to establish a clear path forward.

Respectfully,

[

Douglas Schulze
City Manager

Cc: City Council
Joe Levan, City Attorney
Barry Loveless, Public Works Director

Encl (1)



ORDINANCE NO. 9%4-11

AN ORDINANCE of the City of Bainbridge Island, Washington,
establishing procedures for infrastructure and facilities
located in public rights-of-Way (ROW).

WHEREAS, by Ordinance 93-23, the City Council approved Functional Road
Classification and Roadway standards depicting ROW requirements and roadway construction
standards for future roadways respectively, and the supporting Ordinance defining and revising
the City’s policies and procedures in this regard, and

WHEREAS, additional policies and procedures are required to address related issues,
especially the inter-relationship between existing and future infrastructure, and

WHEREAS, in the recent past, many roads in the rural areas were opened with
minimum construction, and

WHEREAS, maintenance of these rural roads that were not built to City standards
require significantly more maintenance due to the nature of the original construction, and

WHEREAS, the City desires to standardize infrastructure requirements to assure safe
and accessible roadways, to reduce maintenance costs and to the maximum extent possible,
assess the costs for infrastructure maintenance, upgrades and attendant costs to pay for such
benefits to those receiving such benefit, and

WHEREAS, BIMC Chapter 12, and other chapters address some of these same issues
from a different aspect.

NOW, THEREFORE, THE CITY COUNCIL OF THE CITY OF BAINBRIDGE
ISLAND, WASHINGTON, DOES ORDAIN AS FOLLOWS:

Section 1. Definitions
a. Right(s)-of-Way (ROW) - the public property limits, whether in fee simple
or easement, identified for public use and/or facilities.

b. Roadway - the road wearing surface, including shoulders, and any drainage
system constructed to protect the adjoining properties and the road base.

¢l Road - the wearing surface only.

d. Minimum maintenance - the grading of unpaved roads, to be performed
a maximum of twice a year, within budgetary constraints.



Section 2. Maintenance of existing public ROW shall be as follows:

j A A A

a. Paved roads; The City will maintain all paved roads, as identified on the
attached Exhibit or as subsequently updated by the Public Works
Department, in accordance with City procedures and within budgetary
constraints.

b. Unpaved roads: The City will perform minimum maintenance as needed
on unpaved roads, as identified on the attached Exhibit or as subsequently
updated by the Public Works Department. Regravelling and/or ditch
reconstruction will be considered in the budget process as capital cost
upgrades, within budgetary constraints.

C. The attached Exhibit is a compilation of all known ROWSs and roads and
is in the process of being updated as the information becomes available to
the Public Works Department. If any unpaved road is erroneously
identified as paved on the Bxhibit, the City assumes no responsibility for

upgrading.

Section 3. Upgrading of unpaved roads in public ROW shall be done through the Local
Improvement District (LID) process or with other alternative sources of funds. Upon completion
of the upgrade project to City standards, the City will accept the road for perpetual maintenance
in accordance with paragraph 2.a. above.

Section 4. Private Utilities may not be placed in public ROW, except as franchised in
accordance with RCW 35.A.47.040. On-going maintenance of such authorized private utilities
shall be the owner's responsibility including the requirement to repair any damages to public
property.

Section 5. "Open cuts" of roads for utilities will not be allowed unless the road is,
scheduled to be overlaid within twelve months after the "open cut", or unless the utility being
worked on exists within the road, or unless no reasonable alternative exists.

Section 6. Right-of-way "Plugs" such as those on Palomino Drive and Sorrel Way, or
as subsequently identified, shall be deemed as public ROW.

Section 7. Street Lights, at City expense, may be installed in the ROW within the urban
area only, as approved by the Director of Public Works, and in no case closer than three
hundred feet apart. No street lights will be allowed in the Right-of-Way in rural areas, unless
approved by the Director of Public Works, and at other than the City’s expense.

Section 8. Sidewalks and Bike paths/paved shoulders, will be placed as indicated in the
current City plan for such facilities. No street lights or mail boxes will be installed within these
facilities.




Section 9. Conflict - If there is conflict between this ordinance and any existing
ordinances, this ordinance will prevail.

Section 10. Public Works Department shall mean the Director or his designated
representative(s).

PASSED by the City Council this 21st day of April, 1994,

APPROVED by the Mayor this 22nd day of April, 1994,

cAfL_uﬁ* JJ (he.,{

JANET K. WEST, Mayor

ATTEST/AUTHENTICATE:

Lreoirs (P g

SUSAN P. KASPER, City Clerk

FILED WITH THE CITY CLERK: March 11, 1994
PASSED BY THE CITY COUNCIL: April 21, 1994
ORDINANCE NO. 94-11
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ORDINANCE NO. %4-11

AN ORDINANCE of the City of Bainbridge Island, Washington,
establishing procedures for infrastructure and facilities
located in public rights-of-Way (ROW).

WHEREAS, by Ordinance 93-23, the City Council approved Functional Road
Classification and Roadway standards depicting ROW requirements and roadway construction
standards for future roadways respectively, and the supporting Ordinance defining and revising
the City’s policies and procedures in this regard, and

WHEREAS, additional policies and procedures are required to address related issues,
especially the inter-relationship between existing and future infrastructure, and

WHEREAS, in the recent past, many roads in the rural areas were opened with
minimum construction, and

WHEREAS, maintenance of these rural roads that were not built to City standards
require significantly more maintenance due to the nature of the original construction, and

WHEREAS, the City desires to standardize infrastructure requirements to assure safe
and accessible roadways, to reduce maintenance costs and to the maximum extent possible,
assess the costs for infrastructure maintenance, upgrades and attendant costs to pay for such
benefits to those receiving such benefit, and

WHEREAS, BIMC Chapter 12, and other chapters address some of these same issues
from a different aspect.

NOW, THEREFORE, THE CITY COUNCIL OF THE CITY OF BAINBRIDGE
ISLAND, WASHINGTON, DOES ORDAIN AS FOLLOWS:

Section 1. Definitions

a. Right(s)-of-Way (ROW) - the public property limits, whether in fee simple
or casement, identified for public use and/or facilities.

b. Roadway - the road wearing surface, including shoulders, and any drainage
system constructed to protect the adjoining properties and the road base.

g Road - the wearing surface only.

d. Minimum maintenance - the grading of unpaved roads, to be performed
a maximum of twice a year, within budgetary constraints.
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Section 2. Maintenance of existing public ROW shall be as follows:

a. Paved roads: The City will maintain all paved roads, as identified on the
attached Exhibit or as subsequently updated by the Public Works
Department, in accordance with City procedures and within budgetary
constraints.

b. Unpaved roads: The City will perform minimum maintenance as needed
on unpaved roads, as identified on the attached Exhibit or as subsequently
updated by the Public Works Department. Regravelling and/or ditch
reconstruction will be considered in the budget process as capital cost
upgrades, within budgetary constraints.

¢ The attached Exhibit is a compilation of all known ROWs and roads and
is in the process of being updated as the information becomes available to
the Public Works Department. If any unpaved road is erroneously
identified as paved on the Exhibit, the City assumes no responsibility for
upgrading.

Section 3. Upgrading of unpaved roads in public ROW shall be done through the Local
Improvement District (LID) process or with other alternative sources of funds. Upon completion
of the upgrade project to City standards, the City will accept the road for perpetual maintenance
in accordance with paragraph 2.a. above.

Section 4. Private Utilities may not be placed in public ROW, except as franchised in
accordance with RCW 35.A.47.040. On-going maintenance of such authorized private utilities
shall be the owner’s responsibility including the requirement to repair any damages to public

property.

Section 5. "Open cuts" of roads for utilities will not be allowed unless the road is
scheduled to be overlaid within twelve months after the "open cut", or unless the utility being
worked on exists within the road, or unless no reasonable alternative exists.

Section 6. Right-of-way "Plugs" such as those on Palomino Drive and Sorrel Way, or
as subsequently identified, shall be deemed as public ROW.

Section 7. Street Lights, at City expense, may be installed in the ROW within the urban
area only, as approved by the Director of Public Works, and in no case closer than three
hundred feet apart. No street lights will be allowed in the Right-of-Way in rural areas, unless
approved by the Director of Public Works, and at other than the City’s expense.

Section 8. Sidewalks and Bike paths/paved shoulders, will be placed as indicated in the

current City plan for such facilities. No street lights or mail boxes will be installed within these
facilities.

12



Section 9. Conflict - If there is conflict between this ordinance and any existing
ordinances, this ordinance will prevail.

Section 10. Public Works Department shall mean the Director or his designated
representative(s).

PASSED by the City Council this 21st day of April, 1994,

APPROVED by the Mayor this 22nd day of April, 1994.

r\\ﬁ“ﬁ’ lZ , (Lg.,(

JANET K. WEST, Mayor

ATTEST/AUTHENTICATE:

/é Lorp s Q /14%/_/

SUSAN P. KASPER, City Clerk

FILED WITH THE CITY CLERK: March 11, 1994
PASSED BY THE CITY COUNCIL: April 21, 1994
ORDINANCE NO. 94-11
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In TERIM ROAD LIST

ROAD NAME ROAD STATUS ROAD SURFACE ROAD NUMBER
AARON PUBLIC PAVED 387
ADA'S WILL LN PRIVATE UNPAVED P-74
AFFIRMED LN NE PRIVATE UNPAVED P-40
AGATE BEACH PRIVATE UNPAVED p-78
LN

AGATE PASS RD PUBLIC PAVED 223
AGATE PASS RD PUBLIC PAVED 225
NE

AGATE POINT RD PUBLIC PAVED 227
AGATE STREET PUBLIC PAVED 416
AGATE WOOD PRIVATE UNPAVED P-45
RD .
AGATE WOOD PUBLIC PAVED 217
ROAD

ALBERTSON RD PUBLIC UNPAVED 322
ALDER AVE PUBLIC PAVED 393
ALDER ST PUBLIC PAVED 441
ALEXANDER PL PUBLIC PAVED 385
NE

ALFORD PL PRIVATE UNPAVED P-76
ALMA PL PUBLIC PAVED 129
ARROW POINT PUBLIC PAVED 308
DR

ARROW POINT PUBLIC PAVED 51
DR NE

ARROW POINT PUBLIC PAVED 49
DRIVE

ARROW POINT PUBLIC PAVED 47
LOOP

ARTHURPL PUBLIC PAVED 222
ASTORCT PUBLIC PAVED 567
AVALON LN PRIVATE UNPAVED P-30
AZALEA ST PUBLIC PAVED 389
BAKER HILL RD pPUBLIC PAVED 54
BARTHROP PL PUBLIC PAVED 565
BATTLE POINT PUBLIC PAVED 278
DR

BAY HILL RD PUBLIC PAVED 565
BAY ST PUBLIC PAVED 268
BAYVIEW BLVD PUBLIC PAVED 338
BEACH CREEK PRIVATE UNPAVED P-49
DR

BEACH DR PUBLIC PAVED 563

09-Mar-94



'ROAD NAME ROAL TATUS ROAD SURFAC ROAD NUMBER
BEACH PL PUBLIC PAVED 434 '
BEACH ST PUBLIC PAVED 282
BEACHCREST PUBLIC PAVED 319
BEANS BIGHT PRIVATE PAVED P-6
BEAVER BEND PUBLIC PAVED 381
BECK RD PUBLIC PAVED 38
BELFAIR AVE PUBLIC UNPAVED 483
BERGMAN RD PUBLIC PAVED 340
BEVERLY LN PRIVATE UNPAVED P-72
BILL POINT PUBLIC PAVED 455
BLUFF
BILL POINT PUBLIC PAVED 88
CIRCLE
BILL POINT PUBLIC PAVED 449
CREST
BILL POINT CRT PUBLIC PAVED 90
BILL POINT DR PUBLIC PAVED 84
NE
BILL POINT HILL PUBLIC PAVED 86
BILL POINT VIEW PUBLIC PAVED 453
BIRKLAND RD PUBLIC PAVED 181
BJUNE DR PUBLIC PAVED 130
BLAKELY AVE PUBLIC PAVED 40
BLAKELY AVE PUBLIC PAVED 183
NE
BLAKELY PUBLIC PAVED 58
HEIGHTS CR
BLAKELY PUBLIC PAVED 60
HEIGHTS CR
BLAKELY PUBLIC PAVED 56
HEIGHTS CR
BLAKELY . PUBLIC PAVED 167
HEIGHTS DR .
BLAKELY PUBLIC PAVED 165
HEIGHTS DRIVE
BLAKELY HILL PUBLIC PAVED 437
RD
BLIGH CT PUBLIC PAVED 266
BLUE FIN PL PUBLIC PAVED 216
BLUE HERON DR PUBLIC UNPAVED 561
BLUE SKY RD PUBLIC UNPAVED P-23
BLUFF ST PUBLIC UNPAVED 171
BRACKENWOOD PRIVATE PAVED P-70
LN
BRADFORD LN PRIVATE UNPAVED P-54
BRIEN DR PUBLIC PAVED 519
09-Mar-94 1 5 2



"~ ROAD NAME ROAD STATUS ROAD SURFACE ROAD NUMBER

BRIGHAM RD PUBLIC PAVED 456
BROOM ST PUBLIC PAVED 237
BROOMGERRIE PRIVATE PAVED P-27
LN
BUCKLIN HILL PUBLIC PAVED 112
RD
BUCKLIN HILL PUBLIC PAVED 185
RD
BUCKLIN HILL PUBLIC PAVED 187
RD
BUCKLIN HILL PUBLIC PAVED 110
RD
BUCKSKIN LN PRIVATE UNPAVED P-44
BYRON DR PUBLIC PAVED 206
CAMPBELL ST PUBLIC PAVED 479
CAPSTAN DR PUBLIC PAVED 353
CAROLE PLACE PUBLIC PAVED 0
CASEY ST PUBLIC UNPAVED 238
CAVE AVE PUBLIC PAVED 379
CEDAR ST PUBLIC PAVED 339
CEDRUS PL PUBLIC PAVED 541
CENTER ST PUBLIC PAVED . 223
CESSNA LN PRIVATE UNPAVED P-20
CHADWICK CT PUBLIC PAVED 207
CHARLES PL PUBLIC PAVED 291
CHATHAM PL PUBLIC PAVED 203
CHERRY AVE PUBLIC PAVED 391
CHESTER ST PRIVATE PAVED p-2
CHRISTOPER PL PRIVATE UNPAVED 0
CITATION CT PRIVATE PAVED P17
COMMODORE LN PUBLIC PAVED 351
COMMUNITY WY PUBLIC PAVED 241
CORPUZ LN PRIVATE UNPA VED P-29
ggunmv CLUB PUBLIC PAVED | 32
COUNTRY CLUB PRIVATE PAVED P-4
RD
COUNTY PARK PUBLIC PAVED 394
RD
COUNTY RD 145 PUBLIC PAVED 0
COUNTY RD 156 PUBLIC PAVED 0
COUNTY RD 171 PUBLIC PAVED 370
COUNTY RD 197 PUBLIC PAVED 161
COUNTY RD 206 PUBLIC PAVED 0
COUNTY RD 215 PUBLIC PAVED 0
1B

09-Mar-94 3



16

'Ro';,xo NAME ROAD . ¢ATUS ROAD SURFACL. . ROAD NUMBER
COUNTY RD 226 PUBLIC PAVED 0
COUNTY RD 229 PUBLIC PAVED 0
COUNTY RD 260 PUBLIC UNPAVED 215
COUNTY RD 296 PUBLIC PAVED 0
COUNTY RD 61 PUBLIC PAVED 0
COUNTY ROAD PUBLIC PAVED 107
40
CREOSOTE RD PUBLIC PAVED 447
CROWN DR PUBLIC PAVED 283
CRYSTAL LN PRIVATE UNPAVED P-26
CRYSTAL SPGS PVT UNPAVED 0
HILL RD LANE
CRYSTAL SPGS PUBLIC PAVED 5
RD .
DANIEL CT PUBLIC PAVED 312
DAPPLE CRT PUBLIC PAVED 52
DARDEN LN PRIVATE UNPAVED P-10
DAY ROAD E PUBLIC PAVED 360
DAY ROAD W PUBLIC PAVED 358
DEER CLIFF RD PUBLIC PAVED 188
DEER PATH LN PUBLIC UNPAVED 95
DEVENNEY AVE PUBLIC UNPAVED 473
DEXTER ST PUBLIC PAVED 432
DIAMOND DR PUBLIC PAVED 513
DINGLEY RD NE PUBLIC PAVED 166
DOCK ST A wesAaw 121
DOLPHIN DR PUBLIC PAVED 406
DONALD PL PUBLIC PAVED 140
DONOHUE RD PUBLIC PAVED 454
DORIS ST PUBLIC PAVED 163
DORIS/BERGMAN  PUBLIC PAVED 340
ST
DOUGLAS DR PUBLIC UNPAVED 481
DRISCOLL BLVD PUBLIC PAVED 65
DUNCAN LN PRIVATE UNPAVED P-58
EAGLE CLIFF RD PUBLIC PAVED 186
EAGLE HARBOR PUBLIC PAVED 421
DR
EAGLE HARBOR PRIVATE PAVED P-80
LN
EAGLE HARBOR PUBLIC PAVED 517
LN NE
EAGLE HARBOR PUBLIC PAVED 187
RD
09-Mar-94 1 7 4



ROAD NAME

ROAD S,ATUS ROAD SURFACE ROAD NUMBER
" EAGLE PL PUBLIC PAVED 411
EAGLEDALE RD PUBLIC PAVED 4
EAST SUNSET PUBLIC PAVED 141
DR
EASTWIND CT PUBLIC PAVED 452
EDGECOMBE PL PRIVATE PAVED p-35
EDNA PL PUBLIC PAVED 232
EL CIMO PRIVATE UNPAVED p-18
ELEPHANT LN PRIVATE UNPAVED P-25
ELIZABETH PL PUBLIC PAVED 220
ELLINGSEN RD PUBLIC PAVED 263
EMERALD WY PUBLIC PAVED 102
ENDICOTT ST PUBLIC PAVED 430
ENSTONE PUBLIC UNPAVED 471
ERIC AVE PUBLIC PAVED 354
ERICKSON AVE PUBLIC PAVED 375
ERLANSON ST PUBLIC UNPAVED 73
EUCLID E PUBLIC PAVED 255
EUCLID NW END PUBLIC PAVED 253
EUCLIDW PUBLIC PAVED 251
EVERGREEN PUBLIC UNPAVED 18
EWING ST PUBLIC PAVED 98
FAIRMONT LN PRIVATE UNPAVED P-31
FAIRVIEW AVE PUBLIC PAVED 397
EA!RY DELL AVE PUBLIC PAVED 33
FAIRY DELL AVE PUBLIC PAVED 31
NE
FALK RD PUBLIC PAVED 3
FAWN PL PUBLIC PAVED 559
FENTON RD PUBLIC PAVED 236
FENWAY AVE PUBLIC PAVED 420
FERNCLIFF AVE PUBLIC PAVED 343
FIELDSTONE LN PRIVATE UNPAVED p-33
FINCH AVE PUBLIC PAVED 189
FINCH PL SW PUBLIC PAVED 521
FIR ACRES DR N PUBLIC PAVED 172
FIRST ST PUBLIC PAVED 427
FLETCHER BAY PUBLIC PAVED 109
RD NE
FLETCHER BLVD PUBLIC PAVED 63
FLETCHER PUBLIC PAVED 61
LANDING

09-Mar-94
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ROAD NAME ROAD . .ATUS ROAD SURFACE ROAD NUMBER

FOREST GLADE PRIVATE PAVED P-15
FOREST LN PUBLIC UNPAVED 199
FORT ST PUBLIC PAVED 34
FORT WARD PUBLIC PAVED 459
HILL RD

FOSTER ST NE PUBLIC PAVED 77
FOXCOVE LN PRIVATE UNPAVED P-13
GANGMARKEN PRIVATE UNPAVED P-1
wy

GENEVIEVE PL PUBLIC PAVED 147
GENNA LN PRIVATE UNPAVED P-16
GERTIE PUBLIC PAVED 557
JOHNSON RD

GIDEON LN PUBLIC PAVED 160
GORDON AVE PUBLIC UNPAVED 26
GORDON DR PUBLIC PAVED 233
GOVERNMENT PUBLIC PAVED 450
WAY

GOWEN PL PUBLIC PAVED 357
GRAND AVE PUBLIC PAVED 341
GRAND AVE NE PUBLIC PAVED 43
GREEN SPOT PL PUBLIC PAVED - 345
GROTLE RD PUBLIC PAVED 235
GROW AVE PUBLIC PAVED 365
HALLS HILL RD PUBLIC PAVED 44
HAMPSTEAD ST PRIVATE : UNPAVED P-39
HANKS LN PRIVATE UNPAVED P-9
HANSEN RD NE PUBLIC PAVED 250
HANSEN RD PUBLIC PAVED 246
HANSEN ST PUBLIC PAVED 9
HARBOR WAY NE PUBLIC UNPAVED 448
HARBORCREST PUBLIC PAVED 517
DR

HART LN PUBLIC PAVED 145
HARVEY RD PUBLIC PAVED 125
HAWLEY LN PUBLIC PAVED 136
HELMSMAN PL PUBLIC PAVED 214
HEMLOCK ST PUBLIC PAVED 335
HENDERSON RD PUBLIC PAVED 555
HERRON ST PUBLIC PAVED 119
HIDDEN COVE PUBLIC PAVED 14
RD E

HIDDEN COVE PUBLIC PAVED 12
RD W

09-Mar-94 1 9 6



ey

'ROAD NAME ROAD S1ATUS ROAD SURFACE ROAD NUMBER

HIDDEN PRIVATE PAVED P-43
HEIGHTS LN

) HIGH SCHOOL PUBLIC PAVED 10

{  RD
HILL LN PRIVATE UNPAVED P-22
HILL TOP DR PUBLIC UNPAVED 20
HILLCREST PUBLIC PAVED 423
CEMETERY RD
HONEYSUCKLE PRIVATE UNPAVED P-38
LN
HORIZON VIEW PUBLIC PAVED 190
PL
HYAK PL PUBLIC PAVED 553
HYLARD PUBLIC PAVED 314
HYLA RD PUBLIC PAVED 301
HYLA RD PUBLIC PAVED 303
IHLAND PL NE PUBLIC PAVED 196
IHLAND WAY PUBLIC PAVED 194
IRENE PUBLIC PAVED 138
ISLAND AVE PUBLIC PAVED 91
ISLAND CENTER PUBLIC PAVED 105
RD
ISLAND CENTER PUBLIC PAVED . 120
RD
ISLAND CENTER PUBLIC PAVED 103
RD
ISLAND ST NE PUBLIC PAVED 0
ISLAND WAY PUBLIC PAVED 464
ISSAC AVE PUBLIC PAVED 383
JEANETTE PL PUBLIC PAVED 226
JOHN AVE PUBLIC PAVED 275
J(:IHNSON\I!LL.E PRIVATE UNPAVED P-36
L 2
JUST-A-MEER LN PUBLIC PAVED 344
JUSTIN COURT PUBLIC UNPAVED 300
KALEETAN PL PUBLIC PAVED 150
KALGREN RD PUBLIC PAVED 279
KATHERINE PL PUBLIC PAVED 287
KATHY LN PUBLIC PAVED 213
KENNETH PL PUBLIC PAVED 285
KENWOOD AVE PUBLIC PAVED 356
KILLDEER LN PUBLIC PAVED 569
KINGS PL PUBLIC PAVED 218
KINNEAR RD PRIVATE UNPAVED P-47
KIRK AVE PUBLIC PAVED 37
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 KLICKITAT PL NE PUBLIC PAVED 168
KNECHTEL AVE PUBLIC PAVED 162
KNIGHTS RD PUBLIC PAVED 368
KOJIMA AVE PUBLIC UNPAVED 101
KOMEDAL AVE PUBLIC PAVED 131
KOURA ROAD PUBLIC PAVED 16
LAFAYETTE AVE PUBLIC PAVED 418
LARIAT LOOP PUBLIC PAVED 83
LARIX PL NE PUBLIC PAVED 539
LATIMER AVE NE PUBLIC PAVED 25
LAVENDER LN PRIVATE UNPAVED P-21
LEWIS PL PUBLIC PAVED 228
LIGHTMOOR CRT PUBLIC PAVED 176
LOFGREN RD PUBLIC PAVED 276
LOGAN RD e e 0
LOGG RD PUBLIC PAVED 309
LLOVELL AVE PUBLIC PAVED 361
LOVELL AVE PUBLIC PAVED 363
(LOWER)

LOVGREN E PUBLIC PAVED 350
LOVGREN W PUBLIC PAVED . 348
LYNWOOD CTR PUBLIC PAVED 107
RD .

LYTLE RD PUBLIC PAVED 173
MA & PA LANE PVT 0
MABREY LN PRIVATE UNPAVED P-28
MADISON AVE PUBLIC PAVED 349
MADISON AVE PUBLIC PAVED 347
MADISON AVE PUBLIC PAVED 273
NE

MADRONA DR NE PUBLIC PAVED 399
MADRONA WAY PUBLIC PAVED 148
MAIDEN LN PUBLIC PAVED 549
MAIN ST PUBLIC PAVED 509
MANDUS OLSON PUBLIC PAVED 270
MANDUS OLSON PUBLIC PAVED 151
MANITOU PUBLIC PAVED 313
BEACH DR

MANITOU PUBLIC PAVED 294
BEACH DRIVE

MANITOU PARK PUBLIC PAVED 320
BLVD

MANITOU PLACE PVT 0
MANOR LN PUBLIC PAVED 277
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ROAD S1ATUS ROAD SURFACE ROAD NUMBER
MANUAL RD PUBLIC UNPAVED 446
MANZANITA/HEN PUBLIC PAVED 123
DERSON RD
MAPLE DR NE PUBLIC PAVED 525
MAPLE ST PUBLIC PAVED 117
MARDELL CT NE PUBLIC UNPAVED 479
MARINER RD PUBLIC PAVED 223
MARSHALL RD PUBLIC UNPAVED 116
MATSON PL PUBLIC UNPAVED 175
MCDONALD AVE .PUBLIC PAVED 425
MCREDMOND RD PUBLIC UNPAVED 286
MEADOMEER CR PUBLIC PAVED 201
MEADOMEER RD PUBLIC PAVED 444
MEADOWLARK PUBLIC PAVED 567
LN
MEDWAY LN PUBLIC PAVED 211
MEER CT PUBLIC PAVED 571
MEIGS ST PUBLIC PAVED 426
MIDSHIPS PL PUBLIC PAVED 212
MILLER RD PUBLIC PAVED 111
MISTY VALE PL PUBLIC PAVED 269
MITCHELL LN PUBLIC PAVED 248
MONSAAS LN PRIVATE UNPAVED P-64
MONTE VISTA PUBLIC PAVED 336
MONTE VISTA PL PUBLIC PAVED 115
MORAN RD PUBLIC PAVED 333
MORGAN/ROBER PUBLIC PAVED 346
TSRD
MORRIL PL PUBLIC PAVED 413
MOUNTAIN VEW PUBLIC PAVED 328
DR i
MURDEN COVE PUBLIC PAVED 323
DR
MURDEN COVE PUBLIC PAVED 321
DRE
MY WAY PRIVATE UNPAVED P-5
N-S ALLEY PUBLIC UNPAVED 41
N. TOLO RD PUBLIC PAVED 302
NAKATA AVE PUBLIC PAVED 369
NAKATA PL PUBLIC PAVED 192
NE ABIES DR PUBLIC PAVED 434
NE BAYHILL RD PUBLIC PAVED 0
NE BLUE HERON PRIVATE UNPAVED P-56

LN

09-Mar-94
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NE CASCADE ST PUBLIC PAVED 442
NE FLETCHER PUBLIC PAVED 460
BAY RD

NE FOSTER CRT PUBLIC PAVED 33
NE FOSTER RD PUBLIC PAVED 260
NE FREY ST PUBLIC PAVED 332
NE GEORGE ST PUBLIC PAVED 466
NE KITSAP AVE PUBLIC PAVED 30
NE LESLIE LN PRIVATE UNPAVED P-52
NE MORGAN ST PUBLIC PAVED 372
NE NORTH ST PUBLIC PAVED 410
NE NORTH TOLO PUBLIC PAVED 13
NE OLYMPIC DR PUBLIC PAVED 22
NE PINE WAY PUBLIC PAVED 70
NE PINE WAY PUBLIC UNMAINTAINED 70
NE SUNSET PUBLIC UNPAVED 252
PLACE

NE WARDWELL PUBLIC UNPAVED 193
NE WARDWELL PUBLIC PAVED 292
AVE

NE WARDWELL PUBLIC PAVED 195
AVENUE ‘

NEW BROOKLYN PUBLIC PAVED 2
NEW LONDON PUBLIC PAVED 174
CRT

NEW SWEDEN PUBLIC PAVED 431
AVE

NICHOLAS ST PUBLIC PAVED. 184
NICHOLSON RD PUBLIC PAVED 359
NISQUALLY RD PUBLIC UNPAVED 55
NORRIS BLVD PUBLIC PAVED 21
NORTHST * PUBLIC PAVED 412
NORTH/SOUTH PUBLIC UNPAVED 45
ALLEY

NORTHWIND CRT PUBLIC PAVED 495
OCEAN DR PUBLIC PAVED 326
ODD FELLOWS PUBLIC PAVED 8
RD

OLD CREOSOTE PUBLIC PAVED 445
RD

OLD MILL RD PUBLIC PAVED 62
OLMPIC PUBLIC PAVED 113
TERRACE AVE

OLYMPIAN WAY PUBLIC UNPAVED 256
OLYMPIC DR SE PUBLIC PAVED 3
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~  OLYMPIC ST PUBLIC PAVED 458
OLYMPIC VIEW PUBLIC PAVED 29
DR
OLYMPUS PUBLIC PAVED 15
BEACH RD
OLYMPUS PUBLIC PAVED 19
BEACH RD
OLYMPUS PUBLIC PAVED 17
BEACH RD
PACKARD LN PUBLIC PAVED 433
PALAMINO PUBLIC PAVED 87
PARFITT WAY PUBLIC PAVED 124
PARK pPUBLIC PAVED 422
PARK AVE NE pPUBLIC PAVED 395
PARK ST NE PUBLIC PAVED 75
PARKHILL PL PUBLIC PAVED 299
PARKVIEW DR PUBLIC UNPAVED 475
PAUL AVE PUBLIC UNPAVED 477
PAULANNA PUBLIC UNPAVED 272
PEARL CT PUBLIC PAVED 106
PEGGY LN PUBLIC PAVED 209
PENNEY PL PUBLIC PAVED 143
PETERSON HILL PUBLIC PAVED 137
RD -
PHELPS RD PUBLIC PAVED 247
PINE ST PUBLIC PAVED 429
PINTO CRT PUBLIC PAVED 93
PINYON AVE NE PUBLIC PAVED 537
PITCARIN PUBLIC PAVED 159
PLEASANT PUBLIC PAVED 169
BEACH DR
PLEASANT LN"* PUBLIC PAVED 204
PLEASANT PL PUBLIC PAVED 295
POINT MONROE PRIVATE PAVED P-41
DR
POINT WHITE DR PUBLIC PAVED 89
PORTWAY PUBLIC PAVED 428
POTLATCH DR PUBLIC PAVED 79
PUGET BLUFF PRIVATE PAVED P-66
LN
QUAIL HILL RD PUBLIC UNPAVED 208
RACCOON LN PRIVATE UNPAVED P-62
RALSTON RD PUBLIC PAVED 376
REITAN RD PUBLIC PAVED 921
REITAN RD PUBLIC PAVED 127

na-Mar-94
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ROAD NAME ROA. STATUS ROAD SURFAL .. ROAD NUMBER
RENNY LN PUBLIC PAVED 545
RHODES END PUBLIC PAVED 50
ROBERTS RD PUBLIC PAVED 346
ROBERTSON PUBLIC UNPAVED 407
AVE

ROBINHOOD DR PUBLIC PAVED 417
ROBINHOOD PUBLIC PAVED 415
DRIVE

ROCKAWAY PUBLIC PAVED 457
BEACH DR

RODEO LN PRIVATE UNPAVED P-19
ROLLINGBAY PRIVATE PAVED P-37
WALK

RONALD CT - e 0
ROSE AVE PUBLIC PAVED "427
ROSE LOOP PUBLIC PAVED 94
ROYAL AVE PUBLIC PAVED 27
RUBY PL PUBLIC PAVED 511
RUYS LN PRIVATE UNPAVED P-50
SANDS RD PUBLIC PAVED 161
SANWICK RD PUBLIC PAVED 414
SASQUATCH LN PRIVATE PAVED P-60
SEA RAY PL PUBLIC PAVED 210
SEABOLD PUBLIC PAVED 382
CHURCH RD

SEABOLD RD PUBLIC PAVED 390
SEABORN RD PUBLIC PAVED 42
SECRETARIAT PUBLIC UNPAVED 197
LN

SELFORS LN PRIVATE UNPAVED P-68
SEVERSON AVE PUBLIC PAVED 533
SHANNON DR * PUBLIC PAVED 128
SHEPARD WY PUBLIC PAVED 440
SHORE LN PRIVATE PAVED P-8
SILVEN AVE PUBLIC PAVED 535
SIVERTSON RD PUBLIC PAVED 229
SKINNER RD PUBLIC PAVED 304
SKOGEN LN PUBLIC PAVED 241
SNADPIPER LN PRIVATE UNPAVED P-32
SNOHOMISH PUBLIC UNPAVED 258
WAY

SORREL WAY PUBLIC PAVED 85
SOUNDVIEW DR PUBLIC UNPAVED 465

09-Mar-94
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" ‘ROAD NAME

ROAD STATUS ROAD SURFACE ROAD NUMBER
SOUTH BEACH PUBLIC PAVED 6
DR
SOUTHWIND CT PUBLIC PAVED 491
SPARGUR LOOP PUBLIC PAVED 245
SPARGUR LP PUBLIC PAVED 404
SPORTSMAN PUBLIC PAVED 191
CLUB RD
SPRAY FALLS ST PUBLIC PAVED 386
SPRING ST PUBLIC PAVED 127
SPRING ST PUBLIC PAVED 408
SPRINGRIDGE PUBLIC PAVED 57
RD
SPRINGWOOD PVT UNPAVED 0
AVE
SPRINGWOOD PUBLIC PAVED 337
AVE
SPRINGWOOD PVT UNPAVED 0
LN
SPRUCE ST PUBLIC PAVED 68
STATE ROUTE PUBLIC PAVED 1
305
STATE ST PUBLIC PAVED 424
STRANNE RD PUBLIC UNPAVED 133
SULLIVAN RD PUBLIC PAVED 438
SgMMERFIELD PRIVATE UNPAVED P-48
L
SUNRISE DR PUBLIC PAVED 271
SUNRISE PL PUBLIC PAVED 388
SUNSET AVE NE PUBLIC PAVED 23
SUSAN PL PUBLIC PAVED 230
TANGLEBERRY PRIVATE UNPAVED P-3
LN
TARA LN PRIVATE PAVED P-46
TAYLOR AVE PUBLIC PAVED 441
TIMBERLANE PL PUBLIC PAVED 310
TOE JAM HILL PUBLIC PAVED 489
TOLO RD N.E. PUBLIC PAVED 290
TORVANGER RD PUBLIC PAVED 370
TOSHIKOW PRIVATE UNPAVED P-11
TRIPLE CROWN PRIVATE PAVED p-42
LN
TULIP PL PUBLIC PAVED 267
TYLER PL PUBLIC PAVED 205
UNNAMED PUBLIC PAVED 69
UNNAMED PUBLIC PAVED 402

26
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ROAD NAME ROAL STATUS ROAD SURFAC.. ROAD NUMBER
UNNAMED PUBLIC PAVED 71
UNNAMED PUBLIC PAVED 36
UNNAMED PUBLIC PAVED 135
UNNAMED PUBLIC PAVED 149
UNNAMED PUBLIC PAVED 59
UNNAMED PUBLIC PAVED 53
UNNAMED PUBLIC PAVED 35
UNNAMED PUBLIC PAVED 46
UNNAMED PUBLIC PAVED 67
UNNAMED PUBLIC PAVED 155
UNNAMED PUBLIC PAVED 24
UNNAMED PUBLIC PAVED 157
UNNAMED PUBLIC PAVED 400
UNNAMED PUBLIC PAVED .398
UNNAMED PUBLIC PAVED 396
UNNAMED PUBLIC PAVED 380
UNNAMED PUBLIC PAVED 378
UNNAMED PUBLIC PAVED 374
UNNAMED PUBLIC PAVED 366
UNNAMED PUBLIC PAVED 364
UNNAMED PUBLIC PAVED 362
UNNAMED PUBLIC PAVED 342
UNNAMED PUBLIC PAVED 28
UNNAMED PUBLIC PAVED 371
UNNAMED PUBLIC PAVED 487
UNNAMED PUBLIC PAVED 469
UNNAMED PUBLIC PAVED 467
UNNAMED PUBLIC PAVED 463
UNNAMED PUBLIC PAVED 461
UNNAMED PUBLIC PAVED 451
UNNAMED PUBLIC PAVED 439
UNNAMED ° PUBLIC PAVED 423
UNNAMED PUBLIC PAVED 419
UNNAMED PUBLIC PAVED 409
UNNAMED PUBLIC PAVED 405
UNNAMED PUBLIC PAVED 401
UNNAMED PUBLIC PAVED 153
UNNAMED PUBLIC PAVED 373
UNNAMED PUBLIC PAVED 297
UNNAMED PUBLIC PAVED 219
UNNAMED PUBLIC PAVED 243
UNNAMED PUBLIC PAVED 257
UNNAMED PUBLIC PAVED 259
UNNAMED PUBLIC PAVED 377
UNNAMED PUBLIC PAVED 577
09-Mar-94 27
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ROAD NUMBER

28

ROAD NAME ROAD STATUS ROAD SURFACE

T UNNAMED pUBLIC PAVED

UNNAMED puBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED puBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED pUBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED pUBLIC PAVED
UNNAMED puUBLIC PAVED
UNNAMED pPUBLIC PAVED
UNNAMED puBLIC PAVED
UNNAMED puBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED puBLIC PAVED
UNNAMED pUBLIC PAVED
UNNAMED pPUBLIC PAVED
UNNAMED pPUBLIC PAVED
UNNAMED puBLIC PAVED
UNNAMED pPUBLIC PAVED
UNNAMED pUBLIC PAVED
UNNAMED pPUBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED pUBLIC PAVED
UNNAMED PUBLIC PAVED
UNNAMED pPUBLIC PAVED
UPPER FARMS PUBLIC PAVED
RD
VALLEY RD PUBLIC PAVED
VENICE LP pUBLIC PAVED
VENICE LP NE pUBLIC PAVED
VICTORIAN LN PRIVATE PAVED
VIEWCREST ST puUBLIC PAVED
VINCENT RD PUBLIC PAVED
VIRGINIA CT PUBLIC UNPAVED
VISTADR puBLIC PAVED
W. PORT pUBLIC PAVED
MADISON RD
WALDEN LN puUBLIC UNPAVED
WALLACE WY pPUBLIC PAVED
WALLACE WY pUBLIC PAVED

316
305
307
315
317
327
329
331
261
158
318
144
423
52
198
200
202
234
242
254
262
264
280
284
146
288
296
306
244
543

330
372
39
p-12
352
114
485
281
231

240
180
178

16
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WARD AVE PUBLIC PAVED 435
WASHINGTON ST PUBLIC PAVED 249
WEAVER AVE PUBLIC PAVED 355
WELFARE AVE PUBLIC PAVED 443
WEST BLAKELY PUBLIC PAVED 177
RD
WEST PORT PUBLIC PAVED 392
MADISON RD
WEST SUNSET PUBLIC PAVED 139
DR NE
WESTWIND CT PUBLIC PAVED 493
WHITED PL PUBLIC PAVED 224
WHITTY WY PUBLIC PAVED 462
WIGGINS RD PUBLIC PAVED 441

- WIGGINS ROAD PRIVATE UNPAVED P-34
WILD ROSE LN PRIVATE UNPAVED P-7
WILLIAMS LN PUBLIC UNPAVED 334
WILLOW AVE PUBLIC PAVED 164
WINDSONG LP PUBLIC PAVED 436
\I:IVING POINT RD PUBLIC PAVED 403

E
WING POINT WY PUBLIC PAVED i 154
NE
WINSLOW WAY PUBLIC PAVED 126
WINTER RD PUBLIC PAVED 350
WOOD AVE PUBLIC PAVED 367
WOODBANK DR PUBLIC PAVED 61
WYATT WY PUBLIC PAVED 156
YAQUINA RD PUBLIC PAVED 274
YEOMALT PL PUBLIC PAVED 527
YEOMALT POINT PUBLIC PAVED 182

DR
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City of Bainbridge Island
City Council Agenda Bill

CITY OF
BAINBRIDGE ISLAND

PROCESS INFORMATION

Subject: 7:15 PM Ordinance No. 2017-16, Banning Sale of Animals from Date: 6/6/2017
"Puppy/Kitten Mills,” AB 17-099 — Councilmember Medina (Pg. 30)

Agenda Item: NEW BUSINESS Bill No.: 17-099 |

Proposed By: Councilmember Medina Referrals(s):

|BUDGET INFORMATION
|Department: Executive “Fund:
|Expenditure Req: “Budgeted? ||Budget Amend. Req?

IREFERRALS/REVIEW

|: ”Recommendation:

|City Manager: ”Legal: Yes ||F inance:

DESCRIPTION/BACKGROUND

Bainbridge Island residents approached Councilmember Medina and asked him to bring forward an
ordinance banning the sale of puppies or kittens on Bainbridge Island that were raised by “puppy mills” or
“kitten mills.” Animals raised by these mills often suffer inhumane treatment while they are being raised and
often suffer as they age from debilitating and life-ending disabilities due to their inbreeding. This results in the
families who wittingly or unwittingly purchase these animals suffering emotional trauma and financial stress
when their beloved pets develop disabling conditions. Additionally, there are plenty of dogs and cats in our
community that need homes and are being assisted by animal welfare organizations in finding homes.

Currently, there is no organization on Bainbridge Island that sells animals sourced from these

“mills.” However, there was such an organization 10 or so years ago. That organization did not disclose the
source of its animals. It was reported to Councilmember Medina that many people who unwittingly obtained
these animals suffered emotional and financial hardship when some of these animals developed severe
disabilities.

The draft ordinance is relatively brief because Bainbridge Island already has a Municipal Code chapter
dealing with animal control and cruelty. This ordinance would add a small new section to that Code chapter.

There are three documents attached to this agenda bill: (1) a draft ordinance that is modeled on similar
ordinances around the country; (2) a letter of support from the Kitsap Humane Society, which is the
contracted animal control officer for Bainbridge island; and (3) a list of 230 other jurisdictions that have
enacted similar bans.
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RECOMMENDED ACTION/MOTION
I move that the City Council forward Ordinance No. 2017-16 to the June 27, 2017, consent agenda.

ATTACHMENTS:
Description Type
Ordinance No. 2017-16 Backup Material
Letter from KHS Backup Material
List of Jurisdictions with Similar Bans Backup Material

31



ORDINANCE NO. 2017-16

AN ORDINANCE of the City Council of Bainbridge
Island, Washington, banning the sale of dogs and cats bred
and raised at “puppy mills” or “kitten mills” and creating a
new Section 6.04.113 of the Animal Control Chapter of the
Bainbridge Island Municipal Code.

WHEREAS, the City Council believes it is in the best interests of the City of
Bainbridge Island (“City”) to adopt reasonable regulations to reduce costs to the City and
its residents, protect the citizens of the City who may purchase cats or dogs from a pet
shop or other business establishment, help prevent inhumane breeding conditions,
promote community awareness of animal welfare, and foster a more humane environment
in the City; and

WHEREAS, a significant number of puppies and kittens sold at pet shops come
from large-scale, commercial breeding facilities where the health and welfare of the
animals are not adequately provided for (“puppy mills” and “kitten mills,” respectively).
According to The Humane Society of the United States, it is estimated that 10,000 puppy
mills produce more than 2,400,000 puppies a year in the United States and that most pet
shop dogs and cats come from puppy mills and kitten mills; and

WHEREAS, the documented abuses endemic to puppy and kitten mills include:
over-breeding; inbreeding; minimal to non-existent veterinary care; lack of adequate and
nutritious food, water and shelter; lack of socialization; lack of adequate space; and lack
of adequate exercise; and

WHEREAS, the inhumane conditions in puppy and kitten mill facilities lead to
health and behavioral issues in the animals bred in those facilities, which many
consumers are unaware of when purchasing animals from pet shops due to both a lack of
education on the issue and misleading tactics of pet shops in some cases. These health
and behavioral issues, which may not present themselves until sometime after the
purchase of the animals, can impose exorbitant financial and emotional costs on
consumers; and

WHEREAS, current federal, Washington state, and Kitsap County regulations do
not adequately address the sale of puppy and kitten mill dogs and cats in pet shops; and

WHEREAS, restricting the retail sale of puppies and kittens to only those that are
sourced from shelters or rescue organizations is likely to decrease the demand for puppies
and kittens bred in puppy and kitten mills, and is likely to increase demand for animals
from animal shelters and rescue organizations; and

WHEREAS, across the country, thousands of independent pet shops, including

the pet shops on Bainbridge Island, as well as large chains operate profitably with a
business model focused on the sale of pet services and supplies and not on the sale of

Page 1 of 3
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dogs and cats. Many of these shops collaborate with local animal shelters and rescue
organizations to offer space and support for showcasing adoptable homeless pets on their
premises; and

WHEREAS, there is currently no pet shop on Bainbridge Island that sells dogs or
cats sourced from puppy or kitten mills but there has been such a pet shop in the past and
that pet shop misled Bainbridge citizens regarding the source of the puppies and cats and
Bainbridge citizens suffered emotional distress due to this pet shop’s actions; and

WHEREAS, this ordinance will not affect a consumer’s ability to obtain a dog or
cat of his or her choice directly from a breed-specific rescue organization or a shelter, or
from a hobby breeder where the consumer can see directly the conditions in which the
dogs or cats are bred, or can confer directly with the hobby breeder concerning those
conditions.

NOW, THEREFORE, THE CITY COUNCIL OF THE CITY OF
BAINBRIDGE ISLAND, WASHINGTON, DOES ORDAIN AS FOLLOWS:

Section 1. A new Section 6.04.113 of the Animal Control Chapter of the
Bainbridge Island Municipal Code is hereby adopted in its entirety to read as follows:

6.04.113 Selling Animals from Puppy or Kitten Mills Prohibited

A. Definitions. To supplement the definitions found at Section 6.04.010, for the
purposes of this Section the following words shall have the following meanings
unless the context indicates otherwise. If there is a conflict between a definition in
this Section and a definition in Section 6.04.010, the definition in this Section
shall control for the purposes of this Section:

1. “Offer for sale” means to sell, offer for sale or adoption, advertise for the
sale of, barter, auction, give away, or otherwise dispose of a dog or cat.

2. “Pet shop” means a retail establishment where dogs and cats are sold,
exchanged, bartered, or offered for sale as pet animals to the general public at
retail. Such definition shall not include an animal shelter or animal rescue
league, as defined.

B. Restrictions on the Sale of Animals.
1. A pet shop may offer for sale only those dogs and cats that the pet shop
has obtained from or displays in cooperation with an animal shelter or an

animal rescue league.

2. A pet shop shall not offer for sale a dog or cat that is younger than eight
weeks old.

Page 2 of 3
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C. Record Keeping and Disclosure. A pet shop shall maintain records stating the
name and address of the animal shelter or animal rescue league that each cat or
dog was obtained from for at least two years following the date of acquisition.
Such records shall be made available, immediately upon request, to the city or
animal control authority. Each pet shop shall display on each cage a label stating
the name and address of the animal shelter or animal rescue league of each animal
kept in the cage.

Section 2. Severability. If any section, subsection, paragraph, sentence,
clause, or phrase of this ordinance shall be declared invalid for any reason whatsoever,
such decision shall not affect the remaining portions of this ordinance, which shall
continue in full force and effect, and to this end the provisions of this ordinance are
hereby declared to be severable.

Section 3. This ordinance shall take effect and be in force five (5) days from
its passage and publication as required by law.

PASSED BY THE CITY COUNCIL this day of ,2017.

APPROVED BY THE MAYOR this day of ,2017.

Val Tollefson, Mayor

ATTEST/AUTHENTICATE:

Christine Brown, City Clerk

FILED WITH THE CITY CLERK: May 11, 2017
PASSED BY THE CITY COUNCIL:
PUBLISHED:
EFFECTIVE DATE:
ORDINANCE NUMBER: 2017-16
Page 3 of 3
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Dear Kol (Bainbridge Island City Councilmember),

| appreciate your reaching out to us. As you are aware, Kitsap Humane Society is by far the largest
animal welfare organization in Kitsap County. Also, as the designated Animal Control authority for all of
Kitsap County, including Bainbridge Island and the other incorporated cities within the county, we also
are the entity that has legal responsibility for enforcing local animal ordinances and for taking in stray
domestic animals. So, this gives us some deep perspective on the plight of homeless pets.

We very much appreciate the Bainbridge City Council's interest and initiative around the issue of puppy

mills, and we support the Council's desire to develop an ordinance to ban the sale of dogs and cats bred
and raised in puppy mills. Last year, we were involved in a similar effort, working closely with advocates
and the Kitsap County Commissioner's office to try to develop a similar ban for all of Kitsap County.

At the national level, shelters take in millions of homeless pets every year, and there are many parts of
the country where more than 50% of the pets brought into shelters are euthanized, due to local
overpopulation and the lack of adequate resources to care for and adopt all those pets out.

In Kitsap County, we also work with a large homeless pet population. In 2016, 3,008 stray animals were
either picked up by our animal control officers or brought into the Kitsap Humane Society shelter by
concerned citizens. Another 1,398 pets were surrendered by their owners. Fortunately, we have great
support from our community in in the form of volunteers, adopters and donors, and we operate a highly
progressive shelter. Because of these factors, we effectively saved the lives of 96% of the animals
entering our shelter, with a euthanasia rate of under 3%. Over the years, we also have effectively
reduced the number of stray animals over time with our aggressive spay/neuter efforts. We currently
spay/neuter over 5,000 animals yearly, which helps to reduce the reproduction and overpopulation of
pets.

Despite this progress, homeless and abandoned pets remain a big issue locally, regionally and
nationally. Finding homes for over 4,000 local homeless pets, and another 2,000+ pets that we bring in
from other shelters (due to overpopulation in their areas) requires a great devotion of resources and
community effort. The breeding and selling of animals via puppy mills needlessly adds to the
overpopulation locally and nationally. If puppy mills went out of existence, and all prospective adopters
were to adopt homeless pets from animals shelters like ours, we would greatly reduce the homeless pet
population in our country, save millions of lives, and reduce the devastating high euthanasia rates that
occur in some shelters nationally and regionally.

All of that said, we have little ability to track data locally on the impact of puppy mills. One might
surmise that the health and behavioral issues in the animals bred in those facilities causes more pet
owners to later abandon their pets or fail to look for their lost pets. But when we find a lost or
abandoned pet, including those with serious medical and/or behavioral conditions, we generally do not
have any indication of whether that pet originally came from a puppy mill.

What we do know is that because hundreds of pets are adopted locally from stores who get their supply
of pets from puppy mills, it requires more resources and more time in our shelter for those animals who
otherwise could have been adopted more quickly (assuming the people who bought their pets from
places like Farmland would come and help rescue a pet from us instead). Certainly, Bainbridge's
proposed ordinance could help raise awareness of this issue, and strengthen Kitsap Humane Society's
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ability and speed with which we could adopt out the more than 4,000 homeless pets that we take in
locally each year.

Please let us know if there are other things we can do, including testifying, to aide this cause.
Sincerely,

Eric

Eric Stevens

Kitsap Humane Society | Executive Director

9167 Dickey Road NW | Silverdale, WA 98383
e: executivedirector@kitsap-humane.org
p: (360) 692-6977 x1115
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Jurisdictions with Retail Pet Sale Bans
There are 230 jurisdictions on this list.

Source: http://bestfriends.org/resources/jurisdictions-retail-pet-sale-bans

Albuquerque, NM — Enacted June 2006; effective August 2007

South Lake Tahoe, CA — Enacted April 2009; effective May 2011 (Chapter 32, Sec. 32-31.1)
Flagler Beach, FL — Enacted June 2009; effective immediately (Chapter 5, Sec. 5-17-f)

West Hollywood, CA — Enacted February 2010; effective March 2010

Hermosa Beach, CA — Enacted March 2010; effective April 2010

Turlock, CA — Enacted May 2010; effective June 2010

El Paso, TX — Enacted October 2010; effective January 2011

Richmond, British Columbia (Canada) — Enacted November 2010; effective April 2011 (*Bylaw 7538,
Amendment 8663)

Austin, TX — Enacted December 2010; effective December 2010

Lake Worth, FL — Enacted February 2011; effective February 2011 (Chapter 6, Section 6-8)
Fountain, CO — Enacted May 2011; effective May 2011 (Ordinance 1535, adds Sec. 6.04.100)
Coral Gables, FL (applies to dogs only) (Chapter 10, Article 11, Sec. 10-33)

Opa-Locka, FL (applies to dogs only) (Chapter 5, Article 2, Division 2, Sec. 5-35)

North Bay Village, FL (applies to dogs only) (Chapter 91, Sec. 91-11)

Glendale, CA — Enacted August 2011; effective August 2012

Toronto, Ontario (Canada) — Enacted September 2011, effective September 2012

Irvine, CA — Enacted October 2011; effective immediately (Sec. 4-5-1111)

Rosemont-La Petite Patrie, Quebec (Canada) — Enacted December 2011; effective immediately
Dana Point, CA — Enacted February 2012; effective immediately (Title 10, Chapter 10.10.140)
Chula Vista, CA — Enacted March 2012; effective April 2012 (Title 6, Sec. 6.08.108)
Hallandale Beach, FL — Enacted April 2012; effective immediately

Laguna Beach, CA — Enacted May 2012; effective immediately (Title 6, Chapter 6.12.160)
Point Pleasant, NJ — Enacted May 2012; effective immediately

Aliso Viejo, CA — Enacted May 16, 2012; effective immediately (Title 6, Chapter 6.02.120)
Huntington Beach, CA — Enacted June 2012; effective June 2014 (Chapter 7.12.180)
Waukegan, IL — Enacted June 2012; effective immediately

Mississauga, Ontario (Canada) — Enacted July 2012; effective January 2013 (Section 2.1.Q)
Brick, NJ — Enacted July 2012; effective immediately

Manasquan, NJ — Enacted September 2012; effective immediately

Los Angeles, CA — Enacted October 2012; effective June 2013 (revised language)

Point Pleasant Beach, NJ — Enacted October 2012; effective immediately

New Westminster, British Columbia (Canada) — Enacted November 2012; effective immediately
Burbank, CA — Enacted February 2013; effective August 2013

Rancho Mirage, CA — Enacted February 2013; effective March 2013

Bernalillo County, NM (unincorporated areas) — Enacted February 2013; effective August 2013
Hoboken, NJ — Enacted May 2013; effective immediately

San Diego, CA — Enacted July 2013; effective September 2013

Kingston, Ontario (Canada) — Enacted August 2013; effective November 2013

Oceanport, NJ — Enacted August 2013; effective immediately

Margate, FL — Enacted October 2013; effective immediately

Pinecrest, FL — Enacted October 2013; effective immediately
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North Brunswick, NJ — Enacted October 2013; effective November 2013 (cat ordinance)
Palmetto Bay, FL — Enacted December 2013; effective immediately

Ventura County, CA (unincorporated areas) — Enacted December 2013; effective December 2014
(Section 4428)

Coconut Creek, FL — Enacted January 2014; effective immediately
Wellington, FL — Enacted January 2014; effective immediately

Surfside, FL — Enacted February 2014; effective immediately

Aventura, FL — Enacted March 2014; effective immediately

Chicago, IL — Enacted March 2014; effective March 2015

Wilton Manors, FL — Enacted March 2014; effective immediately
Greenacres, FL — Enacted April 2014; effective immediately

North Lauderdale, FL — Enacted April 2014; effective immediately

Cook County, IL — Enacted April 2014, effective October 2014

Bay Harbor Islands, FL — Enacted April 2014; effective immediately
Vaughan, Ontario (Canada) — Enacted April 2014; effective immediately
Pompano Beach, FL — Enacted May 2104, effective immediately

North Miami Beach, FL — Enacted May 2014; effective immediately

Miami Beach, FL — Enacted May 2014; effective January 2015

Bal Harbour, FL — Enacted May 2014; effective immediately

Sunny Isles Beach, FL — Enacted May 2014; effective immediately

East Providence, Rl — Enacted June 2014; effective immediately

Dania Beach, FL — Enacted June 2014; effective immediately

Palm Beach Gardens, FL — Enacted July 2014; effective immediately

Juno Beach, FL — Enacted July 2014; effective immediately

Cutler Bay, FL — Enacted August 2014; effective immediately

North Palm Beach, FL — Enacted August 2014; effective immediately
Randolph, NJ — Enacted September 2014; effective immediately

Hypoluxo, FL — Enacted September 2014; effective immediately

Hudson, Quebec (Canada) — Enacted September 2014; effective immediately
Waterloo, Ontario (Canada) — Enacted September 2014; effective January 2015
Jupiter, FL - Enacted October 2014; effective immediately

Homestead, FL — Enacted October 2014; effective immediately

Chino Hills, CA — Enacted October 2014; effective November 2014
Tamarac, FL — Enacted December 2014; effective immediately

Palm Beach, FL — Enacted January 2015; effective immediately

Oceanside, CA — Enacted January 2015; effective September 2015
Montgomery County, MD — Enacted March 2015; effective June 2015

Long Beach, CA — Enacted March 2015; effective October 2015

Garden Grove, CA — Enacted March 2015; effective March 2016

North Miami, FL — Enacted April 2015; effective immediately

Lauderhill, FL — Enacted April 2015; effective immediately

Mount Royal, Quebec (Canada) — Enacted May 2015; effective immediately
Encinitas, CA — Enacted July 2015; effective immediately

Fernandina Beach, FL — Enacted July 2015; effective immediately
Jacksonville Beach, FL — Enacted August 2015; effective immediately
Beverly Hills, CA — Enacted August 2015; effective September 2015
Eastpointe, MI — Enacted September 2015; effective January 2016

Camden County, NJ — Enacted September 2015; effective immediately
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Vista, CA — Enacted September 2015; effective October 2015
Memphis, M|l — Enacted September 2015; effective immediately

Salt Lake County, UT (unincorporated areas) — Enacted October 2015; effective immediately
Voorhees, NJ — Enacted October 2015; effective immediately
Brooklawn, NJ — Enacted October 2015; effective immediately
Audubon, NJ — Enacted October 2015; effective immediately

Palm Springs, CA — Enacted October 2015; effective immediately
Waterford, NJ — Enacted October 2015; effective January 2016
Deerfield Beach, FL — Enacted November 2015; effective May 2016
West Melbourne, FL — Enacted November 2015; effective immediately
Cherry Hill, NJ — Enacted November 2015; effective immediately
Casselberry, FL — Enacted November 2015; effective immediately
Merchantville, NJ — Enacted November 2015; effective immediately
Runnemede, NJ — Enacted December 2015; effective March 2016
Pittsburgh, PA — Enacted December 2015; effective June 2016
Somerdale, NJ — Enacted December 2015; effective March 2016

Laurel Springs, NJ — Enacted December 2015; effective March 2016
Oaklyn, NJ — Enacted December 2015; effective immediately
Westville, NJ — Enacted December 2015; effective March 2016

Fraser, Ml — Enacted December 2015; effective immediately

Haddon Heights, NJ — Enacted December 2015; effective March 2016
Gloucester Township, NJ — Enacted December 2015; effective January 2016
Glassboro, NJ — Enacted December 2015; effective March 2016
Beaconsfield, Quebec (Canada) — Enacted December 2015; effective immediately
Magnolia, NJ — Enacted December 2015; effective March 2016
Neptune Beach, FL — Enacted January 2016; effective February 2016
Las Vegas, NV — Enacted January 2016; effective January 2018

San Marcos, CA — Enacted January 2016; effective February 2016
Sarasota County, FL — Enacted January 2016; effective January 2017
Bellmawr, NJ — Enacted January 2016; effective immediately

South Miami, FL — Enacted January 2016; effective immediately
Cathedral City, CA — Enacted January 2016; effective February 2016
Warrenville, IL — Enacted February 2016; effective immediately
Truckee, CA — Enacted February 2016; effective immediately

Berlin Township, NJ — Enacted February 2016; effective May 2016
Mamaroneck Village, NY — Enacted February 2016; effective immediately
Boston, MA — Enacted March 2016; effective immediately

Delray Beach, FL — Enacted March 2016; effective immediately
Clementon, NJ — Enacted March 2016; effective June 2016

Pine Hill, NJ — Enacted March 2016; effective immediately

Haddon Township, NJ — Enacted March 2016; effective immediately
Winslow, NJ — Enacted March 2016; effective immediately

Jackson, NJ — Enacted March 2016; effective immediately

Mount Pleasant, NY — Enacted March 2016; effective immediately
Collingswood, NJ — Enacted April 2016; effective immediately
Audubon Park, NJ — Enacted April 2016; effective immediately

Indio, CA — Enacted April 2016; effective immediately

La Quinta, CA - Enacted April 2016; effective May 2016
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Mount Ephraim, NJ — Enacted April 2016; effective immediately
Barrington, NJ — Enacted April 2016; effective immediately
Philadelphia, PA — Enacted April 2016; effective July 2016

Ottawa, Ontario (Canada) — Enacted April 2016; effective immediately
Berlin Borough, NJ — Enacted April 2016; effective immediately

East Brunswick, NJ — Enacted April 2016; effective May 2016
Gloucester City, NJ — Enacted April 2016; effective July 2016

Carlsbad, CA — Enacted May 2016; effective June 2016

Chesilhurst, NJ — Enacted May 2016; effective August 2016
Greenwich, NJ — Enacted May 2016; effective June 2016

Pennsauken, NJ — Enacted May 2016; effective June 2016

Mesquite, NV — Enacted May 2016; effective June 2016

Clayton, NJ — Enacted May 2016; effective August 2016

Hollywood, FL — Enacted June 2016; effective December 2016

Colton, CA — Enacted June 2016; effective July 2016

Beverly, NJ — Enacted May 2016; effective immediately

Mantua, NJ — Enacted May 2016; effective immediately

Gibbsboro, NJ — Enacted June 2016; effective September 2016

Little Ferry, NJ — Enacted June 2016; effective September 2016
Wyckoff, NJ — Enacted June 2016; effective immediately

Washington Township (Gloucester County), NJ — Enacted June 2016; effective July 2016
Lindenwold, NJ — Enacted June 2016; effective immediately
Hackensack, NJ — Enacted June 2016; effective September 2016
Bordentown, NJ — Enacted June 2016; effective immediately

Hi-Nella, NJ — Enacted June 2016; effective September 2016

Mount Holly, NJ — Enacted July 2016; effective October 2016

Pitman, NJ — Enacted July 2016; effective October 2016

Camden City, NJ — Enacted July 2016; effective August 2016
Maywood, NJ — Enacted July 2016; effective immediately

Solana Beach, CA — Enacted July 2016; effective immediately

East Rutherford, NJ — Enacted July 2016; effective October 2016

St. Petersburg, FL — Enacted July 2016; effective immediately

Union City, NJ — Enacted July 2016; effective immediately

Glen Rock, NJ — Enacted July 2016; effective October 2016
Woodlynne, NJ — Enacted July 2016; effective October 2016
Woodcliff Lake, NJ — Enacted August 2016; effective immediately
Saddle Brook, NJ — Enacted August 2016; effective November 2016
Washington Township (Burlington County), NJ — Enacted August 2016; effective immediately
Key West, FL — Enacted August 2016; effective immediately

Miramar, FL — Enacted August 2016; effective immediately

Rye Brook, NY — Enacted August 2016; effective immediately

Upper Saddle River, NJ — Enacted September 2016; effective immediately
Portland, ME — Enacted September 2016; effective immediately
Eatontown, NJ — Enacted September 2016; effective December 2016
Swedesboro, NJ — Enacted September 2016; effective December 2016
Ridgefield, NJ — Enacted September 2016; effective December 2016
Fanwood, NJ — Enacted September 2016; effective immediately
Fairview, NJ — Enacted September 2016; effective December 2016
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Wallington, NJ — Enacted September 2016; effective immediately
Yorktown, NY — Enacted July 2016; effective immediately

New Milford, NJ — Enacted September 2016; effective immediately
Palm Beach County, FL — Enacted September 2016; effective November 2016 (applies only to new pet
stores as of 10-1-16)

Hamilton, NJ — Enacted September 2016; effective October 2016
Oakville, Ontario (Canada) — Enacted November 2015; effective immediately
Ridgewood, NJ — Enacted October 2016; effective November 2016
Edgewater, NJ — Enacted October 2016; effective January 2016
Woodbury Heights, NJ — Enacted October 2016; effective immediately
Cambridge, Ontario (Canada) — Enacted October 2016; effective immediately
Marlboro, NJ — Enacted October 2016; effective January 2017

Fair Lawn, NJ — Enacted October 2016; effective immediately

Port Chester, NY — Enacted October 2016; effective immediately
Ocean, NJ — Enacted October 2016; effective November 2016

Safety Harbor, FL — Enacted November 2016; effective immediately
North Arlington, NJ — Enacted November 2016; effective immediately
Watchung, NJ — Enacted November 2016; effective immediately
Frenchtown, NJ — Enacted December 2016; effective March 2017
North Las Vegas, NV — Enacted December 2016; effective immediately
Palisades Park, NJ — Enacted December 2016; effective immediately
Union Beach, NJ — Enacted December 2016; effective immediately
Cliffside Park, NJ — Enacted December 2016; effective immediately
Stratford, NJ — Enacted February 2017; effective May 2017

San Francisco, CA — Enacted February 2017; effective March 2017.
Burlington, NJ — Enacted February 2017; effective March 2017
Bradley Beach, NJ — Enacted January 2017; effective immediately
Haddonfield, NJ — Enacted February 2017; effective March 2017
Bound Brook, NJ — Enacted February 2017; effective immediately
Livingston, NJ — Enacted March 2017; effective June 2017

Holmes Beach, FL — Enacted February 2017; effective immediately
Roseville, MN — Enacted March 2017; effective September 2017
Canton, GA — Enacted March 2017; effective immediately

Franklin, NJ — Enacted March 2017; effective June 2017

Manalapan, NJ — Enacted April 2017; effective immediately

Scotch Plains, NJ — Enacted April 2017; effective immediately

Lodi, NJ — Enacted April 2017; effective immediately

Secaucus, NJ — Enacted March 2017; effective immediately

East Newark, NJ — Enacted April 2017; effective July 2017

Stoneham, MA — Enacted May 2017; effective immediately

Roselle Park, NJ — Enacted May 2017; effective immediately
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City of Bainbridge Island
City Council Agenda Bill

CITY OF
BAINBRIDGE ISLAND

PROCESS INFORMATION

Subject: 7:25 PM Olympic Drive Project Update on Tree Retention, AB 14-023 ||Date: 6/6/2017
- Public Works (Pg. 42)

Agenda Item: UNFINISHED BUSINESS Bill No.: 14-023 |

Proposed By: Barry Loveless Referrals(s):

|BUDGET INFORMATION
|Department: Public Works HFund:
|Expenditure Req: $120,000 “Budgeted? No ||Budget Amend. Req? Yes

IREFERRALS/REVIEW
|: ”Recommendation:
|City Manager: Yes ”Legal: Yes ||Finance:

DESCRIPTION/BACKGROUND

The Olympic Drive Non-Motorized Transportation Improvement project is proposed to widen the existing
right-of-way by 30 feet, which will require the removal of trees, underbrush, and invasive plants. The original
drawings show the proposed tree removal and replanting plans, as well as an arborist report completed prior
to completion of project plans.

Upon review of the design drawings, several members of the public as well as City Council members
expressed concerns about the proposed removal of several large trees at the edge of the proposed
construction area. In response to these concerns, the City contracted for a more detailed arborist evaluation,
which is attached.

The new arborist report found that the project could be constructed as designed with some minor
modification of clearing limits and construction procedures. The primary threat to the significant trees
identified in the report is the proposed relocation of power poles for PSE.

Since receiving the report, the City has been working with PSE to design the under-grounding of the power
lines. The additional work to design and construct the power under-grounding project is estimated to cost an
additional $120,000 to the overall project budget.

RECOMMENDED ACTION/MOTION
I move that the City Council authorize the Public Works Department to proceed with the design and
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solicitation of bids to include the under-grounding of power for the Olympic Drive Non-Motorized
Improvements Project, and that the budget of the project be increased by $120,000.

ATTACHMENTS:
Description Type
o Arborist Report Backup Material
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Tree
Solutions Inc

Consulting Arborists

Project No. TS - 4993

Memorandum
TO: Patty Jenkins, City of Bainbridge Island, c/o Nathan Polanski, MIG|SvR
SITE: Olympic Drive (SR 305) between Harborview Drive SE & Winslow Way E
Bainbridge Island, WA 98110
RE: Olympic Drive Tree Retention Analysis — Ferry Terminal Access Road
Improvements
DATE: May 18, 2017

PROJECT ARBORIST: Scott Baker, ASCA Registered Consulting Arborist # 414
ISA Board Certified Master Arborist PN-0670B
ISA Qualified Tree Risk Assessor

REVIEWED BY: Katherine Taylor
ISA Certified Arborist PN-8022A
ISA Qualified Tree Risk Assessor

This memo documents my site visit on May 3™, 2017. Patty Jenkins from the City of Bainbridge Island
requested the site visit to assess existing trees on site; provide comments on the potential survivability
of tree numbers 525, 523, and 513 based on current design plans; and suggest design modifications to
improve tree survivability during and after construction. We were asked to provide options that could
allow the trees to be safely retained.

Observations
I met on the site with the Project Manager Patty Jenkins and also reviewed plans and details for the
project which will widen the ferry terminal access road and add sidewalks.

| assessed three trees, numbered 525, 523, 513 (Photo 1). These were originally proposed for removal
with one tree (523) to be left as a snag in a report generated by our office. Due to concerns raised by
the public we were asked to assess if there might be a way to retain the trees.

The trees are growing in an area that is currently forested and managed by the parks department.
Several trails exist onsite, including one with a sign noting that it connects to town. The area has heavy
invasive plant cover, including invasive ivy (Hedera spp.) and some Himalayan blackberry (Rubus
bifrons), which is currently being managed in an attempt to restore the native vegetative cover.

We performed root crown examinations to determine the location of large roots and used a soil probe
to estimate potential root depth.

Tree 525 is a Douglas-fir (Pseudotsuga menziesii) tree that is 95 feet tall and has a Diameter at Standard
Height (DSH) of 31.5 inches. This tree has a live crown ratio (LCR) of approximately 70 percent and an

2940 Westlake Ave N #200 - Seattle, WA 98109 - Phone 206.528.4670
www.treesolutions.net
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Memo: MigSvR — Bainbridge Ferry Terminal, Olympic Drive Tree Retention Analysis
Date: May 18, 2017 pg. 20of7

average drip line of approximately 20 feet. The tree has large structural roots extending to the
northeast, northwest, southwest. The leader of this tree is not intact and has a flat crown.

Tree 523 is a Douglas-fir that is 110 feet tall and has a DSH of 36.2 inches. This tree has an LCR of
approximately 64 percent and an average drip line of approximately 22 feet. The tree has large
structural roots extending to the northwest, southwest, and southeast.

Tree 513 is a Douglas-fir that is 125 feet tall and has a DSH of 34.6 inches. This tree has a LCR of
approximately 68 percent and an average drip line of approximately 25 feet. The tree has large
structural roots extending to the northeast and southeast.

A retaining wall is proposed to fall within the drip lines of these trees to accommodate the widened
ferry terminal access and sidewalk. The proposed retaining wall would be a standard block wall
approximately 2 to 8 feet tall. It is proposed to be installed within approximately 1 to 10 feet of the
trees. The wall would require a crushed rock base of 24 inches.

We used a soil probe to determine that the soil depth which could support trees roots is approximately
40 inches or greater, to the north side of the subject trees (Photo 2).

The retaining wall, near tree 525, would be approximately 2 feet tall. This which would require minimal
amount of cut and fill. The wall would be installed approximately 1 foot from the base of the tree. A
nearby utility structure would also be relocated and require that a 2 inch conduit be trenched in within
the drip line of the tree.

The retaining wall, near tree 523, would be approximately 5 to 6 feet tall and 10 feet away from the
base of the tree. Near tree 513, the retaining wall would be approximately 8 feet tall and 6 feet away
from the base of the tree.

The existing utility poles which support three phase power are also planned for relocation near to or
within the canopies of the subject trees. Plans show unconfirmed locations of the overhead utility lines
south of the proposed retaining wall.

Discussion

There is apparently considerable interest in trying to retain the three large Douglas-fir trees. Trees 525,
523, and 513 may be possible to retain if the wall can be built over the existing roots, and the utility line
conflict can be resolved. The type of wall being used is ideal for attempting to save the trees.

Given the soil volume as well as the type, height, and location of the wall, | believe the root systems of
these trees would have sufficient room for growth without impacting the wall. Additionally, the material
specified to raise the grade is quite porous and would be placed in lifts which may allow the root system
to survive, however, some impact is likely.

Retaining the trees would require that the root systems of the trees be minimally impacted. Based on
our inspection, | believe there will be a few large roots that extend under the wall to the north. No large
structural roots should be severed along the area where the base material for the wall is placed. Any

2940 Westlake Ave N #200 - Seattle, WA 98109 - Phone 206.528.4670
www.treesolutions.net
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Memo: MigSvR — Bainbridge Ferry Terminal, Olympic Drive Tree Retention Analysis
Date: May 18, 2017 pg. 3of7

removal of adjacent trees and vegetation should be done with care to reduce impact to the retained
trees. Excavation and root pruning should be monitored and assessed by a qualified arborist.

| recommend working with the Puget Sound Energy (PSE), to locate utility poles in a manner that
minimizes impact to the subject trees to the greatest extent possible. As currently shown on the

proposed plans, the utility lines will be in conflict with the trees. Consider altering the path of the
overhead lines to the north or cross over to the north side of the street.

If the current pole locations cannot be moved then the only option would be to leave all three trees as
wildlife snags.

Prior to construction | recommend digging an exploratory trench along the south edge of the proposed
retaining wall to the depth of the crushed rock base. This will provide more information on the location
of structural roots and potential impacts to the trees. The project engineer may need to assess potential
impacts to the retaining wall of leaving roots in place.

Throughout construction the retained trees should be monitored for symptoms of decline. If trees begin
to show significant symptoms of decline, including dieback in the canopy and/or formation of fungal
fruiting bodies, they should be assessed again by a qualified arborist. If decline occurs, the trees may
require shortening, using live wildlife snag style pruning, to push them into a shorter flat topped form.
This treatment should allow the trees to remain stable for a long time. If the roots left beneath the new
wall decline and rot, the trees may eventually have an elevated risk of failure away from the road.

If necessary, the structural stability of the retained trees can be assessed using the Statics Integrated
Assessment (SIA) method or “pulling test”. This system applies a load to the tree and uses sensors to
assesses the breaking safety and root stability of the tree. If the assessment finds that the trees have
become unstable, they could be shortened again to leave dead wildlife snags along the edge of the
forest. This would provide some protection the other retained trees on site. On the proposed plans one
tree is currently shown to be left as a snag in order to protect an adjacent tree.

In addition, we looked at a group of red alder trees (Alnus rubra) along the west edge of the site. |
recommend pruning the lower branches on trees number 501 and 502 to provide clearance for the
garden area to the north and reduce risk to the landscape and sculptures that are present. It is not
absolutely necessary to remove these trees.

| recommend communication with the general public inform them of the tree preservation plan if you
can determine that it would be feasible. Be sure clearly communicate that the trees may be altered to
accommodate utility lines, and/or be shortened to live or dead habitat snags depending on the outcome
of construction.

This tree preservation work will not conform to current best practices for tree retention which would
require a substantial undisturbed area of 1 foot per inch trunk diameter, in the area where the project
will cover. Based on my experience, | believe the trees have fair chance of surviving for many years if
the project team is willing to try. | do believe they will be impacted and the likelihood that they would
need to be altered with pruning is high.

2940 Westlake Ave N #200 - Seattle, WA 98109 - Phone 206.528.4670
www.treesolutions.net
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Memo: MigSvR — Bainbridge Ferry Terminal, Olympic Drive Tree Retention Analysis
Date: May 18, 2017 pg. 4of 7

To retain trees 525, 523, and 513, | recommend updating the construction documents to require the
contractor use the following construction methods and specifications:

Update plans to show tree numbers and retained trees.

Prior to construction, dig an exploratory trench along the south portion of the proposed
retaining wall to locate structural roots. The trench should be dug by hand. A qualified arborist
should be on site to assess the uncovered roots.

Prior to construction, remove invasive plants and apply a 6 inch layer of wood chip mulch over
soil within the tree protection area.

In areas where silt or tree protection fencing is installed, do not trench to bury fencing
materials, use straw wattles.

Remove vegetation in the demolition area with care to avoid damaging the root systems of
retained trees. Stumps should be ground and not grubbed.

Excavation for the project demolition phase should be done with a flat front bucket to strip
vegetation where fill will be placed.

Excavation for the wall footing should be done to reduce or eliminate over excavation.
Excavation should be conducted slowly with one person spotting for roots. When roots are
encountered excavation should cease and if necessary roots should be pruned with a sharp saw
making clean cuts. If there are a significant amount of roots are encountered, pneumatic air
excavation should be considered to dig the trench.

The base material for the wall should be placed over any large structural roots that are
encountered, and compacted to the required level. Do not sever large structural roots to
accommodate the base material.

Root pruning should be limited to the extent possible. All roots shall be pruned with a sharp saw
making clean cuts. Do not fracture and break roots with excavation equipment. Root cuts should
be immediately covered with burlap, soil, or mulch and kept moist.

Have a qualified arborist monitor all excavation and root pruning for the wall installation; and if
necessary, the utility pole installation.

Depending on where the new power poles are installed, the trees may have to be pruned to
raise the lowest limbs on the north side to allow clearance. Conduct reduction pruning of
branches, toward the improvements, in advance of the construction to prevent damage to the
canopies and reduce the likelihood of a branches shedding onto the lines or sidewalk and road.
Other than pruning for utility lines, trees should be left intact and protected throughout
construction.

2940 Westlake Ave N #200 - Seattle, WA 98109 - Phone 206.528.4670
www.treesolutions.net
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Memo: MigSvR — Bainbridge Ferry Terminal, Olympic Drive Tree Retention Analysis
Date: May 18, 2017 pg. 50of 7

e Any pruning should be done according to ANSI-A300 standards by a well-qualified arborist. This

is vital if any reduction in height is needed as it will be important to leave the trees with a
natural appearance.

e Closely monitor trees for any decline or dieback and prune to remove dead or dying parts. Have
a qualified arborist reassess trees that are showing symptoms of decline.

Recommendations

Determine the position of the utility poles and consult with the utility to discuss retaining trees 525,
523, and 513.

Dig an exploratory trench to further assess structural roots that may be in the area of the retaining
wall. Have the project engineer assess potential impacts of retaining roots on the wall.

Adjust the plans and specifications to show that the trees will be retained.

Adjust the construction documents to include the provided tree retention specifications.

Alert the general public of the tree preservation plan and of all potential outcomes depending on
construction impacts.

Hire a well-qualified arborist to conduct any necessary pruning.

2940 Westlake Ave N #200 - Seattle, WA 98109 - Phone 206.528.4670
www.treesolutions.net
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Memo: MigSvR — Bainbridge Ferry Terminal, Olympic Drive Tree Retention Analysis
Date: May 18, 2017 pg. 6 0of 7

Photographs

Tree 513

v ‘ i T R i
Photo 2. Base of tree 523 with soil probe fully inserted on wall side of the tree, an indication that there is likely

good rooting depth.

2940 Westlake Ave N #200 - Seattle, WA 98109 - Phone 206.528.4670
www.treesolutions.net
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Memo: MigSvR — Bainbridge Ferry Terminal, Olympic Drive Tree Retention Analysis
Date: May 18, 2017 pg. 7of7

Appendix A - Assumptions & Limiting Conditions

10.

11.

Consultant assumes that any legal description provided to Consultant is correct and that title to
property is good and marketable. Consultant assumes no responsibility for legal matters. Consultant
assumes all property appraised or evaluated is free and clear, and is under responsible ownership and
competent management.

Consultant assumes that the property and its use do not violate applicable codes, ordinances, statutes
or regulations.

Although Consultant has taken care to obtain all information from reliable sources and to verify the
data insofar as possible, Consultant does not guarantee and is not responsible for the accuracy of
information provided by others.

Client may not require Consultant to testify or attend court by reason of any report unless mutually
satisfactory contractual arrangements are made, including payment of an additional fee for such
Services as described in the Consulting Arborist Agreement.

Unless otherwise required by law, possession of this report does not imply right of publication or use
for any purpose by any person other than the person to whom it is addressed, without the prior
express written consent of the Consultant.

Unless otherwise required by law, no part of this report shall be conveyed by any person, including
the Client, the public through advertising, public relations, news, sales or other media without the
Consultant’s prior express written consent.

This report and any values expressed herein represent the opinion of the Consultant, and the
Consultant’s fee is in no way contingent upon the reporting of a specific value, a stipulated result, the
occurrence of a subsequent event or upon any finding to be reported.

All photographs included in this report were taken by Tree Solutions Inc. during the documented site
visit, unless otherwise noted.

Sketches, drawings and photographs in this report, being intended as visual aids, are not necessarily
to scale and should not be construed as engineering or architectural reports or surveys. The
reproduction of any information generated by architects, engineers or other consultants and any
sketches, drawings or photographs is for the express purpose of coordination and ease of reference
only. Inclusion of such information on any drawings or other documents does not constitute a
representation by Consultant as to the sufficiency or accuracy of the information.

Unless otherwise agreed, (1) information contained in this report covers only the items examined and
reflects the condition of the those items at the time of inspection; and (2) the inspection is limited to
visual examination of accessible items without dissection, excavation, probing, climbing, or coring.
Consultant makes no warranty or guarantee, express or implied, that the problems or deficiencies of
the plans or property in question may not arise in the future.

Loss or alteration of any part of this Agreement invalidates the entire report.

2940 Westlake Ave N #200 - Seattle, WA 98109 - Phone 206.528.4670
www.treesolutions.net
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City of Bainbridge Island
City Council Agenda Bill

CITY OF
BAINBRIDGE ISLAND

PROCESS INFORMATION

Subject: 7:40 PM Electric Municipalization Feasibility Study Presentation, AB ||Date: 6/6/2017
15-183 — Executive (Pg. 51)

Agenda Item: PRESENTATIONS Bill No.: 15-183 |

Proposed By: Executive Referrals(s):

|BUDGET INFORMATION
|Department: Executive HFund: General Fund
|Expenditure Req: $100,000 “Budgeted? Yes ||Budget Amend. Req? No

IREFERRALS/REVIEW
|: ”Recommendation:
|City Manager: Yes ”Legal: Yes ||Finance:

DESCRIPTION/BACKGROUND

The City Council was approached by a local grass roots organization, Island Power, in mid-2015, with a
request to place a proposition on the ballot asking voters to authorize the City of Bainbridge Island to
establish a municipal electric utility. At its October 6, 2015, meeting, the City Council requested a plan from
the City Manager to develop and gather information about the feasibility of creating a municipal electric
utility. A report was provided to the Council at its November 17, 2015, meeting and the Council directed the
City Manager to prepare a Request for Proposals, including a scope of work for Council review.

A task force was formed to provide subject matter expertise and assist with the task of developing the RFP
and scope of work. The task force, consisting of 16 citizen volunteers, met several times to develop the
RFP and scope of work. A final draft of the RFP and scope of work is attached for Council review and
discussion.

The RFP was issued in late 2016 and several submittals were received in response. Ultimately, D. Hittle &
Associates (DHA) was selected to conduct the feasibility study. The task force met with DHA to kick off
the study and in several follow-up meetings to review the first draft report. A revised draft report has been
completed. Representatives from DHA will attend the Council's June 6, 2017, meeting to provide an
overview of the revised report and to answer questions.

RECOMMENDED ACTION/MOTION
Informational.
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|A motion providing the City Manager with direction for next step(s) will be necessary. |

ATTACHMENTS:

Description Type
o Feasibility Study - Clean Backup Material
o Feasibility Study - Marked Backup Material
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Executive Summary

Introduction

The City of Bainbridge Island, Washington (City) retained D. Hittle & Associates, Inc. (DHA) in
2016 to conduct an electric utility municipalization feasibility study. The study is intended to
provide a review of the technical and economic issues related to the establishment of an electric
utility owned and operated by the City or another public entity. Electric service is presently
provided to the residents and businesses on Bainbridge Island by Puget Sound Electric (PSE), a
privately-owned electric utility headquartered in Bellevue, Washington. This report summarizes
the results and findings of the feasibility study. The law firm of Gordon Thomas Honeywell
assisted DHA in the preparation of certain portions of this report.

In general, the concept of establishing a municipal electric utility would involve acquisition of the
existing distribution and transmission system in the City, contracting for a supply of electric power
and establishing the capability to operate and maintain the electric system. Although most electric
utilities retain their own staff to operate their respective systems many operation and maintenance
functions can be performed by contractors if desired.

Consumer-Owned Electric Utility Options

Consumer-owned electric utilities, often referred to as public power utilities, are common in the
Pacific Northwest and across the United States. They provide all functions of electric service and
are directed by board members, commissioners or city council members generally elected from
within the service area of the utility. As such, local control is a significant element of public power
utilities.

Public power utilities provide electric service at cost and are not-for profit and do not pay federal
income taxes. They generally have access to loans at tax-exempt interest rates or to loans provided
by the federal government at low interest rates. Public power utilities also have preference over
private utilities in purchasing power generated at federal hydroelectric resources. In the Pacific
Northwest, this is a significant benefit in that most public power utilities, other than those with
significant generating resources of their own, purchase all, or nearly all, of their power supply
requirement from the Bonneville Power Administration (BPA), a federal power marketing agency.
BPA’s wholesale price of power is relatively low compared to the cost of power from new
generating resources.

The three primary forms of consumer-owned electric utilities are municipal utilities, cooperative
utilities and public utility districts (PUDs). Each of these utility types have certain benefits and
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drawbacks. For the purpose of this analysis, the municipal electric utility option has primarily
been evaluated.

Electric Facilities on Bainbridge Island

The electric facilities located within the City include transmission lines, substations, overhead and
underground distribution lines, poles, transformers, vaults, service drops, meters, streetlights,
right-of-ways and ancillary distribution system facilities. There are three substations on the island
that transform power from transmission voltage to the primary distribution voltage. PSE’s
transmission system on Bainbridge Island consists of approximately 14 miles of 115-kilovolt (kV)
overhead transmission lines that connect to PSE’s transmission system on the Kitsap Peninsula
side of Agate Pass.

PSE indicates that there are 307 miles of distribution lines on Bainbridge Island of which 165 miles
are underground. The overhead and underground lines are a mixture of three, two and single phase.
In addition, 22 miles of overhead distribution lines use insulated tree wire. Overhead distribution
and transmission lines are generally built with typical wood-pole construction and in some areas
the distribution lines are underbuilt on transmission poles.

There are several options that the City could take in defining the electric facilities that would be
acquired to establish a new electric utility system. It is expected that the substations, distribution
lines, transformers, services and meters would be needed for the City to own the distribution
system as required by BPA. All of the transmission lines, however, would not necessarily need to
be acquired. Instead, PSE could continue to own some or all of the transmission lines on the island
and BPA would make arrangements with PSE to deliver power over the lines to the City’s
substations.

For the purpose of this analysis, we have assumed that PSE would continue to own the transmission
lines north of the Port Madison substation. A metering system would be installed at the Port
Madison substation and this is where the new utility would take delivery of power from BPA.
From this point the new electric utility would own the substations, the radial transmission lines
between the substations, all overhead and underground distribution lines, distribution
transformers, customer services, and meters.

Estimated Cost of Acquiring Facilities

An appraisal of the value of electric facilities to be acquired by the City for its electric system has
not been conducted. Such an appraisal would rely upon a detailed description of the facilities to
be acquired and will potentially be needed if the City proceeds towards acquisition of the PSE
system on Bainbridge Island.

For the purpose of this analysis, the cost the City would pay for the acquired facilities is estimated
to be between the original cost less depreciation (OCLD) value and the reproduction cost new less
depreciation (RCNLD) value of the electric facilities, based on our knowledge of other utility
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acquisitions. OCLD is defined as the original cost of the property when it was first put into service
as a public utility, less accrued depreciation. The OCLD value is an estimate of the net book value
of property. The actual purchase price will be either negotiated or established in a court proceeding
but should reasonably be expected to be in the range between the OCLD and RCNLD values. We
have estimated the RCNLD value of the facilities proposed to be acquired at $52.1 million. The
OCLD value is estimated to be $24.0 million. These costs are for the system as it currently exists.
Any additions or improvements made to the system by PSE or required by City policy before
acquisition would need to be factored into the acquisition cost.

Estimated Number of Customers and Load Forecast

The number of customers in the City’s service territory has been estimated to serve as the basis for
estimating energy sales and overall power requirements of the municipal electric system. PSE has
indicated that approximately 12,300 electric customers are presently served on Bainbridge Island
and that the total number of electric customers served has increased about 0.7% on average per
year between 2010 and 2016.

The total annual energy requirement of the City electric system is estimated to be 220,600 MWh,
or 26.9 average MW, at present levels. The peak demand is estimated to be 67 MW based on the
assumed relationship between average and peak demand considered to be representative of an
electric utility with higher levels of electric space heat. The peak demand will potentially vary
significantly from year to year based on weather conditions and customer usage characteristics.

Financing Options and Estimated Cost of Financing

Municipally-owned electric utilities and PUD’s generally use tax-exempt revenue bonds and loans
to fund the capital costs associated with their systems. Federal tax laws generally prohibit the use
of tax-exempt loans for the funding of municipal acquisition of electric systems owned by investor-
owned or privately owned utilities. Alternatively, low interest rate financing may be available
through the federal Rural Utility Service (RUS).

For the purpose of the base case of this analysis, it is assumed that the acquisition cost of the new
utility will be financed with revenue bonds. The estimated initial financing requirement is based
on the assumption that the cost to acquire the electric facilities from PSE is two times the estimated
OCLD value of the facilities. Other costs we have included in the initial financing requirement
are the costs of installing equipment to meter wholesale power purchases at the substations,
purchase necessary vehicles and equipment, purchase materials and supplies, pay the costs of
additional warehouse and maintenance facilities that the City may need and pay initial legal,
engineering and consulting fees.

In addition to the initial costs, the fees associated with issuing revenue bonds and the establishment
of a debt service reserve fund are included. For the base case of this analysis assuming initial
acquisition at two times the OCLD value, the initial financing requirement is estimated to be $62.4
million.
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Estimated Cost of Operations

Publicly-owned electric utilities generally establish rates to recover revenues through the sale of
power sufficient to pay all operating expenses, taxes, and debt service as well as provide a margin
from which to fund renewals, replacements and additions to the system. The total of all these cost
obligations on an annual basis are referred to as the annual revenue requirement. Operating
expenses of the electric system will include purchased power, purchased transmission services,
transmission and distribution system operations and maintenance (O&M), customer accounting,
and administrative and general expenses. It is expected that the City will initially either contract
for O&M services and/or hire its own staff to perform some or all of these functions.

The most significant annual operating expense that the City’s electric system will incur is the cost
of wholesale power. Upon fulfillment of certain criteria primarily related to establishing
ownership of its distribution system, the new utility will be entitled to purchase power from BPA
as a preference customer. The City electric system can reasonably expect to purchase a significant
portion, if not all, of its power supply from BPA at the priority firm power rate, also referred to as
the Tier 1 power rate.

The annual revenue requirements have been projected for the first twenty years of City electric
system operation. Electric system operation is assumed to begin in 2021. Annual costs include
the costs of power and transmission, transmission and distribution O&M, customer accounting,
administrative and general expenses, taxes, debt service and an amount for renewals, replacements
and additions to the system. Debt service is estimated to be a significant cost component of the
overall revenue requirement.

For the base case, the first year annual revenue requirement is estimated to be 11.8 cents per kWh.
This is the average unit revenue needed to pay all costs of the system. Average revenue
requirements are not specific rates. Rates will need to be adopted by the governing board of the
City electric system. Rates would need to be established that would reflect the actual cost to serve
certain customer classifications (i.e. residential, small commercial, large commercial).

Estimated Net Benefits

The estimated annual revenue requirements for the City electric system have been compared to the
estimated charges for electric service from PSE to evaluate the net benefits that electric consumers
on Bainbridge Island would realize with the City electric system. With a public power utility the
benefits are long-term in that they are realized far into the future. For a new utility with a fairly
high initial investment, the full level of benefits may not be realized until the initial loans are
repaid, paid down or refinanced. Although an estimation of net benefits in the first twenty years
of new utility operation are presented in this analysis it is important to acknowledge that benefits
would typically be greater in the future.

The estimation of revenue requirements for the new City electric system have been developed
based on the assumptions and variables defined in this report. We are unaware of any detailed
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projections of future PSE electric rates so for the purpose of this analysis, an estimate of PSE’s
charges for electric service has been made based on a review of historical changes in PSE rates.

The estimated cost of electric service with the City electric system is estimated to be slightly lower
than the cost of service from PSE. In the assumed first year of operation, 2021, it is estimated that
the average cost of electric service from the City system would be about 0.07 cents per kWh or
0.6% less than would be charged by PSE in that year. By 2030, the annual savings are estimated
to be about 1.4%.

Over the first ten years of operation, electric consumers in the City are estimated to pay in total
approximately $358,000 less per year on average for electric service with the City system than
they would with continued service from PSE. Over the second ten years of operation (years 11-
20), the average annual reduction in total electricity payments is estimated to be $1,021,000. Over
the first twenty years of operation of the City electric system, the average annual savings in
payments for electricity is estimated to be 1.8% less when compared to the estimated costs of
service from PSE.

Alternative assumptions to the analysis would result in different results. Key variables include the
estimated cost of acquisition, the estimated cost of financing and assumed increases in the number
of electric customers served and load growth on Bainbridge Island. The net benefits of City service
using alternative assumptions have been estimated and indicate that the purchase price and the cost
of financing are significant variables. As an example of the results of one of the alternative cases
evaluated, if the initial acquisition price of the facilities was 1.35 times OCLD and low-cost
financing was obtained through the federal RUS, the first year average revenue requirement of the
City electric system is estimated to be 11.0 cents per kWh and the net savings in the cost of
electricity over the first ten years of operation are estimated to average $2,126,000 per year.

It is important to note that if so desired, a public power utility can set its rates to recover additional
revenue to fund investments in expanded energy efficiency programs, development of alternative
generating resources and improvements to the electric system, among other things.

Other Factors

An important advantage of a City electric utility is local control. This is especially true when it
comes to socially responsible initiatives. That is, the City will be in better touch with the needs of
its residents than almost any other organization and can adjust programs for the unique mix and
needs of Bainbridge Island residents and businesses.

A number of opportunities related to a municipal electric utility exist such as the potential to
develop and finance a City-owned high-speed broadband network to serve residents and
businesses. There are also many opportunities for promoting and assisting in the expansion of
energy efficiency programs in the community. A variety of non-economic benefits and synergies
are presented in this report.
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Reliability of electric service is a critical issue for electric consumers in the City. Tree-trimming
and vegetation management are significant issues and will continue to be important activities for
either PSE or a City electric system in the future. Undergrounding of certain overhead distribution
lines can also be used to improve reliability of service. PSE has indicated that it is planning to
install additional tree wire and place sections of overhead line underground in certain locations on
Bainbridge Island to improve reliability.

PSE offers a green power program and several energy efficiency programs. Residents and
businesses in the City have taken advantage of these programs and it will be important for the City
electric system to continue with such measures. The City electric system can enhance programs
of this type and structure them to the best interests of the community. Public power utilities
throughout the Pacific Northwest offer energy efficiency programs funded partly by BPA and
partly through their own revenues. The City electric system can pursue development of renewable
energy projects either on its own or jointly with other utilities. As such, the type of renewable
energy projects developed can be more focused on the needs of the community and the location of
renewable resources can potentially be established to be close to the City.

The greenhouse gas (GHG) emissions intensity attributed to full requirements customers of BPA
are significantly less than the GHG emissions intensity attributed to PSE. This is due to BPA’s
fuel mix being about 85% hydroelectric. A significant portion of PSE’s GHG emissions are
produced by the Colstrip coal-fired power plant in Montana. PSE plans to close Colstrip Units 1
and 2 by 2022. It is not known what resources will be obtained by PSE to replace the output of
the Colstrip plant, but some of the replacement generation may be from natural gas-fired power
plants. Serving the City load with BPA power would reduce the amount of additional power
generation PSE would need to acquire to replace Colstrip output.

Some of the risks associated with pursuing a City electric system would initially include
uncertainty with regard to facility acquisition costs and potential increases in interest rates before
long-term financing is obtained. Once in operation, the new utility would need to establish electric
rates that would produce revenues sufficient to pay the costs of operation. All electric utilities are
subject to changing conditions in regulations, power costs, labor costs and the costs of materials
and equipment that can put upward pressure on rates over time. Changing demographic and
economic conditions as well as customer demands for power can affect the revenues of an electric
utility as well, both positively and negatively. Also, the risks associated with natural disasters
could have more of an impact on a local City electric system. The City electric system would need
to acknowledge all of these factors, among others, in its ongoing governance of its electric system.
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Next Steps

The primary actions to be taken at this time include reviewing and revising the feasibility report,
and determining if further action towards establishment of a consumer owned utility is desired.
Public discussion and input to the decision should be encouraged. The type of consumer-owned
utility will need to be defined as well. Discussions with the City’s legal and financial advisors
should also be conducted.

If a decision is made to pursue establishment of a utility it will be necessary to prepare for a public
referendum. For a PUD a vote must be taken in an even numbered year. For a municipal utility
the vote can be in any year. It may be necessary to prepare additional analytical materials and
information for voters. Informational meetings in the community should be conducted.

Activities that will follow public approval will include conducting detailed discussions with BPA
regarding power supply, transmission and interconnection contracts and issues. Discussions with
PSE will also need to be conducted regarding the negotiations for acquiring the electric facilities.
As the process progresses, discussions with vendors, contractors and others that will be needed to
assist the new utility in its initial operation will need to be conducted.

Changed Conditions

This report summarizes the information, methodologies and assumptions used in the development
of our analysis. Alternative assumptions could provide different results. The underlying factors
from which the basic information and assumptions are derived are subject to change. In addition,
the issues associated with the ownership, operation, administration and regulation of electric
utilities in the United States are constantly changing. As such, the results of this study are subject
to change and adjustments to the analysis may be needed in the future to determine the impact of
changing conditions.
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Introduction

Introduction
Background

The City of Bainbridge Island, Washington (City) retained D. Hittle & Associates, Inc. (DHA) in
2016 to conduct an electric utility municipalization feasibility study. The study is intended to
provide a preliminary review of the technical and economic issues related to the establishment of
an electric utility owned and operated by the City. The content of this study addresses issues
defined in the scope of work agreed to between the City and DHA. This report summarizes the
results and findings of the feasibility study. The law firm of Gordon Thomas Honeywell assisted
DHA in the preparation of certain portions of this report.

Although the primary focus of the study has been to evaluate the feasibility of establishing a
municipal utility, other forms of consumer-owned utilities such as a public utility district or an
electric cooperative have been evaluated. Additional information has been provided regarding
whether or not establishing a municipal utility would open up currently unavailable opportunities
for local control over energy sources serving Bainbridge Island that could foster economic
development, decrease greenhouse gas emissions, increase system reliability and improve power
quality.

Electric service is presently provided to the residents and businesses on Bainbridge Island by Puget
Sound Electric (PSE), a privately-owned electric utility headquartered in Bellevue, Washington.
PSE has indicated that approximately 12,300 electric customers are served in the City. Electric
facilities on Bainbridge Island include about 14 miles of 115-kilovot (kV) overhead transmission
lines, three distribution substations and 307 miles of distribution lines of which 165 miles are
underground. Power is delivered to Bainbridge Island from PSE’s transmission network in Kitsap
County and beyond by means of overhead transmission lines at Agate Pass. This overhead
transmission crossing is essentially new having been rebuilt in 2014. PSE provides electric service
in the City pursuant to a fifteen year franchise agreement that expires in 2022 (Ordinance No.
2007-11).

In general, the concept of establishing a municipal electric utility would involve acquisition of the
existing distribution and transmission system in the City, contracting for a supply of electric power
and establishing the capability to operate and maintain the electric system. Although most electric
utilities retain their own staff to operate their respective systems many operation and maintenance
functions can be performed by contractors if desired. PSE uses a contractor to perform most of
the maintenance work on its system.

As a “publicly-owned” electric utility, if established and after meeting certain criteria, the City’s
municipal electric utility would be able to purchase electric power from the Bonneville Power
Administration (BPA) at BPA’s most favorable rate. BPA is a federal agency that markets the
power from the federal Columbia River power system. Most of the publicly-owned electric utilities
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in the Pacific Northwest purchase most or all of their power supply from BPA. BPA also operates
an extensive transmission system in the Pacific Northwest and delivers power to its customers.

In preparing this feasibility study we have reviewed the existing electric facilities in the City,
identified the facilities that the City would need to establish electric service as a City electric
system, estimated the costs to acquire these facilities and estimated that costs to operate, maintain,
manage and administer an electric utility. Total power requirements in the City were estimated to
determine how much power would need to be purchased. The annual revenues that the City
electric system would need to collect for electric service to pay the costs of electric service have
been estimated for several years into the future. This revenue requirement has been used to provide
an estimate of electric rates the City system would charge. Comparing these estimated rates to
those estimated for PSE provides an estimate of the net benefits or costs of the City electric system.

There will be many decision points if the City moves toward establishing an electric utility.
Changes in the basic economic and technical factors and assumptions used in this analysis should
be evaluated as they become known. Public input to the concept is also important. If it is
determined that the City wants to proceed towards establishment of an electric utility, the next
major steps will be to conduct discussions with BPA regarding a power purchase and transmission
services contract, determine through negotiation or litigation what facilities will be acquired from
PSE and what price will be paid for the facilities, determine what additional facilities should be
constructed, arrange for financing, implement an organizational start-up plan and retain necessary
staff, equipment and materials to provide service.

A key schedule constraint to providing electric service will be BPA’s notice period related to
obtaining a power sales contract for a new utility. A full requirements purchase of BPA wholesale
power at BPA’s lowest Tier 1 rate would normally take approximately three years depending on
when the application is made relative to the BPA rate cycle. Tier 2 power could be purchased
prior to that, however.

As a point of reference on the time required to establish an electric utility the experience of the
most recently formed electric utility in the state, Jefferson County PUD, can be considered. The
voters of Jefferson County authorized the Jefferson County PUD to provide electric service in
November 2008. Jefferson County PUD negotiated with PSE on the purchase of assets and began
providing electric service in April 1, 2013. This represents a planning and implementation period
of approximately 53 months. Of this time approximately 19 months elapsed prior to the signing
of an asset purchase agreement with PSE. The City of Hermiston, Oregon undertook an initial
feasibility study related to providing municipal electric service in 1996. The acquisition of electric
facilities from PacifiCorp was negotiated and the City began providing electric service on October
1, 2001, representing about a five year period in preparation of providing service.
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Study Methodology

Most of the data used in the study is from publicly available reports and other sources. The City
requested certain information from PSE in October 2016 and a limited amount of requested data
was provided by PSE. Other information comes from public records associated with PSE, Kitsap
County, the State of Washington Department of Revenue, the Washington Ultilities and
Transportation Commission, and selected statistics on electric utilities compiled by the
Washington PUD Association and the Northwest Public Power Association, BPA, etc. Information
regarding financing options and costs was obtained from financial advisors involved with the
financing of electric utility systems.

PSE provided an estimate of the total number of customer accounts served in the City. The total
power requirements of the electric customers in the City at the present time have been estimated
based on typical energy consumption values for PSE customers as found in recent FERC Form 1
filings for PSE.

For the purpose of this study, the determination of electric facilities to be acquired was based on a
cursory field examination of PSE’s transmission and distribution system in the City. The length
of transmission lines and the number and capacity of substations were derived from observations
and maps of the City. The estimated costs of transmission lines, distribution lines, service drops,
meters and other distribution facilities, were developed using estimated unit costs based on our
experience with similar utility systems.

Should the City decide to move forward in the development of a municipal utility, a much more
detailed assessment of electric facility quantities and costs would need to be derived in subsequent
studies and analyses. Ifthe development of the City’s electric utility proceeds and access to PSE’s
customer sales and facility inventory records can be obtained, a detailed inventory and age
identification of various PSE assets within the City would potentially be developed.

The estimated costs the City would experience for power purchases, system operation and
maintenance, customer accounting and administration included in the analysis have been based on
representative costs experienced by other publicly-owned electric utilities in the Pacific Northwest.
It is assumed that the City would conduct its own billing and accounting activities and would
provide in-person customer service for bill paying, hookup requests and other services. These
billing and accounting functions could be integrated with other City functions. In addition to
operating expenses, annual debt service payments and funds for annual capital improvement
expenditures were included in the projected revenue requirements
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Consumer-Owned Electric Utility Options

Consumer-owned electric utilities, often referred to as public power utilities, are common in the
Pacific Northwest and across the United States. They provide all functions of electric service and
are directed by board members, commissioners or city council members generally elected from
within the service area of the utility. As such, local control is a significant element of public power
utilities'.

Public power utilities provide electric service at cost and are not-for profit, and with the exception
of cooperatives do not pay federal income taxes. They generally have access to loans at tax-exempt
interest rates or to loans provided by the federal government at low interest rates. Public power
utilities also have preference over private utilities in purchasing low cost power generated at
federal hydroelectric resources. In the Pacific Northwest, this is a significant benefit in that most
public power utilities, other than those with significant generating resources of their own, purchase
all, or nearly all, of their power supply requirement from the Bonneville Power Administration
(BPA), a federal power marketing agency.

Rates for electric service for public power utilities are established by each utility’s governing board
to collect revenues sufficient to pay operating costs, pay interest and principal on debt, and pay for
the renewal, replacement and additions to its facilities. Generally, public power utilities are not
regulated by their respective state utility commissions. In the Pacific Northwest there is significant
coordination among public power utilities to assist each other with training, group equipment
purchases, representation in wholesale rate and other regulatory issues and in emergency repairs.
Public power utilities often work together to develop jointly-owned or joint-power purchaser
generating facilities that in themselves would be too large for smaller systems.

The three primary forms of consumer-owned electric utilities are municipal utilities, cooperative
utilities and public utility districts (PUDs). Each of these utility types have certain benefits and
drawbacks. They are discussed in more detail in the following subsections.

Municipal Electric Utility

Municipally-owned electric utilities are common in Washington as well as around the country.
With a municipal electric utility, the city or town council typically serves as the governing board
for the utility and provides oversight and approval of the utility operation, establishes rates for
electric service and approves various policies and procedures. The financing authority of the
municipality is used to provide funding for the acquisition and construction of necessary electric
facilities; however, security for repayment of loans can be specifically limited to the revenues of

! The American Public Power Association (APPA) provides an overview of the benefits of municipalization in the
booklet, Public Power for Your Community, available at:
http://www.publicpower.org/files/PDFs/Summary of Public Power for Your Community.pdf
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the electric utility operation. Various administrative functions of the municipal utility, such as
billing, accounting, human resources, and financial management, are often integrated with other
municipal activities. The service area of most municipal electric utilities is reasonably consistent
with the municipal boundary. Examples of municipally-owned electric utilities include: City of
Seattle, City of Blaine, City of Sumas, City of Ellensburg, City of Tacoma, City of Ruston, Town
of Steilacoom, City of Port Angeles, City of Centralia, and the City of Richland.

Municipal utilities have condemnation authority. Some cities, such as first class or code cities,
have authority to provide retail telecommunication services.

For a municipal electric utility, planning, engineering and construction can be coordinated within
the municipality as a joint effort among the various municipal operations. This can be very helpful
with regard to comprehensive planning and in building and maintaining the electric system to
address a municipality’s broader goals. For example, undergrounding of electric lines can be
effectively coordinated with street construction or water and sewer system improvements.

An advantage of a municipal electric utility is the ability to obtain financing for most capital
expenditures at tax-exempt interest rates. A municipal utility does not pay federal income taxes
and its revenues can be used to pay the costs of certain services provided to the utility through the
municipal government. Municipal utilities are required to pay the state public utility tax and most
municipal utilities collect a local tax on power sales as well.

Although the city council serves as the governing board of a municipal electric utility, some
municipal utilities establish boards to provide more of the regular oversight of the electric utility
and formulate recommendations for the city council. These boards in some instances have been
delegated authority for certain defined decision-making, and in other instances are solely advisory
in nature. City councils are responsible for much more than the oversight of utility operations and
the use of a utility advisory or other board can be of significant assistance. More information on
the function of advisory boards is provided in the subsection entitled “Alternative Municipal
Governing and Advisory Concepts” in this report.

The time required to establish a municipal electric utility could be relatively short; however, it may
require an extended period of discussion before the city council. The time required is very much
dependent on the willingness of the incumbent utility to sell the existing electric facilities. In
Washington, RCW 35.92.070 requires approval of a majority vote of the voters of the city if the
governing body of the city deems it advisable to acquire a public utility. The vote can be conducted
at any general or special election, requires thirty days prior notice and requires a simple majority
for approval. In addition, the ordinance submitted to the voters for approval or rejection is required
to specify the proposed plan and declare its estimated cost. As such, it would be necessary to have
a fairly well established plan for the new municipal utility operation before conducting the vote.

A new municipal electric utility would need to qualify for the purchase of BPA power pursuant to
BPA’s requirements for new preference customers.
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Public Utility District

Public utility districts (PUDs) are nonprofit, consumer-owned utilities that provide electricity,
water, wholesale telecommunications and sewer service. The citizens in each Washington county
have the right to form a PUD. In Washington, there are 28 operating PUDs in 27 counties which
in total provide electric service to approximately 1,003,000 customers and water service to
approximately 122,000 customers in their respective service areas. Counties can have more than
one PUD as is exemplified with two PUDs in Mason County.

Kitsap County PUD was organized in 1940 and provides water service to approximately 14,000
customers in various locations within Kitsap County including Bainbridge Island. In 2000, Kitsap
County PUD began providing wholesale broadband telecommunication services in the county.
Kitsap County PUD does not presently provide electric service but has considered the possibility
of doing so in the past.

PUDs are governed by a board of commissioners typically consisting of three commissioners
elected from the residents of the county in which the PUD is located.

The formation of a new PUD in Kitsap County could be undertaken in conjunction with the county
government. RCW 54.08.010 provides that at any general election in an even-numbered year, the
county legislative authority may conduct an election (and on petition of 10% of the qualified voters
is required to conduct an election) to approve formation of a PUD coextensive with the boundary
of the county.? The petition must be filed with the county auditor not less than four months before
the election. Further, the form of the petition has to be submitted to the county auditor within ten
months prior to the election.

It is also permissible to establish a PUD that covers less than the entire county. In this
circumstance, a petition is filed with the county legislative authority and a hearing is held after
public notice and boundaries of the PUD will be established. If the county finds the petition
includes lands improperly or which will not be benefited by the PUD, it will change the boundaries
of the proposed PUD and fix them as it deems reasonable and that are “just and conducive to the
public welfare”.> The partial county area cannot divide any voting precincts. The election is
confined to the area of the proposed PUD. RCW 54.08.010 prohibits any PUD created after
September 1, 1979 from including any other PUD in its boundaries. As such, the existing Kitsap
County PUD would need to be reformed if a partial county PUD were to be formed for only a
portion of the county.

At the same election requesting approval to form a new PUD, there will also be held an election
of three commissioners. Ifthe proposition to form the PUD does not receive approval by a majority
of the voters, the election of the new commissioners is declared null and void.

2 Under RCW 54.08.060, the county legislative authority may also call a special election for this purpose at the
earliest practicable time, and at the request of the petitioners must do so.
3 RCW 54.08.010, Districts including the entire county or less — Procedure (Effective January 1, 2007.)
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Another PUD option would be to pursue electric service through the existing Kitsap County PUD.
Pursuant to RCW 54.08.070, any PUD which has been in existence for at least ten years and does
not currently provide electric service must conduct an election in the PUD service area to obtain
voter approval to do so. The election must be held in an even-numbered year and may be submitted
to the voters of the district by PUD commission resolution, and must be submitted to a vote based
on a petition of 10% of the voters in the PUD area submitted to the county legislative authority at
least four months prior to the election date and within 10 months before the election.

The acquisition of electric facilities from PSE by a PUD would be accomplished similar to that of
a new municipal utility, although there are a few differences outlined in RCW 54. The PUD would
have condemnation authority and could exercise this authority if an acceptable sale of the facilities
could not be negotiated. Electric service through the PUD would not need to be provided to all
county residents. A plan would need to be developed to assure reliable, cost effective service to
all county residents.

An existing PUD that establishes electric service would be viewed by BPA as a new electric utility
as far as access to preference power is concerned. As a result, the issues and timing associated
with access to BPA power would be the same for a new municipal electric utility or the existing
PUD. The PUD would also need to start a new electric utility operation similar to that of the
municipal electric utility.

Electric Cooperative

An electric cooperative is a non-profit corporation tasked with providing electric service to its
members residing in a specific service area. Revenues in excess of expenses are either reinvested
in the system for improvements and replacements or are distributed to members in the form of
“capital credits”. There are fifteen electric cooperatives* in Washington providing electric service
to approximately 158,000 member-customers. Generally, electric cooperatives provide service in
rural areas. This was the intent of the Rural Electrification Administration (REA) which was
created in 1935 to promote the extension of reasonably priced electricity to farms in areas not
served by existing electric utilities. Under the Department of Agriculture Reorganization Act of
1994 the REA was absorbed by the Rural Utilities Service (RUS). It is noted, however, that several
smaller towns and cities in Washington, including West Richland, North Bend and Gig Harbor,
are within the service areas of electric cooperatives.

Most electric cooperatives obtain low interest loans from the federal government through the Rural
Utilities Service (RUS), a government agency within the U.S. Department of Agriculture. The
low interest loans are generally only available to fund costs related to the rural portions of the
utility. This means that the costs of the urban portions of the system may need to be funded with
other sources. Electric cooperatives do not have access to tax-exempt financing like municipal
utilities and PUDs and, as a result, the average cost of capital for electric cooperatives can be

4 Includes mutual and cooperative utilities, which function much the same, headquartered in Washington. There are
also three other electric cooperatives that serve member-customers in Washington that are headquartered in Idaho.
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higher than for PUDs and municipalities. In addition to loans through the federal RUS, there are
also two lending entities, CFC and Cobank that offer lower cost loans to electric cooperatives.
Cooperatives are exempt from paying federal income tax under Section 501(c)12 of the Internal
Revenue Code.

Cooperatives are governed by a board of directors elected from the membership. The board of
directors sets policies and procedures that are implemented by the cooperative’s professional staff.
Membership in the cooperative is voluntary. An electric cooperative could be established in Kitsap
County by any group interested in doing so. To provide electric service in the area however, a
sufficient number of members would need to be identified and committed to form the base for
acquiring electric facilities, contracting for power and starting a utility operation. A cooperative
does not have condemnation authority and would need to negotiate with PSE to acquire the PSE
electric facilities.

Another alternative is to request to become part of an existing cooperative. Cooperatives do not
need to have a contiguous service territory. For example Tanner Electric Cooperative has three
service territories near Ames Lake, North Bend and Anderson Island.

Electric cooperatives, like municipal utilities and PUDs, are not regulated by the Washington
Utilities and Transportation Commission (WUTC). The WUTC has no jurisdiction over a
cooperative; however, it would be expected that the WUTC will provide some review of the
proposed transfer of electric service from a regulated utility such as PSE to the cooperative on
behalf of electric consumers.

There are no particular time requirements related to establishing a cooperative. Schedule
requirements related to acquiring a power supply would be similar to a municipal utility and a
PUD. A membership campaign would be needed and it is expected that approximately one to two
years would be needed to negotiate the purchase of electric facilities and conduct various
engineering studies.
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Comparison of Consumer-Owned Utility Options

The following table summarizes the primary differences of utility ownership options.

TABLE 1
Comparison of Consumer-Owned Electric Utility Options

Municipal LI Investor
p Utility Electric
Electric < . . Owned
Utility District Cooperative Utilit
(PUD) y
Governing Board elected by Yes Yes Yest No
local voters?
Governed locally? Yes Yes Yes No
Board meetings generally
open to the public? Yes Yes Yes] No
Accesg to tax-exempt Yes* Yes* No No**
financing?
Non-profit entity? Yes Yes Yes No
. Cost plus
Rates generally established Yes Yes Yes allowed
at cost?
return
Required to pay income No No No Yes
taxes?
Equity in electric facility
assets generally accrue to Yes Yes Yes No
customer-owners?
Access to BPA Tier 1 power Yes Yes Yes No
at preference rates?
Regulated by Washington
Utility and Transportation No No No Yes
Commission?

* Tax-exempt financing is generally not available to pay the costs of acquiring electric facilities of an existing

utility.

** Some tax-exempt financing may be available through industrial development bonds within the state volume cap.
T Governing Board is elected by Cooperative members.
1 Board meetings are generally open to cooperative members.
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Alternative Municipal Governing and Advisory Concepts

As previously mentioned, the governing body for a municipal electric utility is the city council.
As such, the city council provides general oversight of the utility, retains competent management,
makes policy decisions and sets the rates and charges for utility service. City council members
are elected by the citizens within the municipality and as a result, the governing board of the
electric utility is elected by the citizens.

Some city councils have established utility boards or utility advisory committees to provide a more
specialized oversight of the utility operation, review recommendations of utility management and
staff and advise the city council with regard to various issues related to utility policy, operation
and administration. Typically the members of a utility board are appointed by the city council.

The advisory boards have a variety of functions to perform but generally they are expected to have
regular contact with the electric utility management and the general public and assist the city
council in administering the utility, establishing policy and addressing utility-related issues of
concern to electric consumers and the community as a whole. Serving as the utility governing
board is just one of many tasks performed by a city council and a utility board or advisory
committee can remain focused on the utility business and provide significant coordination between
the utility and the city council.

Examples of utility advisory boards in Washington and Oregon include:

Tacoma Public Utilities (TPU), Public Utility Board

The five-member board oversees the operations of Tacoma's electric and water utilities, the Click!
communications operations, and industrial freight-switching railroad. The Tacoma City Council
appoints the board members and they serve five-year terms, unpaid. The board meets twice
monthly and board meetings are open to the public for public comment.

Seattle City Light, City Light Review Panel

The Seattle City Light Review Panel was created in 2010 as the successor to the City Light
Advisory Board/Committee and the Rate Advisory Committee, and combines the duties of both
groups.

The nine panel members come from City Light’s customer groups. Five members are nominated
by the mayor and four members are nominated by the city council, serving staggered three-year
terms. In 2010, the focus of the panel was to help develop a six year strategic plan for Seattle City
Light.
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City of Ellensburg, Utility Advisory Committee

There are seven Utility Advisory Committee members consisting of two city council members,
one representative from Central Washington University, two customers of one or more city utility
systems, one representative of KITTCOM and one customer of the telecommunications utility.
Committee members serve three-year terms and are not paid. The committee meets monthly.

The Utility Advisory Committee operates under the authority of the Ellensburg city code and was
created for the purpose of providing a mechanism for the city council to obtain benefits of
recommendations, advice, and opinions on those matters affecting City energy policy and
operations from a committee which may devote the resources necessary for careful consideration
of such matters and which will increase citizen participation and input to local government.

City of Port Angeles, Utility Advisory Committee

The Utility Advisory Committee gives advisory recommendations to the City Council on matters
relating to city utility policy and operation.

The Utility Advisory Committee is comprised of three City Council members, one industrial
representative, and two community representatives. The members are appointed to four-year
terms, with a limit of two consecutive terms. Members are residents of the city, except the member
representing the licensed care facilities need not be a city resident but must own or manage a
licensed care facility in the city.

Eugene Water and Electric Board (EWEB)

EWEB is chartered by the City of Eugene, Oregon to serve as the electric and water utility
providing service to the homes, businesses, schools and other customers in Eugene. In accordance
with the Eugene city charter, the citizens of Eugene elect a five-member Board of Commissioners
for EWEB. Four board members represent specific wards within the city; the fifth member is
elected "at-large" by all city voters. Each commissioner's term is four years and commissioners
volunteer their time for their work on the commission.

Commissioners hold regularly scheduled public board meetings on the first Tuesday of each
month. The opportunity for public comment is provided at each board meeting.

The EWEB example is unique in that the Board of Commissioners has governing authority
typically found with the city council for a municipal utility. Although a city council in Washington
could rely upon an advisory board for significant input, policy and operating decisions would still
need to be made by the city council.
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Acquiring Electric Facilities

If a new public power utility were to be established on Bainbridge Island it would be necessary for
the new utility to own its electric distribution system in order to purchase power from BPA as a
preference customer. It is expected that the existing electric facilities currently owned by PSE on
Bainbridge Island would be acquired or replaced by the new utility. PSE would need to be paid a
fair value for the electric facilities. To establish the value of the existing facilities the facilities
will need to be inventoried, assessed and quantified and a valuation estimate will be developed.
Engineering analysis will be needed to determine how the new utility will operate its facilities
separate from the surrounding PSE system and determine where wholesale power deliveries will
be received.

A separation plan must be prepared that could include the specification of new transmission,
distribution and operation facilities. In some cases the separation plan is implemented by
agreement over a period of time that extends beyond the ownership transfer date’.

The purchase of the electric facilities by the new utility can be relatively straightforward if both
parties are cooperative. Without cooperation, condemnation could be utilized for acquisition. A
condemnation process can be time consuming and costly, but could provide a path to municipal
electric utility formation with an unwilling seller. Overall, based on our experience with other
acquisitions we would estimate that the time needed to acquire the electric facilities would require
between one and three years, with the shorter time reflective of a relatively simple negotiated sale
and the longer period reflective of an aggressive condemnation proceeding that includes appeals.

Prior to establishing electric service in Jefferson County in 2013, Jefferson County PUD negotiated
with PSE to purchase the electric facilities in the county owned by PSE. The PUD chose to
negotiate a purchase price rather than pursue acquisition through the condemnation process. The
condemnation process could have potentially produced a lower purchase price but most likely
would have taken longer to complete. With condemnation, the price to purchase the electric
facilities is specified by the court proceedings.

The City of Hermiston, Oregon is an example of a new public power utility established in 2001
that pursued its option to condemn the electric facilities owned by PacifiCorp but eventually agreed
to a negotiated acquisition settlement.

The City has the authority to condemn the property of PSE within the City municipal boundaries.
If the City elects to condemn the property prior to forming a PUD, its authority is pursuant to RCW
35.92.050. If the City elects to form a PUD first, the PUD has authority to condemn pursuant to
RCW 54.16.020. Eminent domain proceedings are entirely statutory and the procedures for such
proceedings are set forth in Washington Revised Code Sections 8.04.005 to -8.28.070.

5 Emerald PUD in Springfield, Oregon had a net billing arrangement with Pacific Power & Light that allowed
certain customers to be served off the other utility’s lines while new facilities were constructed. The arrangement
was in effect for well over 20 years.

Page 19 REVISED DRAFT — May 19, 2017

74



City of Bainbridge Island

Electric Utility Municipalization Feasibility Study
Section 2

Electric Utility Options and Other Issues

There are two circumstances in which the City or a PUD might undertake to condemn PSE’s
facilities. If PSE is not willing to voluntarily sell the facilities, then it will be necessary to invoke
its power of eminent domain to compel the acquisition. Even if PSE is willing to negotiate and sell
voluntarily, the City may still elect to commence a condemnation action if the parties cannot reach
agreement with regard to a purchase price. Through the condemnation process the City may or
may not achieve a lower acquisition cost than it could through a negotiated sale. The City should
consider the costs, time frame, and risks of litigation when evaluating acquisition costs in the
context of a condemnation proceeding.

The estimated cost for the City or a PUD to condemn the PSE electric facilities in Bainbridge
Island is difficult to predict. But if litigation is pursued, the City should expect that the cumulative
attorneys’ fees and expert costs can be expected to be in excess of $1 million. More discussion of
attorney and consulting fees is presented in the section in this report entitled “Estimated Initial
Financing Requirements™..

Discussions with attorneys indicates that the estimated time needed to reach conclusion of
acquiring PSE’s facilities through condemnation from the date of filing the petition through trial
is between 12 and 24 months. This is exclusive of appeals. An appeal will not delay obtaining
possession of PSE’s property, provided that the City or PUD pays in full the judgment as awarded
by the jury or judge pending appeal.

Examples of Recent Public Power Utility Acquisitions in the Pacific Northwest

As previously indicated, in 2010 Jefferson County PUD negotiated to purchase the PSE electric
facilities in Jefferson County thereby avoiding the condemnation process. The negotiated purchase
price for the facilities was $103 million®. In WUTC’s order’ regarding the matter of PSE’s petition
for accounting of the proceeds from the sale of assets to Jefferson County PUD, the WUTC
indicated that the net book value or original cost less depreciation (OCLD) of the assets was $46.7
million. Based on this net book value amount, the negotiated purchase price was approximately
2.2 times the net book value. At the time, the negotiated purchase price represented approximately
$5,600 per electric customer account in the PUD service area.

In 2001, the City of Hermiston, Oregon negotiated to purchase the electric facilities in Hermiston
from PacifiCorp. The estimated purchase price was $8.1 million, estimated to be about two times
the net book value of the electric facilities. At the time, the purchase price represented
approximately $1,670 per electric customer account in Hermiston.

In 2000, the Columbia River People’s Utility District headquartered in St. Helens, Oregon,
acquired certain service territory and electric facilities owned by Portland General Electric
Company (PGE). The service area acquired in 2000 included portions in the incorporated towns

6 Actual proceeds of the sale were $109.3 million.
7 Washington Utilities and Transportation Commission, Docket UE-132027, Order 04, Service Date September 11,
2014.
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of St. Helens, Scappoose, Rainier and Columbia City that PGE had continued to serve after the
PUD began electric service in 1984. The PUD paid PGE approximately $9.5 million for the
electric distribution facilities in the acquired area in 2000, estimated to be about 1.8 times the net
book value and representing about $1,580 per electric customer account in the acquired area.

Power Supply Overview

As with most Pacific Northwest electric utilities, the most significant annual operating expense
that the City’s electric system will incur is the cost of wholesale power. For many public power
distribution electric utilities, purchased power and transmission expense typically represents 40-
60% of the annual budget. Upon fulfillment of certain criteria primarily related to establishing
ownership of its distribution system, the new utility will be entitled to purchase power from the
Bonneville Power Administration (BPA) as a preference customer. BPA principally markets the
power generated by the Federal Columbia River Power System (FCRPS), which is comprised
mostly of the hydropower generated at federal dams. The City electric system can reasonably
expect to purchase a significant portion, if not all, of its power supply from BPA at BPA’s lowest
cost of power, which is the priority firm power rate, also referred to as the Tier 1 power rate.

In addition to BPA, a number of other opportunities for near-term power supply could be available
to the City including power purchases from other utilities, independent generating facilities or
power marketers. In the future, it is expected that the City will most likely continue to purchase
power from BPA but will also be able to participate jointly with other utilities in new generation
facilities, contract to purchase power from other suppliers and construct new generating facilities
of its own including solar, wind and other renewable resources. For our initial analysis, we have
assumed that the full power requirement of the new utility is supplied by BPA wholesale power.

BPA Power Supply Contract Issues

BPA is a federal agency within the Department of Energy that markets electric power from federal
hydroelectric projects and certain other facilities to the region’s utilities. Most of the publicly-
owned electric utilities in the Pacific Northwest rely upon BPA for a significant portion of their
power supply needs. As a municipal electric utility, the City’s electric system would be able to
contract with BPA to purchase its power supply from BPA provided certain criteria are met.
Further, the City’s system should qualify to purchase the majority of its power requirement at
BPA’s lowest wholesale power rate.

One of BPA’s long standing standards for purchasing Federal power requires a customer to own
the distribution facilities necessary and used to serve such customer’s retail consumers. This
standard applies to public body, cooperative, and privately-owned utilities selling to the general
public and to federal agencies.
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In July of 2007, BPA published a Long Term Regional Dialogue Final Policy and the Record of
Decision on the policy was issued in October 2008%. The policy addressed issues necessary to
begin negotiating and offering new power sales contracts for service after 2011, defined the
products and services BPA would offer in those contracts, and described the process for designing
and establishing a tiered Priority Firm (PF) power rate methodology. In particular, the policy stated
that BPA intended to execute new long-term power sales contracts with its regional customers and
discussed in some detail service to existing and new preference customers.

The current long-term power sales contracts provide for the purchase of BPA power between fiscal
year (FY) 2012 (beginning October 1,2011) and FY 2028. A template for the existing BPA Power
Sales Contract can be found on BPA’s website’. These contracts are complex, but allow for new
preference customers, such as the City to be formed and receive power under certain terms and
conditions. The Regional Dialogue specifically references new public utilities that serve what
were previously privately -owned utility customers. BPA refers to this as “annexed loads” of new
preference customers.

A significant element of the long-term contracts BPA entered into with its public power customers
provides for tiered rates. Tier 1 power, BPA’s lowest cost wholesale firm power product, is limited
to the output of the federal system with some augmentation. Each utility has a contract high water
mark (CHWM) that is used to establish the allocation of Tier 1 power and the amount of Tier 1
power each utility can receive. The amount of Tier 1 power provided to each utility can change
throughout the contract period, which ends in 2028, and if additional power is needed utilities can
supplement their Tier 1 power allocations with Tier 2 power, power from other generating
facilities, or other power purchases. BPA will also act on behalf of a utility to make other
purchases and provide ancillary services to integrate those purchases for the utility.

BPA’s policy to serve new public power customers provides (based on current resources) for up
to 250 average megawatts of power for new customers during the current long-term contract
period. The CWHM for new customers is established as the total net requirement of the new utility
in the first year of service. Some limitations do apply, however, in that during any two-year rate
period, the amount of power available to new customers is limited to 50 average megawatts. If
necessary, individual CHWM amounts for the new utilities will be prorated down to remain within
the 50 average MW limit. If this limit is applied, the amounts not provided in the first year will
be added in the next rate period.

8 Bonneville Power Administration, Long-term Regional Dialogue Policy, Administrator’s Record of Decision,
October 31, 2008.

? https://www.bpa.gov/power/pl/regionaldialogue/implementation/Documents/docs/2016-02-

25 Conformed LF Master Template.docx

Page 22 REVISED DRAFT — May 19, 2017

77



City of Bainbridge Island

Electric Utility Municipalization Feasibility Study
Section 2

Electric Utility Options and Other Issues

Over time BPA has established certain criteria that must be met before an entity may qualify for
service from BPA!?. For a new preference customer, such as the City to comply with the existing
standards for service, it must:

1. Be legally formed in accordance with state and federal laws;

2. Own a distribution system and be ready, willing and able to take power from BPA within
a reasonable period of time;

Have a general utility responsibility within the service area;

Have the financial ability to pay BPA for the federal power it purchases;

Have adequate utility operations and structure; and

Be able to purchase power in wholesale, commercial amounts.

AN

Upon compliance with these standards for service and upon application to BPA under the
provisions of Section 5(b)(1) of the Northwest Power Act, the City will be entitled to purchase
power from BPA as a preference customer.

At the present time it is estimated that approximately 200 average MW for new public power
customers still remains in the current contract period. The only new public power utility to form
and contract with BPA during the contract period has been Jefferson County PUD, with a CHWM
just under 50 average MW. If the City were to apply for a contract with BPA and meet the
notification requirements and there are no other concurrent new utility applicants, it is expected
that the City’s full load requirement for the electric system could be established as the CHWM in
the first year of service.

The cost of BPA power to the City will be governed by the BPA Power Sales Contract and various
other BPA policies established by statute. New large loads, such as a large commercial customer,
over 10 average MW that are placed on BPA’s system may be subject to a surcharge related to the
cost of power supply, potentially at market rates that BPA may need to acquire on behalf of the
new load. In the case of the City, there are no anticipated new large loads.

For the purpose of estimating the cost of power to the City in this analysis, it has been assumed
that the City would purchase its entire power supply requirement from BPA. Under current BPA
policy and past BPA precedents, a power purchase from BPA would entail both Tier 1 power and
historically more expensive Tier 2 or market priced power. Currently market priced power is at
about the same price or in some cases lower than Tier 1 power from BPA!!. Since Tier 2 rates
have been higher than Tier 1 rates in the past, we have assumed for the analysis that BPA Tier 2
power is 15% more expensive than BPA Tier 1 power. It is estimated that Tier 2 power purchases
will represent a small portion of the overall BPA power purchase by the City electric system.

10 Bonneville Power Administration, Final Policy on Standards for Service — Administrator’s Record of Decision,
December 22, 1999.

!'In the current 2016 BPA power rate schedule for Priority Firm power, the price for short-term Tier 2 power is
indicated to be 29.72 mills/kWh for FY 2016 and 32.01 mills/kWh for FY 2017.
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BPA has indicated that it has begun discussions regarding the next contract period that will begin
in 2028. Through “Focus 2028” BPA is endeavoring to prove its cost competitiveness and remain
the power supply provider of choice for its customers. The process has involved obtaining
customer input with regard to what it means for BPA to be competitive from the customers’
perspective. It is envisioned that discussions with regard to the new power sales contracts will
begin in the early 2020s.

The following chart shows BPA’s average PF rate over the past 25 years. The average annual
increase in the PF rate between 1993 and 2017 was 2.3%. Between 2009 and 2017 the PF rate has
increased at 3.0% per year on an annual average basis. Note that the rates shown in the chart do
not include transmission charges.

FIGURE 1

Historical BPA Average Priority Firm (PF) Power Rate'?
(Fiscal Years Ending September 30)
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For its preference power customers, BPA does not identify specific resources for specific sales.
Rather, the “mix” of BPA’s power resources is used to establish the overall power product. For
its fiscal year 2015, BPA indicates that the mix of its resources by generation type was 84.5%
hydroelectric, 9.9% nuclear, 0.9% wind, 4.5% non-specified purchases and 0.2% other. Tier 2
power is purchased on the open market by BPA and is not generally identified as to source. The
nuclear energy shown in BPA’s resource mix is from the Columbia Generating Station (CGS), a
1,190 MW nuclear energy facility located about ten miles north of Richland, Washington. The
CGS began operation in 1984 and it is the only commercially operating nuclear facility in the
Pacific Northwest. Its output is provided to BPA and BPA pays the costs of operating and
maintaining CGS.

12 Source: https://www.bpa.gov/power/psp/rates/previous/historical PF.shtml
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Other Power Supply Options

Although most of the smaller public power utilities in the Pacific Northwest purchase their full
power requirement from BPA, there are many options currently available for short and long-term
contract purchases of renewable and traditional power. The City could choose to pursue some of
these options on its own or join with other utilities. Organizations such as The Energy Authority'?
(TEA) can be used to assist with acquisition and management of power supply resources.
According to TEA there are good opportunities at the present time to purchase energy from wind
farms pursuant to longer term, 10-20 year, contracts.

In addition to purchasing power from energy resources owned by others, public power utilities can
jointly develop, own and operate generation projects. Energy Northwest is an example of a joint
operating agency owned by 27 public power utilities in Washington. Among other projects,
Energy Northwest owns and operates, the Packwood hydroelectric project near Yelm, Washington,
the 1,190 MW Columbia Generating Station nuclear facility, near Richland, Washington, the 64
MW Nine Canyon Wind Project located near Kennewick, Washington and the White Bluffs Solar
Station, a solar photovoltaic demonstration project near Richland, Washington.

Transmission Requirements

The new electric utility will also require a transmission contract to transmit the power it purchases
to its distribution system. A typical public power utility would have a BPA transmission contract.
BPA offers both network integration (NT) and point to point transmission contracts. It is expected
that the new utility will obtain a network integration transmission contract with BPA, similar to
most small to medium sized BPA customers, and that in conjunction with the power sales contract,
BPA will deliver power over BPA’s and PSE’s transmission systems to a delivery point at a
substation on Bainbridge Island.

Provisions within BPA’s transmission and power sales contracts allow for a utility to transmit
power from non-federal generation resources used to meet the utility’s load above the CHWM
level over BPA’s transmission system. BPA also indicates that it regularly assists its customers
with transmission to help bring non-federal generating sources onto the system.

13 The Energy Authority is a public power owned non-profit corporation with offices in Jacksonville, Florida and
Bellevue, Washington. As a national portfolio management company they assist clients in obtaining and managing
power supply resources.
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Operational Reliability

Reliability of electric service has been indicated to be a key issue of concern to the residents and
businesses of Bainbridge Island. Based on outage statistics provided to the City by PSE, it can be
seen that tree related issues are the cause of the vast majority of customer outage minutes on
Bainbridge Island. The data indicates that there were on average, 270 distribution outages per year
between 2004 and 2015 of which approximately 50% are indicated to be caused by trees.
Unknown causes and equipment failure represents the second and third largest causes of
distribution outages. During the same period, there were about 2.5 transmission outages per year
on average, most caused by trees.

The total number of distribution customer outage minutes for all Bainbridge Island customers
between 2004 and 2015 averaged about 10.5 million minutes per year of which about 9.2 million
minutes, or 92% were tree related.

In looking at the detailed reliability information associated with Bainbridge Island, tree caused
outages dominate the amount of time that customers are without power. The biggest potential
gains in reliability will be through looking carefully at the primary cause of outages which is trees
and tree branches touching overhead power lines. Even if there are no changes in tree and
vegetation management programs, there are other things that can be done to improve reliability.

The five-year system average interruption duration index (SAIDI) benchmark is a defined term by
the WUTC. The WUTC service quality index #3 or “SAIDI-total 5-year average” is based on all
customer minutes of interruptions that occurred during the current and previous 4 years, except for
extreme weather or unusual events, divided by the average annual number of electric customers.
PSE annually reports this information to the WUTC by county. While an important statistic for
an electric utility, a more meaningful measure of service from a customer perspective includes
extreme weather or unusual events.

The outage data for Bainbridge Island provided to the City by PSE can be used to develop an
estimated “all in” tree related SAIDI-type of index for Bainbridge Island. Adding the “all-in”
customer minutes of distribution tree outage to the “all-in” customer minutes of transmission tree
outage and dividing by the number of customers provides a representative SAIDI-like statistic
related to tree outages. This “all-in” statistic does not exempt major storms or events. Performing
such a calculation yields the following:
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Average Annual Bainbridge Island Customer Outage Minutes per Customer

2016
(partial

2009 2010 2011 2012 2013 2014 2015 year)
Distribution Tree related “all-in” 517 1,844 212 115 286 494 1,082 694
Transmission Tree related “all-in” 31 483 95 168 151 214 1,084 294
Total Tree related annual average 548 2,327 307 282 437 708 2,166 989

Total all causes “all in” annual

average 655 2,497 384 392 510 819 2,336 1,110

The analysis in the above table shows that both distribution and transmission tree related outages
are significant and need to be addressed if reliability is to be improved. A further evaluation of
reported outage statistics in Kitsap County was also conducted for comparison.

In the March 29, 2016, PSE Service Quality and Electric Service Reliability filed with the WUTC
various PSE SAIDI statistics by county for the years 2013, 2014, and 2015 are shown in Appendix
K of that report. Kitsap County had the highest SAIDItotal value of any county in PSE’s system in
2015 (1,715 minutes), third highest county value in 2014 (607 minutes) and highest county value
in 2013 (324 minutes). This report shows that in 2015 the SAIDIrota for all outages in PSE’s
system was 760 minutes. Bainbridge Island tree-related outages appear to be at or higher in total
average minutes of outage than Kitsap County total average minutes of outages for each of these
years.

This identifies a number of reliability issues. First, tree-related outages in 2015 are the most
significant reliability issue on Bainbridge Island and the tree outages appear to be much higher in
terms of customer outage minutes per customer than the system-wide PSE SAIDItotal for 2015
reported in the WUTC reliability report. It should also be noted that SAIDItotal in Kitsap County
during the years 2013, 2014, 2015 seems to have been higher than average SAIDItotal outages for
PSE customers in other counties.

An obvious question is what can be done to reduce tree-related or tree-initiated outages. In 2015
transmission outages were a very large number and about half the total outage minutes (few in
number but many customers and long time span) in that year. In other years transmission outage
minutes were still significant when compared to distribution outage minutes. Tree related
transmission outage minutes are also a function of the amount of tree/vegetation management that
removes both danger trees and heavy branch growth.

Providing a looped 115-kV transmission line closing the segment between the Murden Cove
substation and the Winslow substation would improve transmission reliability, especially if either
automatic or SCADA controlled 115-kV circuit switchers or circuit breakers were used to close or
open the existing line segments. This would reduce the time that a substation would be without
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power if one of the 115-kV lines south of the Port Madison substation were faulted. PSE has
studied and defined alternatives for a new transmission connection between the Murden Cove and
Winslow substations. This transmission line was proposed to improve reliability of service and
also to expand the capacity of the Winslow substation to meet increasing power demands. The
estimated length of this line is between five and six miles. In 2010, an early estimate of the cost
of this line was indicated by PSE to be $3-$4 million. PSE estimated that the installation of this
transmission line would save 1.15 million customer outage minutes per year.

Another reliability issue related to transmission is that the two 115-kV transmission feeds from the
Kitsap Peninsula to Bainbridge Island cross over Agate Pass at the same location which could
allow for common mode failures. This limitation in power delivery to the island would be difficult
to overcome in that the cost of installing an alternative, underwater 115-kV transmission line
would be prohibitively expensive, based on our experience with the installation of submarine
power cables.

Another factor is the amount of time it takes for a maintenance crew to reach a faulted transmission
line and then patrol the line to establish the location of the fault and determine the extent of
damage. This means that the distance that the line crew travels from their service center and the
time it takes to drive that distance to get to the source of the outage can significantly increase the
customer minutes of outage. Similarly, once the crew reaches the de-energized line or substation,
it needs to visually inspect the power line to determine if other problems would prevent safely
reenergizing the overhead power line.

If there is structural damage to the line, the outage will continue for at least some customers until
repair materials and heavy equipment can be transported to the damage location. Having crews,
equipment, repair materials and heavy equipment on or near Bainbridge Island would reduce the
customer minutes of outage time. Even if the City does not form an electric utility, it might be
able to have some equipment and materials staged within the City. Traditionally most electric
utilities require their line and engineering employees to live within certain distances of their service
territory or service centers as a way of enhancing reliability. Most Pacific Northwest municipal
electric utilities have not found this to be a problem when hiring electrical workers.

Still another option is to underground power lines. While PSE does have limited underground
115-kV transmission in its system, as do other utilities in the state, it is very expensive to install
underground transmission lines. Another complication beyond expense is that underground
transmission right of ways also need to have trees and roots removed from the transmission path.
Therefore, undergrounding of transmission could result in more trees being cut than even a more
aggressive vegetation management plan for overhead transmission. Most Pacific Northwest
electric utilities try to avoid undergrounding transmission due to the high expense and instead
focus transmission reliability improvements on vegetation management and quick response to
outages. Most utilities also periodically patrol their transmission lines with thermal imaging
equipment to detect any hot spots that are indicative of an insulation problem associated with
equipment breakage. Also most utilities have aggressive pole testing programs to assess the
structural integrity of wood poles.
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The other major source of outage minutes has to do with distribution outages. Again tree related
outages are a major factor. In our economic analysis, we have included operating costs for an
aggressive tree trimming program. As with transmission, distribution reliability can be enhanced
with better vegetation management, looped or network distribution systems, undergrounding, and
reducing the time to respond and fix the causes of outages.

Distribution is also traditionally where additional causes of outages, such as animals, car-pole
accidents, and equipment failures become a noticeable portion of the outage minutes. The most
spectacular distribution outages are usually when either poles fail or when underground conductors
fail. PSE, like most utilities, has an extensive pole testing and cable injection/replacement program
to help avoid these kinds of spectacular equipment failures.

Unlike transmission, there are two other ways that some utilities will try to reduce distribution tree
related outages. Some east coast utilities use compact messenger spacer insulated cable in their
overhead distribution construction. The nearest example of spacer cable distribution construction
is on the Bangor Trident base. Spacer cable is about 20% to 40% more expensive than open bare
wire distribution lines, but has two major benefits. The first is that the messenger wire is usually
more rugged than typical tree wire and more capable of supporting tree branches. The second is
that the compact spacing of the conductors can allow all phases to be placed farther away from
trees on the road side of the pole so that a given amount of tree trimming will reduce the number
of outages when compared to standard framing bare wire or tree wire. In addition to higher cost,
some view spacer cable construction as a less aesthetically pleasing utility construction method
due to the spacers and undulating bundles of conductor. However, in certain locations it could
dramatically enhance reliability.

PSE uses tree wire on Bainbridge Island and is planning on additional tree wire installation. Some
PSE documents claim that tree wire can reduce the number (not duration) of outages by 70%.
While tree wire is used by several Pacific Northwest electric utilities in heavily forested areas, it
is not without problems. In particular if the line touches the ground, the partial insulation can
prevent typical breakers and fuses from clearing the fault and de-energizing the line. It is also
more expensive than open bare wire. Among its 2017-2018 identified improvement projects for
Bainbridge Island, PSE has several tree wire installation projects planned. These projects
primarily involve the rebuilding of existing overhead distribution segments and the installation of
tree wire. PSE has also indicated that it is planning to underground approximately two miles of
existing overhead distribution line on Blakely Avenue, estimated to occur in 2017.

Constructing additional distribution feeders to loop and or network the distribution system can also
enhance reliability. Most Pacific Northwest network distribution systems are employed only in
very high density large central cities. Open looped, operated in a radial means is a more common
rural distribution configuration.

Another substation on Bainbridge Island could allow for additional distribution feeders. These
feeders could be shorter and as a result the number of customers exposed to outages per feeder will
go down. That should reduce some of the outage minutes.
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PSE has indicated that nearly 50% of existing distribution lines on Bainbridge Island are
underground. Underground distribution lines typically reduce tree and storm outages, but most
underground distribution is susceptible to neutral corrosion and water treeing in the cable itself.
Modern underground jacketed cable typically has a design life of 40 to 50 years and this can be
sometimes extended another 20 years or more through injection of non-conducting silicon oil into
the cable to fill internal insulation trees. However, the length of time that is needed to replace
damaged underground cables is significant compared to overhead distribution lines. This is
especially true for underground cable that is direct buried as opposed to being installed in conduit.
Underground feeder construction is estimated to be three or more times as expensive as bare wire
overhead construction.

Much of Bainbridge Island’s road system is basically a rural style road with a crowned road,
drainage ditches on both sides of the road and native vegetation and trees located close in  This
makes placement of new underground distribution lines difficult, because water, telephone, cable
television, and power cables along with power vaults would need to compete for space and fit
behind the drainage ditch in the right of way. Undergrounding of overhead utilities could require
clearing of trees within the public right of way and adjacent to the drainage ditch. However, the
City in its long range road repaving plans, could include conduit runs under the pavement and
periodic electrical vaults along the side of the road for future undergrounding of overhead power
lines.

Some publicly owned electric utilities set up local improvement districts (LIDs) to pay for the
costs of undergrounding distribution lines in certain neighborhoods.

If the City were to establish an electric utility its efforts to improve reliability should be focused.
One focal point, vegetation management, will likely be a critical component. PSE has both a tree
watch program and periodic tree trimming programs. Collecting outage statistics by feeder and
comparing that to tree trimming cycles and distance to trees could help gather data for better
reliability. If certain trees are a problem they can either be removed or if that is not possible,
rerouting the power lines to another location or looking to a different framing configuration such
as tree wire or spacer cable could be pursued.

Another focal point will be the ability to provide quick restoration of power after an outage, which
may be enhanced if equipment and crews are located close to or within the City. This would
reduce the number of minutes of a typical outage. Still another focal point may be undergrounding
of overhead power lines in certain areas to further reduce outages. This does not mean that other
forms of maintenance or system design should be neglected. If the City does not form a new
electric utility, it may wish to focus its reliability discussions with PSE on what can be done to
prevent tree-related outages and/or shortening the amount of time to restore power. To prevent
tree related outages may require more information on the types of vegetation management by
circuit/location and the outages in those locations.
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If a reduction in the SAIDI or minutes of customer outage per customer is a goal, both transmission
and distribution tree-related outages will need to be addressed. This is because either can be the
majority of the SAIDIai-in minutes in a particular year.

As another point of comparison, we also examined a Snohomish County PUD Electric System
Reliability Report that included statistics from 1991 to 2015. Snohomish County is slightly north
and east of Bainbridge Island and it includes rural forested areas as well as urban and suburban
areas within its service territory.

In Appendix C of the Snohomish County PUD reliability report in Table C-1 of SAIDI, there is
data broken out by distribution, transmission, unusual weather events, declared major events and
“Overall (Everything).” The Snohomish County PUD “Overall” SAIDI is compared to the PSE
Bainbridge Island “all in” total outage minutes in the following table:

Comparison of Snohomish County PUD Overall to Bainbridge Island Total Annual Average
Customer Outage Minutes per Customer

2009 2010 2011 2012 2013 2014 2015

Snohomish County PUD “Overall
(Everything)” SAIDI (i.e. Trees and all
other causes for both transmission

and distribution) 76 114 83 116 85 229 1,390
Bainbridge Island Total All Causes
“all-in” (see previous table) 655 2,497 384 392 510 819 2,336

It can be seen from the above table that there are far more average minutes of customer outage on
Bainbridge Island than in Snohomish County PUD. Since tree related issues are the most
significant cause of outages on Bainbridge Island, vegetation management or tree trimming is the
critical reliability factor.

Snohomish County PUD performed a detailed analysis of its outages on the 20 circuits with the
greatest number of distribution outages. The PUD determined that the number of tree related
distribution outages where trees or branches are farther away than 10 feet from power lines is less
than the number of outages (by about a factor of slightly less than two) than where trees and limbs
are closer. However, what the PUD also found was that the distant tree caused outage average
customer durations (in non-major events or storms) were just slightly less (ratio of about 9 to 10)
than average customer durations caused by closer trees. The implication for Bainbridge Island is
that to improve SAIDI, trees close to the power lines as well as those more distant need to be
addressed, even though tree trimming within 10 feet of power lines is associated with the greater
number of outages.

The City should ask PSE to collect similar information by circuit so such information can be
factored into the PSE vegetation management and tree trimming programs on Bainbridge Island.
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Such information might also identify areas where distribution lines could be rerouted,
undergrounded, or constructed with alternate overhead framing techniques such as spacer wire.
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Electric System Facilities on Bainbridge Island

Electric service on Bainbridge Island is presently provided by PSE. The electric facilities located
within the City include transmission lines, substations, overhead and underground distribution
lines, poles, transformers, vaults, service drops, meters, streetlights, right-of-ways and ancillary
distribution system facilities. There are three substations on the island that transform power from
transmission voltage to the primary distribution voltage.

PSE’s transmission system on Bainbridge Island consists of approximately 14 miles of 115-
kilovolt (kV) overhead transmission lines that connect to PSE’s transmission system on the Kitsap
Peninsula side of Agate Passage. There are two transmission circuits that cross Agate Passage by
means of an overhead crossing that is essentially new, having been rebuilt in 2014. Once on the
island, the two transmission circuits separate and proceed along different routes until Hidden Cove
Road and Highway 305. From that point they are near each other along Highway 305 until they
reach the Port Madison substation located at the northwest corner of the intersection of Day Road
and Highway 305.

The Port Madison substation was originally built in 1980 and serves as a transmission switching
station as well as a distribution substation serving approximately 4,000 electric customers. Two
radial transmission lines proceed from the Port Madison substation, one to the Murden Cove
substation and one to the Winslow substation. The Winslow substation was originally built in
1960 and serves approximately 3,800 customers. The Murden Cove substation was originally built
in 1980 and serves approximately 4,500 customers. Each of the three substations has one
transformer that provides power at 12.5-kV, the primary distribution voltage, to four distribution
feeders.

The transmission connections at the Port Madison substation are indicated by PSE to have been
rebuilt in 2000. The underground getaways appear to be older. Two of the feeder getaways at the
Murden Cove substation appear to have been rebuilt with new underground cables for each circuit.
The Murden Cove substation yard is large and could accommodate a second transformer if needed
in the future. The Winslow substation is built using overhead getaways and the poles and wires
appear to have been recently replaced. Several overhead spans from the Winslow substation in
both directions use tree wire. The Winslow substation yard appears to be smaller making it
difficult to expand in the future.
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PSE indicates that there are 307 miles of distribution lines on Bainbridge Island of which 165 miles
are underground. The overhead and underground lines are a mixture of three, two and single phase.
In addition, 22 miles of overhead distribution lines use insulated tree wire. Overhead distribution
and transmission lines are generally built with typical wood-pole construction and in some areas
the distribution lines are underbuilt on transmission poles. The exception to the transmission is
the steel pole/tower crossing of Agate Passage.

The distribution system appears to be a mixture of main feeders, some of which were rebuilt in the
past few years, and many laterals and smaller feeder wire portions that are older. It was noted that
some poles along Crystal Spring Drive NE are placed in the beach with anchoring extending into
the tidal area. The distribution system appears to be designed and operated principally as a radial
system.

Proposed Facilities to be Acquired

There are several options that the City could take in defining the electric facilities that would be
acquired to establish a new electric utility system. It is expected that the substations, distribution
lines, transformers, services and meters would be needed for the City to own the distribution
system as required by BPA. All of the transmission lines, however, would not necessarily need to
be acquired. Instead, PSE could continue to own some or all of the transmission lines on the island
and BPA would make arrangements with PSE to deliver power over the lines to the City’s
substations. The City system would also need to acquire the streetlights owned by PSE.

BPA has historically even provided transmission service to and through PSE owned substations
for some of its preference customers. Examples includes BPA service to the cities of Blaine and
Sumas, both of which are served at primary voltages from PSE substations by BPA contract.

Alternatively, the new electric utility could acquire the transmission lines from the connection to
PSE’s Kitsap Peninsula transmission system at Suquamish Way NE and own the crossing at Agate
Pass and all the 115-kV lines on Bainbridge Island. Another option could be to build a new
transmission line from the Suquamish Way connection point to BPA’s closest substation at the
Bangor naval base. This line is estimated to be approximately eleven miles long and would
potentially be difficult to permit and construct. It would also only provide a single radial line to
the City’s system from Bangor presenting a potential reliability risk.

Although BPA’s customers typically take delivery of power directly from a BPA substation or
over BPA transmission lines, BPA has indicated that it could deliver power to the City’s electric
system over PSE’s transmission lines. This approach is used elsewhere in the Pacific Northwest
where a direct connection to BPA’s system is not currently available. BPA would negotiate with
PSE for the use of PSE’s transmission system to deliver power to the City system and would
compensate PSE for this service. An advantage of this approach is that PSE’s transmission system
would continue to be used in the manner it is now and PSE would receive payments for the use of
the system. PSE would, however, continue to be responsible for the maintenance and operation
of its transmission system and provide outage restoration. A Line and Load Interconnection
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Request'* will need to be made to BPA to obtain more specific information about the capability of

BPA’s and PSE’s transmission systems to serve the City system and define the specific
interconnection equipment needed.

BPA indicates that it treats transfer customers (those served over other utilities’ lines) the same as
customers connected directly to BPA’s system. If the City were to become a BPA transfer
customer it would obtain a Network Transmission (NT) agreement with BPA. As an NT customer,
the City system would pay the NT transmission charge similar to all other BPA customers with an
NT agreement that are directly connected to BPA’s system. Through the NT charge BPA pays for
the cost to transmit power over BPA and non-BPA lines as needed to deliver power to its
customers.

For the purpose of this analysis, we have developed a base case in which the new City electric
utility would not acquire the transmission lines north of the Port Madison substation. Since BPA
would be delivering power over PSE’s transmission system in Kitsap County, transmission to the
Port Madison substation would be a continuance of the use of PSE’s system. BPA has indicated
that it would most likely locate its metering system at a substation. A metering system would be
installed at the Port Madison substation and this is where the new utility would take delivery of
power from BPA. From this point the new electric utility would own the substations, the radial
transmission lines between the substations, all overhead and underground distribution lines,
distribution transformers, customer services, and meters.

An alternative ownership arrangement that could be evaluated would be for the City system to
acquire only the distribution lines and customer services and for PSE to retain ownership of all
transmission lines and substations. In this case, BPA would deliver power to the City system on
the low voltage side of the substation transformers. This type of arrangement exists elsewhere in
BPA’s system. BPA assesses an additional charge to accommodate this arrangement and
negotiates with the substation owner and pays for the use of the substation. If the City electric
system were to undertake this kind of arrangement, PSE would continue to own, operate and
maintain all of the transmission and substation systems in the City.

Based on our observations and information provided to the City by PSE, we have estimated the
quantities and approximate sizes of electric facilities to be acquired by the new utility. Using this
information and our experience with electric utility construction and costs, we have estimated a
range of costs for the acquired facilities.

Estimated Cost of Electric Facilities

An appraisal of the value of electric facilities to be acquired by the City for its electric system has
not been conducted. Such an appraisal would rely upon a detailed description of the facilities to
be acquired and will potentially be needed if the City proceeds towards acquisition of the PSE

14 https://www.bpa.gov/transmission/Doing%20Business/Interconnection/Pages/LLIP.aspx
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system on Bainbridge Island. Such information could be provided by PSE or it could be developed
independently by the City as part of a condemnation legal proceeding.

We have estimated that approximately 7.5 miles of 115-kV transmission lines currently owned by
PSE, the transmission lines between the substations, would be acquired by the City. There are
three substations and approximately 307 miles of distribution lines of which 165 miles are
underground, as indicated by PSE. Since we do not have asset records from PSE or know what
the original cost of these specific facilities was, we have estimated the original cost based on
estimated current transmission and distribution costs deflated to the cost at the assumed average
installation date separately for each type of facility.

For the purpose of this analysis, the cost the City would pay for the acquired facilities is estimated
to be between the original cost less depreciation (OCLD) value and the reproduction cost new less
depreciation (RCNLD) value of the electric facilities. OCLD is defined as the original cost of the
property when it was first put into service as a public utility, less accrued depreciation. The OCLD
value is an estimate of the net book value of property, which in general, is approximately the rate
base value of the property for ratemaking purposes. In its order regarding the matter of PSE’s
petition for accounting of the proceeds from the sale of assets to Jefferson County PUD', the
WUTC concluded that PSE was authorized to retain the net book value of the assets, plus certain
transaction costs and 12.4% of the gain on the sale of the assets, for its shareholders. The
remainder of the proceeds of $52.7 million was to be allocated to PSE’s ratepayers as pro rata
monthly bill credits over a four year period.

For state utility commission regulated properties such as the facilities to be acquired by the City,
the rate base value generally is the portion of the original investment cost which the utility has not
yet recovered through rate charges paid by its customers.

The following table summarizes the estimated RCN, RCNLD and OCLD costs for the facilities
expected to be needed by the new City electric system. As previously indicated, the facilities to
be acquired do not include the transmission lines north of the Port Madison substation. Further,
the costs shown for the facilities are for those facilities in place at this time. No additional amounts
are included for facilities that may potentially be installed in the future.

15 Washington Ultilities and Transportation Commission, Docket UE-132027, Order 04, Service Date September 11,
2014.
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TABLE 2
Estimated Costs of Facilities to be Acquired by the City Electric System
($000)
Estimated Estimated
Estimated Reproduction Original Cost
Weighted Average Estimated Cost Less Less
Average Service Estimated Reproduction Depreciation Depreciation
Year of Life Percent Cost New (RCNLD) (ocLb)
Installation”  (Years) Depreciated ($000) (5000) ($000)
Substations and getaways 1995 50 44% S 9,780 $ 5,490 S 2,560
Transmission Lines 1996 50 42% 2,160 1,250 750
Distribution Facilities
Overhead Lines 1993 50 48% 19,900 10,420 4,980
Underground Lines 1996 50 42% 32,840 19,040 8,470
Services, Transformers, Meters 1996 50 42% 27,450 15,920 7,240
Subtotal - Distribution 1995 50 43% 80,190 45,380 20,690
Total S 92,130 S 52,120 S 24,000

* Average year of installation of facilities with adjustment for periodic renewals, replacements and additions.

As indicated in the table, the estimated cost of the facilities based on OCLD and RCNLD ranges
between $24.0 million and $52.1 million. If in addition, the City electric system were to acquire
the transmission lines north of the Port Madison substation, including the Agate Pass crossing, the
estimated cost of the facilities would range between $28.7 million (OCLD) and $57.5 million
(RCNLD). If the City system were to acquire only the distribution lines, services, transformers
and meters, the estimated cost of the facilities would range between $20.7 million (OCLD) and
$45.4 million (RCNLD).

For the purpose of comparison, the estimated total investment in electric distribution facilities on
a per customer basis in PSE’s total system has been evaluated. This distribution value includes
PSE substation facilities, overhead and underground distribution lines, customer connections,
meters and other facilities. PSE’s total electric plant in service as of December 31, 2016 was $9.5
billion. The investment in distribution plant was $3.6 billion or $3,200 per customer based on the
total number of electric customers in PSE’s system of 1,126,200. These electric plant and
distribution plant in service amounts are based on the original cost of the plant when it was
installed. Overall, the value of PSE’s distribution plant was 37.5% depreciated as of December
31, 2016.

Assuming that PSE’s investment in Bainbridge Island on a per customer basis is proportional to
investment in these facilities throughout PSE’s entire system, the total estimated amount for
distribution plant in Bainbridge Island would be $39.4 million. Applying 37.5% depreciation
would result in the original cost less depreciation value of distribution plant being $24.6 million.
This is comparable to, although slightly higher than the total amount shown for the original cost
less depreciation in Table 2. Using PSE’s reported system average depreciation on distribution
plant to estimate the average installation date of distribution plant, the RCNLD of distribution
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plant on Bainbridge Island is estimated to be $54.9 million. The value of transmission plant to be
acquired would need to be included in the total cost based on this methodology to provide a totally
comparable estimated value.

As another point of information, the Washington State Department of Revenue (DOR) has
estimated that the equalized taxing value of PSE real and personal property within Kitsap County,
adjusted for market conditions in 2016 was $198,096,993'6. It is important to note that DOR
performs a complex review of various assets and information provided to it and then makes
adjustments to price the real and personal property at approximately a market value. It is also
important to understand that this DOR value includes buildings, transmission lines, substations,
distribution facilities, land rights, computer software, etc. The Kitsap County Assessor’s Office
reports that the DOR assessed value of PSE’s real and personal property for property tax purposes
for 2017 in the Bainbridge Island tax code areas is $19,593,411.

Stranded Costs

Stranded costs represent a utility’s investments in facilities that become unused or redundant as a
result of regulatory or market changes. The proposed acquisition concept involves the continued
use of portions of PSE’s transmission system for which PSE will be compensated and as a result
there should not be any stranded costs related to these facilities. The Federal Energy Regulatory
Commission (FERC) established the concept of stranded costs after it established a transmission
open access policy that requires utilities, such as PSE to provide transmission access. The
application of stranded costs is based on a complex set of FERC definitions and formulae that can
likely only be resolved by litigation or negotiation. Further evaluation may be needed but it is not
expected that stranded costs would have a significant impact on the costs of acquisition for a new
utility on Bainbridge Island.

Separation Costs

The physical separation of the electric systems of the new electric utility and PSE is expected to
be relatively simple if the new utility takes delivery of BPA power over PSE’s transmission system
at the Port Madison substation. The new utility will need to install BPA bulk power metering
equipment and assure that appropriate protection and switching systems are installed at the
substation. The new utility will be responsible for any costs that are incurred to provide separation
of the systems.

In the past it has been noted that third party owned customer metering equipment may be installed
in PSE’s system. If these meters are in the City’s system it may mean that there would be some
additional costs associated with meter acquisition. In addition, PSE’s investment in residential
and commercial energy efficiency systems in Bainbridge Island, identified by PSE as $2.8 million,
may or may not need to be refunded at the time of acquisition or reflected in the acquisition cost.
Likewise, there may be customer service or accounting costs associated with separating the

16 http://www.dor.wa.gov/docs/reports/2016/utilvals2016/2016_Table 2.pdf
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customers from PSE’s system and costs of transferring legal assets that may or may not need to be
reflected in the acquisition cost.
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Financing Options and Conditions

The costs of acquiring the direct necessary electric facilities are combined with estimates of any
necessary new construction costs, legal and consulting fees, engineering costs and startup costs to
determine the initial financing requirement for the new utility. Funds are typically borrowed to
pay these costs and the borrowed monies are repaid over a fairly long period such as 25 to 30 years.
Because of the amount of investment needed to construct electric utility facilities as well as the
long useful life of these facilities, electric utilities often have a fair amount of long-term debt to
service. It is assumed that the City would finance the initial acquisition costs of the facilities with
the issuance of revenue bonds that would not be tax-exempt. Costs of constructing new facilities
or facilities for separation, purchases of equipment, inventories, supplies, reserves and other
related costs are assumed to be financed with loans carrying tax-exempt interest rates. Certain
costs associated with the issuance of revenue bonds, such as the funding of a bond reserve fund,
would also be incurred and are included in the estimate of total financing requirements.

Municipally-owned electric utilities and PUD’s generally use tax-exempt revenue bonds and loans
to fund the capital costs associated with their systems. Federal tax laws generally prohibit the use
of tax-exempt loans for the funding of municipal acquisition of electric systems owned by investor-
owned or privately owned utilities. Taxable revenue bonds have a higher interest rate than tax-
exempt interest rates. For our analysis we have assumed a 4.5% tax-exempt electric revenue bond
interest rate and a 5.0% taxable electric revenue bond rate. These assumed rates are higher than
would be experienced at the present time in that tax-exempt and taxable rates would be about 4.0%
and 4.4%, respectively, for 30-year municipal revenue bonds at the present time. The 30-year flat
repayment schedule for the initial bond issuance, as assumed for this analysis, could be shortened
if desired or a non-levelized debt service payment schedule could be established. The 30-year
levelized repayment of bond debt is reasonably typical for public power financing and is used to
establish a regular payment schedule with lower payments than would be required for a shorter
repayment period.

In determining the actual interest rates the new utility would incur for revenue bond financing a
number of factors would be evaluated by lenders. Among these factors would be the potential risk
of a reduction in energy sales in the future due to a loss of large loads, aggressive conservation
efforts or lower economic activity. These factors are commonly evaluated by those involved in
revenue bond lending and with regard to the new City electric system, are expected to be similar
to the experience of other public power utilities in the Pacific Northwest.

A shorter repayment period would require higher annual debt service payments during the
repayment period but would allow for earlier retirement of the bonds. It is important that legal
and financial advisors be consulted with regard to the structuring of bond issues to fully evaluate
financing alternatives. Full principal repayment could be partially deferred in the first year of
electric system operation to lower the revenue requirements in the first year. Various exceptions
and special conditions could exist that would allow more access to tax-exempt securities to fund
the initial financing requirement.
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It is important to note that the debt incurred by the new City electric system would be expected to
be secured by the revenue of the electric system and not the City’s general fund. As such, property
taxes and other taxes within the City would not be used to support the electric system bonds.

Requirements for a New Ultility to Issue Long-term Revenue Bonds

Issuing long-term debt is fairly common for municipalities, counties and other governmental
agencies. A new, municipal electric utility would need to consider some of the following
requirements in undertaking a revenue bond financing.

Agreement to purchase the system is complete so there is no question about ownership.
The governing body is in place (i.e. City Council)

A feasibility study has been completed showing projected revenues and expenses.

b=

An initial rate schedule based on feasibility study has been adopted by the governing
body.

5. Management and staff in place (contracted for or hired) so it is clear that the entity has
the capability to run an electric utility.

6. A bond ordinance has been adopted with typical revenue bond covenants including a
pledge to raise revenues as necessary to pay debt service, provide adequate debt service
coverage, establish an adequate reserve account and address other covenants.

7. Indicate adequate cash on hand to fund startup and initial costs until revenues from rates
and charges are received.

8. Have an agreement in place for power supply with BPA and/or other entities.

Additional items would potentially be added as the municipality’s legal and financial advisors
review the potential structure of the proposed borrowing. If necessary, the municipal entity
could possibly issue debt and place proceeds into an escrow account until certain of the above
requirements are met. Also, for initial startup costs, the municipal entity could provide funds
through a general obligation bond or note or through interfund borrowing. The City has
indicated that it could loan money from one fund to another through an interfund loan. These
funds could be used until long term financing is in place and the system is in operation.

Typical Bond Covenants

Typical covenants included in the bond ordinance related to the issuance of municipal utility
revenue bonds are shown in the following paragraphs. Bond council and the City’s legal council
will determine which of these covenants are needed and will adjust the wording as appropriate.
An example could be with regard to insurance in that some utilities elect to self-insure certain
elements of their systems. As such, the wording below would be adjusted to reflect this
approach.
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1. Rate Covenant — General. Rates will be established, maintained and revenues
collected for electric energy sold through the ownership or operation of the electric distribution
system, and all other commodities, services and facilities sold, furnished or supplied by the electric
system in connection with the ownership or operation of the electric distribution system that shall
be fair and nondiscriminatory and adequate to provide gross revenue sufficient for the payment of
the principal of and interest on all outstanding Parity Bonds, for all payments which the electric
system is obligated to set aside in the bond account, and for the proper operation and maintenance
of the electric distribution system, and all necessary repairs, replacements and renewals thereof,
the working capital necessary for the operation thereof, and for the payment of all amounts that
the electric system may now or hereafter become obligated to pay from the gross revenue.

2. Rate Covenant — Coverage Requirement. Such rates or charges shall be sufficient
to provide net revenue in any fiscal year in an amount equal to at least 1.25 times the annual debt
service in such fiscal year on all outstanding bonds. A higher coverage requirement can possibly
improve the rating of bonds and contribute towards a lower interest rate.

3. Maintenance of the Electric Distribution System. The electric distribution system
will be maintained in good repair, working order and condition, and all necessary and proper
repairs, renewals, replacements, extensions and betterments thereto will be properly and
advantageously conducted, and the City will at all times operate such properties and the business
in connection therewith in an efficient manner and at reasonable cost.

4. Sale or Disposition of the Electric Distribution System. The City will not sell,
mortgage, lease or otherwise dispose of or encumber all or any portion of the electric distribution
system properties, or permit the sale, mortgage, lease or other disposition thereof, except under
certain conditions.

5. Insurance. The City will keep the works, plants, properties and facilities
comprising the electric distribution system insured, and will carry such other insurance, with
responsible insurers, with policies payable to the City, against risks, accidents or casualties, at least
to the extent that insurance is usually carried by municipal corporations operating like properties.

6. Books and Accounts. The City shall keep proper books of account in accordance
with the rules and regulations prescribed by the Washington State Auditor’s Office, or other State
department or agency succeeding to such duties of the Washington State Auditor’s office. In the
case of an RUS loan, the books and accounts along with periodic reports shall conform to RUS
borrowing requirements (see below).

7. No Free Service. Except as permitted or required by law, the City will not furnish
or supply or permit the furnishing or supplying of electric energy in connection with the operation
of the electric distribution system, free of charge to any person, firm or corporation, public or
private, so long as any bonds are outstanding and unpaid; provided, that, to the extent permitted
by law, the City may lend money and may provide commodities, services or facilities free of charge
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or at a reduced charge in connection with a plan of conservation of electric energy adopted by the
City Council or to aid the poor, infirm or elderly.

Other Financing Options

The federal Rural Utilities Service (RUS) within the United States Department of Agriculture
administers water and waste treatment, electric and telecommunications infrastructure to rural
communities. The RUS Electric Program provides capital and leadership to maintain, expand,
upgrade and modernize rural electric infrastructure. The loans and loan guarantees provided by
RUS finance the construction or improvement of electric distribution, transmission and generation
facilities in rural areas. The RUS Electric Program also provides funding to support demand-side
management, energy efficiency and conservation programs, and on-and off-grid renewable energy
systems.

RUS loans are made to cooperatives, corporations, states, territories, subdivisions, municipalities,
utility districts and non-profit organizations. Jefferson County PUD obtained a loan from RUS to
finance the acquisition of electric facilities to undertake electric service in Jefferson County
beginning in 2013. RUS, in discussions with DHA, has indicated that the City could potentially
qualify for an RUS loan to purchase electric facilities, however, an official determination would
need to be obtained when more information is available and discussions are conducted with RUS.

RUS loans have an interest rate tied to the treasury rate plus 1/8 point and can typically have a
repayment period up to 30-35 years. As of early May 2017, the RUS rate for long-term loans with
a 30 year maturity to qualified electric utility borrowers is indicated to be approximately 2.895%.!”
RUS does not assess any fees to establish loans.

Estimated Initial Financing Requirements

It is expected that funds will be borrowed by the new electric utility very close to the beginning of
initial utility operation so that revenues from the sale of electricity can be available to pay interest
and principal obligations. This initial borrowing will provide sufficient funds to pay initial
acquisition costs, construct any new electric facilities needed to begin electric service, pay legal
and engineering costs incurred in the development of the new utility, and purchase equipment and
materials to begin utility operation. In addition, the initial financing will need to fund the costs
of the financing, as well as, establish a debt service reserve fund and any other reserve funds that
may be needed to begin utility operation.

Prior to the initial financing, the City will most likely incur costs related to the establishment of
the new utility. These costs can include legal, engineering and consulting fees that evaluate the

17 FFB quarterly rates for 30-year maturity plus 0.125%. https://www.rd.usda.gov/programs-services/services/rural-
utilities-loan-interest-rates

Page 44 REVISED DRAFT — May 19, 2017

99



City of Bainbridge Island

Electric Utility Municipalization Feasibility Study
Section 4

Estimated Initial Financing Requirement

feasibility of the new utility and plan its development. These costs could potentially be paid
initially by the City from general funds, for example, and then can be refunded to the City with the
proceeds of the initial long-term borrowing. Short-term borrowings could also be used to fund
some of the early costs. These borrowings would typically be refunded with the proceeds of a
long-term borrowing.

For the purpose of the base case of this analysis, the estimated initial financing requirement is
based on the assumption that the cost to acquire the electric facilities from PSE is two times the
estimated original cost less depreciation (OCLD) value of the facilities as shown in Table 2. Note
that the acquisition cost is expected to be either a negotiated or court mandated value. We have
used two times OCLD as an initial estimate of the acquisition cost and included sensitivity analysis
to indicate a range within which an acquisition price might be negotiated. As indicated previously,
other public power utility acquisitions have been in the range of two times the OCLD value.

Other costs we have included in the initial financing requirement are the costs of installing
equipment to meter wholesale power purchases at the substations, purchase necessary vehicles and
equipment, purchase materials and supplies and pay the costs of additional warehouse and
maintenance facilities that the City may need for the electric utility. The amount needed for these
items will depend on how the facility and equipment needs of the City electric system could be
accommodated somewhat through existing City operations. The estimated costs included in the
analysis for these items are as follows:

Metering equipment at substations $ 240,000
Vehicles, trucks, large equipment (14 total) $1,340,000
Materials and stores $1,500,000
Facilities, storage, other $2.000,000

Subtotal $5,080,000

Also included in the total amount to be financed is the initial costs of legal, engineering and
consultant fees. Legal fees, in particular, are difficult to estimate. For the estimated financing
requirement, $1,000,000 has been included for legal fees and $400,000 has been included for
engineering and consulting fees's. If a condemnation proceeding is undertaken, legal fees are
expected to be higher.

It is expected that the City would evaluate financing options and undertake loans that provide the
most effective and lowest-cost approach. Interest and principal payments on loan balances are
included among the costs to be recovered through electric rates so it is important to keep these
costs at a reasonable level. Although there are potentially other options, the base case of our
analysis assumes that the City would fund the initial financing requirement with a combination of
taxable and tax-exempt interest rate revenue bonds. The taxable interest rate bonds would be used

18 Jefferson County PUD indicates that its initial legal, engineering and consulting fees associated with evaluating
and establishing electric service were approximately $1.3 million.
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to pay PSE for the electric facilities to be purchased. All other costs could be funded with tax-
exempt interest rate bonds.

In addition to the loan amounts needed to pay the initial costs of acquisition, startup and
improvements, there will also be the need to fund initial working capital and reserve funds. The
City may have other options available to provide these amounts. Revenue bonds usually require
that a debt service reserve fund equal to one year’s debt service be established and maintained as
long as any of the bonds are outstanding. A portion of the proceeds of the bond issue are used to
fund the debt service reserve fund. The costs to issue bonds are also funded with the proceeds of
the bond issue.

Basic assumptions related to the debt to fund the initial financing requirement are as follows:

e Taxable debt interest rate 5.0%

e Tax-exempt debt interest rate 4.5%

e Repayment period 30 years

¢ Financing expense 1.5% of bond amount

e Debt service reserve One year’s level debt service

The estimated initial financing requirements for the new utility are summarized in Table 3:
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TABLE 3
City of Bainbridge Island Electric System
Estimated Initial Costs and Total Financing Requirements
(Based on Acquisition at Two Times OCLD Cost)

Loan A Loan B
(Taxable Rate) (Tax-exempt Rate) Total

Initial Acquistion Costs $ 48,000,000 $ - $ 48,000,000
Separation, Startup, Legal Costs - $ 6,480,000 $ 6,480,000
Working Capital 2 - 3,000,000 3,000,000
Contingency Reserve - - -

Subtotal $ 48,000,000 $ 9,480,000 $ 57,480,000
Financing Expense 3 783,000 154,000 937,000
Debt Service Reserve * 3,394,000 630,000 4,024,000

Total Financing Requirement $ 52,177,000 $ 10,264,000 $ 62,441,000

"Includes estimated costs of vehicles, equipment, materials, warehousing and facility modifications and legal, engineering
and consulting fees.

2 Assumed to be approximately two months of estimated electric utility operating expenses.
3 Estimated at 1.5% of loan amount.

4 Estimated at one year’s debt service. Assumes level debt service, 5.0% taxable and 4.5% tax-exempt interest rates and
a 30 year repayment period.

As shown in the preceding table, based on the foregoing assumptions the total estimated initial
financing requirement is $62.4 million if revenue bonds are used to fund initial acquisition and
startup costs. Of this amount, $52.2 million would be estimated to be financed with taxable debt
and $10.3 million would be financed with tax-exempt debt. If financing with the RUS were
pursued, the total loan amount would be estimated to be $57.5 million. An RUS loan would not
require a financing fee or a debt service reserve fund.

It should be noted that the total initial financing requirement does not include costs for any
improvements or modifications to the electric system facilities. The loan amount could be
increased to obtain funds for system improvements such as undergrounding of overhead
distribution lines. Additional funds could also be borrowed to establish a reserve and
contingency fund.

For the alternative case in which it is assumed that PSE retains ownership of the substations and
transmission lines and only the distribution lines are to be acquired, the total initial financing
requirement is estimated to be $55.3 million with revenue bond financing and the same
assumptions as used for the base case, above.
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Electric utilities generally classify their customers based on general characteristics of service.
Typical customer classifications are residential (regular, low-income), commercial, industrial,
irrigation, governmental, sale for resale and streetlights. The number of customers in the City’s
service territory has been estimated to serve as the basis for estimating energy sales and overall
power requirements of the municipal electric system.

PSE has indicated that approximately 12,300 electric customers are presently served on Bainbridge
Island. Itis not known how many of these customers are residential and how many are commercial
accounts, however, based on the estimated number of residential housing units in the City
identified in the 2010 census, we have estimated the number of residential accounts served in 2010
to be approximately 10,700. PSE indicates that the total number of electric customers served on
Bainbridge Island has increased about 0.7% on average per year between 2010 and 2016.
Applying this average increase factor to the 2010 estimate, the total number of residential
customers is estimated to be 11,210 in 2016. Based on this number of residential accounts, there
would be an estimated 1,100 commercial and other electric customers in the City in 2016.

Electric energy sales to the residents and businesses in the City would be expected to be higher
than the average for PSE’s customers throughout its system primarily because of a higher use of
electric space heat in the City. In other areas served by PSE, natural gas would generally be used
to provide a significant amount of space heating. It is estimated that total electricity sales in the
City in 2016 were about 219,000 MWh based on an evaluation of the amount of utility tax'’
received by the City in that year. Of this estimated total energy sales, 138,800 MWh or 63% is
estimated to have been sold to residential customers and 80,200 MWh or 37% is estimated to have
been sold to commercial customers.

On average, PSE’s residential customers used 10,404 kilowatt-hours (kWh) during 2016 and small
commercial customers averaged 28,254 kWh of electric energy use. Average annual energy
consumption per customer in the City is estimated to be 12,380 kWh for residential customers and
31,080 kWh for small commercial customers, representing approximately 19% and 10% more than
PSE’s system average for these two customer classes, respectively. As previously indicated, this
is due to an expected higher use of electric space heat in the City. There is a large variation in the
use of power by large commercial customers. For the purpose of this analysis it is assumed that

large commercial customers in the City have similar average consumption to PSE’s average for
this class in 2016.

Over time the energy consumption of electric consumers in the City will be expected to change
due to a number of factors including changes in weather conditions, energy use patterns, the cost
of electricity, the cost of other energy sources, building codes, appliance standards, and
implementation of conservation programs, among others. The number of electric customers served

19 PSE collects a 6% tax on its electricity bills on behalf of the City.
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is also expected to change most typically with changes in population and the number of housing
units. For the purpose of this analysis, we have assumed that the number of customers served will
increase in the future at the rate of 0.7% per year on average. This rate of growth is considered
reasonable for this analysis although it is somewhat lower than the 0.85% average annual
population growth rate for the City provided in the Kitsap County 2016-2036 Comprehensive
Plan?’. The average energy consumption per customer is assumed to remain constant in the future.
An alternative case with lower load growth has been evaluated in the sensitivity analysis section.

The total electric energy needs of a utility include the amount of energy sold to customers, uses of
energy by the utility itself, and energy losses. Examples of “own-use” energy include the power
needed for utility buildings and facilities. Energy losses represent the amount of power “lost”
between the point of wholesale power delivery to the utility and the customers’ retail meters. A
certain amount of power is lost in the conductors and transformers throughout the system. It is
assumed that total losses for the new electric utility would be 6.5% of the total energy delivered.
This is within the range of the typical level of losses for a smaller electric system.

In addition to the electric energy required by the customers in the City, measured in kWh or
megawatt-hours (MWh), the maximum demand during the year is also important. Electric demand
is metered in kilowatts (kW) or megawatts (MW) and is typically measured monthly for the utility
as a whole. For most electric utilities in the Pacific Northwest, the maximum demand occurs
during periods of cold temperatures in the winter and during high temperatures in the summer.
Another measure of a utility’s total load is average MW, the total energy use in megawatt-hours
(MWh) divided by the number of hours in the period.

In estimating the peak demand, the ratio between average and peak demand, known as the annual
loadfactor, has been assumed to be 40% for the City system which is reflective of a system with
significant amounts of electric space heat. This annual load factor is low compared to most electric
utilities and results in a high peak demand. While the peak demand on Bainbridge Island has been
noted to be reflective of this low load factor in the past, it is subject to significant change from
year to year based primarily on weather conditions and customer load characteristics.

The following table shows the estimated number of electric customers, annual energy sales, annual
energy requirements and peak demand for the City system for each year, 2017 through 2021.

20 Population Targets 2010-2036. Appendix D, Table A-1, Kitsap County Comprehensive Plan 2016-2036, June
2016.
http://compplan.kitsapgov.com/Documents/CompPlanUpdateDraft2016Final30June2016scribe.pdf
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TABLE 4
City of Bainbridge Island Electric System
Estimated Number of Customers, Annual Energy Sales, Energy Requirements and Peak Demand

2017 2018 2019 2020 2021

Number of Customers
Assumed Growth Factor 0.70% 0.70% 0.70% 0.70% 0.70%
Residential 11,288 11,367 11,447 11,527 11,608
Commercial 1,098 1,106 1,114 1,122 1,130
Other 15 15 15 15 15

Total Customers 12,401 12,488 12,576 12,664 12,753
Energy Sales (MWh)
Residential 139,700 140,700 141,700 142,700 143,700
Commercial 80,800 81,400 82,000 82,600 83,100
Other 100 100 100 100 100

Total Energy Sales 220,600 222,200 223,800 225,400 226,900
Losses and Own Use 15,300 15,400 15,600 15,700 15,800
Total Energy Reqgs. (MWh) 235,900 237,600 239,400 241,100 242,700

Loss % of Total Regs. 6.5% 6.5% 6.5% 6.5% 6.5%
Total Energy Req. (AveMW) 26.9 271 27.3 27.5 27.7
Annual Loadfactor 40% 40% 40% 40% 40%
Peak Demand (MW) 67.3 67.8 68.3 68.8 69.3

As shown in the table, the total annual energy requirement of the City electric system is
estimated to be 235,900 MWh, or 26.9 average MW, at present levels. The peak demand is
estimated to be 67 MW. In colder years the total energy requirements and peak demand would
be expected to be higher whereas warmer years would yield lower energy requirements and peak
demand.
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Annual Revenue Requirement

Publicly-owned electric utilities generally establish rates to recover revenues through the sale of
power sufficient to pay all operating expenses, taxes, and debt service as well as provide a margin
from which to fund renewals, replacements and additions to the system. The total of all these cost
obligations on an annual basis are referred to as the annual revenue requirement. Operating
expenses of the electric system will include purchased power, purchased transmission services,
transmission and distribution system operations and maintenance (O&M), customer accounting,
and administrative and general expenses.

It is expected that the City will initially either contract for O&M services and/or hire its own staff
to perform some or all of these functions. The management and administration of the City’s
electric system would be expected to be coordinated in some manner with other City operations.
The electric utility, however, would need to retain certain specialized management, supervisory
and administrative personnel familiar with electric utility operation. If the City were to proceed
towards establishing an electric utility a more detailed evaluation of staffing requirements would
need to be conducted

At the time of initial operation it would most likely be necessary to contract at least some of the
O&M services to other utilities or regional electrical contractors used by other public power
utilities and by investor owned utilities. In the past, when new publicly-owned utilities have
acquired electric facilities from an existing utility, some of the employees of the acquired utility
have been hired by the new utility. This provides both continued local employment for the workers
and provides the new utility with necessary skilled workers familiar with the local electric system.
Jefferson County PUD contracted with PSE to provide certain O&M services for a period of time
when the PUD first became operational. This is another option.

The largest component of cost that the City’s electric system would incur each year is the cost of
purchased power. This is typical of most electric utilities. Another significant annual expense to
be incurred is the interest and principal payments on revenue bonds and other debt obligations.
For a new electric utility, annual debt service payments can be relatively large early on but would
be expected to become a smaller component of the overall revenue requirements as time goes on.
Upon repayment of the initial bonds and loans, the rates of the electric utility could potentially be
reduced.

Over time, the electric facilities in the system will need to be repaired, refurbished, and potentially
replaced. There may also be the need to expand and improve the system such as adding new
underground lines. The costs associated with these efforts will need to be included in the revenue
requirement when they are incurred. Electric facilities are typically long-lived and can be funded
with additional debt and amortized over the life of the facilities at tax-exempt interest rates for a
municipal utility. Most electric utilities fund the costs of renewals, replacements and additions
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through a combination of annual revenues, draws upon reserve funds and new debt. Major capital
expenses for new or replacement facilities may be best funded with new debt to spread the cost of
the new facilities, through debt repayment, over the usable life of the facilities. This is commonly
done by public power utilities.

Many publicly-owned electric systems also collect additional revenues through their electric rates
to make tax payments, franchise fee payments and payments in lieu of taxes to local governmental
agencies.

Costs that would comprise the annual revenue requirement for the City’s electric system are
described more fully in this section. For the purpose of the analysis, various assumptions have
been made to provide a basis for estimating the annual revenue requirement. The assumptions are
based on the factors as described as well as our experience with electric utility operation. The City
will have some flexibility in how it operates the electric system and as such, there could be a fair
amount of variation in the costs of the operation.

Power Supply Costs

As previously indicated, the most significant annual operating expense that the City’s electric
system will incur is the cost of wholesale power. Upon fulfillment of certain criteria primarily
related to establishing ownership of its distribution system, the new utility will be entitled to
purchase power from BPA as a preference customer. The City electric system can reasonably
expect to purchase a significant portion, if not all, of its power supply from BPA at the priority
firm power rate, also referred to as the Tier 1 power rate.

In addition to BPA, a number of other opportunities for near-term power supply could be available
to the City including power purchases from other utilities, independent generating facilities or
power marketers. In the future, it is expected that the City will most likely continue to purchase
power from BPA but will also be able to participate jointly with other utilities in new generation
facilities, contract to purchase power from other suppliers and/or construct new generating
facilities of its own locally including solar, wind, wastewater treatment bio-mass, and other
renewable resources. The new City utility could consider aggressively expanding the existing
energy efficiency measure and/or measures to reduce the City’s carbon footprint.

For our initial analysis, we have assumed that the full power requirement of the new utility is
supplied with BPA wholesale power.

Estimated Cost of BPA Power and Transmission

BPA has provided an estimate of the cost of power and transmission for an electric system with
power requirements similar in size to those estimated for the City electric system. The estimated
cost of power is based on BPA’s rates currently in effect and assumes that the City system would
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obtain Tier 1 power to meet its total power needs in the first year of system operation. Tier 2 rates
are presently about the same as Tier 1 rates so if initially the City system needed to phase in its
purchase of Tier 1 power, the cost impact would be minimal.

BPA’s priority firm power rate that the City system would be expected to pay is primarily
composed of three components: the customer charge, the demand charge and the load shaping
charge. Based on the experience of other similar sized public utility customers served by BPA,
the customer, demand and load shaping charges would be expected to represent about 94%, 1%
and 5%, respectively, of the City system’s total BPA power cost. The customer charge is billed
monthly and is established for each BPA rate period on the basis of a utility’s Tier 1 Cost Allocator
(TOCA)*!'. The demand charge is reflective of a utility’s kW demand whereas the load shaping
charge is billed on the basis of kWh. The billing determinants for the demand and load shaping
charges are calculated each month based on several adjustment factors®?.

As a BPA customer, the new utility would pay BPA’s Network Integration Transmission Service
charge®. This charge provides for the delivery of power from BPA’s generating resources to the
City’s delivery point. BPA has indicated that if the City electric system takes delivery of power
at transmission voltage and owns the equipment to step the power down to distribution voltage,
there would be no GTA delivery charges assessed. The GTA delivery charge only applies if power
is delivered to a utility at less than 34.5-kV. If the City system owns the substations on Bainbridge
Island, as described previously, the delivery of BPA power would be at a 115 kV transmission
voltage, thus avoiding any GTA delivery charges.

BPA has established a policy of reviewing and adjusting its wholesale power rates every two years.
The rates are established for a two year period based on BPA’s fiscal year which begins October
1. The present rates (BP-16) went into effect on October 1, 2015 and will remain effective through
September 30, 2017. The total Tier 1 charge for each BPA customer varies based on each utility’s
load characteristics, however, the average Tier 1 power rate currently charged to BPA’s public
power customers is $33.75 per MWh?,

BPA has estimated that the Tier 1 power rate to the City’s system at the current BP-16 rates would
be $36.50 per MWh. Of this amount, $34.50 per MWh is estimated to be the total for the customer
charge and the load shaping charge and $2.00 per MWh is estimated to be for the demand charge.
The BPA transmission charge at the present NT-16 rate would be $1.735 per kW per month. An

21 The Tier 1 Cost Allocator (TOCA) is based on a customer’s Rate Period High Water Mark (RHWM) divided by
the sum of all customers” RHWM.

22 For more information on BPA power rates see BPA’s Power Rate Schedules and General Rate Schedule
Provisions (FY 2016 —2017). https://www.bpa.gov/Finance/RateInformation/RatesInfoPower/BP-
16%20Final%20Rate%20Schedules%20-%20Power Rev%2001-09-2017.pdf

23 For more information on BPA transmission rates see BPA’s Transmission, Ancillary and Control Area Service
Rate Schedules and General Rate Schedule Provisions (FY 2016 —2017).
https://www.bpa.gov/Finance/RateInformation/RatesInfoTransmission/BP-16%20Final%20Rate%20Schedules%20-
%20Transmission%20-%20WEB.pdf

24 https://www.bpa.gov/Finance/RateInformation/Pages/Current-Power-Rates.aspx
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additional $0.35 per kW per month is estimated to be charged for scheduling, system control and
dispatching services.

BPA’s power and transmission rates are to be adjusted on October 1, 2017. The BP-18 rate
proceeding began in the fall of 2016 and will continue until final rates are approved in the late
summer of 2017. The initial proposal provided by BPA for the BP-18 rates indicates an
approximately 2.3% increase in overall power charges with the new rates, as estimated by BPA.
The initial BP-18 proposal for transmission rates shows little change in the network transmission
rate. The BP-18 rates will be effective from October 1, 2018 to September 30, 2019.

It 1s expected that BPA will continue to adjust its rates every two years in the future. For the
purpose of this analysis, it is assumed that Tier 1 rates will increase 6% every two years. Although
short-term Tier 2 rates are lower at the present time, they have historically been higher than Tier
1 rates and as such, it is assumed for the analysis that Tier 2 rates are 15% above the Tier 1 rates.
BPA Network Transmission rates are assumed to increase at 6% every two years as well.

Annual Operating Costs other than Power and Transmission

In addition to power supply costs which represent the largest cost component for most electric
utilities, the City electric system will incur costs for on-going operation and maintenance of the
system, planning, engineering, administration, management, customer service, billing, accounting,
and other costs. To provide these electric utility service functions it is expected that the City will
hire necessary employees and/or contract out for others. Some of the functions, primarily related
to billing, administration and management can be coordinated with current City functions, which
may result in some reduced or shared costs by various functions. Certain operation and
management functions can be contracted out similar in manner as to how PSE contracts for a
significant portion of its maintenance and engineering work.

Among other Northwest public power electric utilities, the number of employees varies
significantly. A good example of a municipal electric utility serving a similar number of customers
to that of the City electric system is Centralia City Light. Centralia has 30 full time electric
employees and approximately 11,500 customers. The City of Port Angeles has 35 electric
employees with approximately 9,000 customers, and the City of Ellensburg indicates that it has 14
electric employees with approximately 9,600 customers, although this number does not include
billing and accounting personnel who operate within the municipality’s administrative services.
Jefferson County PUD reports that it presently has about 40 electric employees for its system
serving 19,200 customers.

As another point of reference, in 2015 the PUDs in Washington indicated that the average number
of customers per electric employee was 272. Based on the PUD average number, with 12,300
customers, the City system would require about 45 employees. The City service area is far more
compact than the service area of the PUDs in Washington, which would indicate a need for fewer
employees.
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Based on a review of similarly sized municipal electric utilities in the Northwest, we would
estimate that the City electric system would need approximately 30-40 employees, but this could
vary based on what services the City would contract out and how the electric utility might be
integrated with other City operations. Considering all factors, DHA feels that the number of full-
time employees (FTE) by function are conceptually identified as follows:

TABLE 5
City Electric System

Example Electric System Staffing (FTE)

Management and Administrative 4
Operations, Maintenance and Engineering 18
Customer Accounting, Customer Service,Conservation 10

32

The estimated costs of operation for the City electric system will include personnel costs as well
as contracted services, materials, supplies, equipment and other expenses. Electric utilities
purchase insurance to cover the costs of certain equipment failure and other potential losses due to
business operations. Some elements of an electric utility, such as overhead power lines, may be
self-insured. Tree trimming activities will most likely be conducted by a combination of
contractors and employees with contractors doing the majority of the work. This will be an
important activity for the City system. We have estimated that tree trimming activities near
overhead lines in the City electric system will be conducted every year and on average will affect
all portions of the lines approximately every four years.

Meter reading and billing could also be contracted out if the City decided to do so, but should in
the long run be incorporated with other City meter reading and billing functions. It could also be
possible to contract out the majority of operations and maintenance to another utility or to an
independent contractor®. A subset of certain engineering and system planning efforts are expected
to be contracted out in the early years of operation and used as a method of providing staff training.

A significant advantage for the City with its own electric utility staff would be some regular
permanent presence of utility workers, equipment and materials in the City. Line and service crew
workers can be available to conduct maintenance and storm restoration functions relatively
quickly. It may still be necessary to use contract workers for certain major activities. The regular
presence of utility workers can have a noticeable impact on monitoring of vegetation management

25 A municipal electric system in Oregon about half the size of the City electric system contracts with another utility
for all aspects of operation, maintenance, and administration. For another municipality in Oregon evaluating electric
service, a bid was requested and received from a private contractor to provide operation and maintenance of its
proposed electric system.
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issues and in working within the community to assure proper care of trees and manage vegetation
growth around power lines. As an example, some utilities provide landscape gift certificates to
home owners to help pay for the cost of low growing plants to replace larger plants that pose
significant risk to power lines.

For the purpose of developing an estimate for the operating costs of the new electric system, we
have reviewed the costs of electric operations for a number of PUDs in Washington.
Acknowledging the size and characteristics of these utilities, we have estimated unit costs based
on the number of customers served or the amount of electric energy sold and applied the unit costs
to the City electric system. These costs are inclusive of labor, benefits, contracted services,
materials and other expenses.

Based on this indicated approach, total annual operating expenses for the City electric system
exclusive of power costs, taxes, depreciation and interest expense are estimated to be
approximately $510 per customer at present cost levels. This is comparable to the operating costs
for several of the small to medium sized PUDs in the state. Jefferson County PUD reported that
total operating expenses exclusive of power costs, taxes, depreciation and interest were $342 per
customer in 2016. The estimated operating costs for the City system shown above would provide
for an estimated average annual labor cost, including benefits, of about $125,000 per employee at
present cost levels, for the number of employees shown in Table 5.

Projected Revenue Requirements

The annual revenue requirements have been projected for the first twenty years of City electric
system operation. Electric system operation is assumed to begin in 2021. Unit operating costs,
other than power and transmission costs, are assumed to escalate at 2% per year primarily due to
the assumed general rate of inflation.

The cost of BPA power to the City system at current BP-16 rates, as estimated by BPA, is $36.50
per MWh. BPA power costs are assumed to increase 2.3% in 2018 2¢ and are assumed to increase
6% every two years thereafter. BPA transmission rates are assumed to increase 2.0% in 2018 and
are assumed to increase 6% every two years thereafter. The cost of BPA network transmission to
the City system, as estimated by BPA, is approximately $4.75 per MWh at current rates.

Annual debt service payments are based on level debt repayment of bonds issued to finance initial
acquisition and startup costs (see Table 3) at assumed annual interest rates of 5.0% for taxable debt
and 4.5% for tax-exempt debt over a 30 year repayment period. These interest rates are higher
than interest rates that the City would potentially incur at the present time. Future economic

26 BPA’s rates are adjusted at the beginning of BPA’s fiscal year, October 1. The next rate adjustment will be
October 1,2017. For this analysis, the full impact of the BPA rate adjustments occur in the calendar year following
the rate adjustment.
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conditions will impact what the interest rates will be at the time of actual issuance of tax exempt
and taxable bonds.

The City electric system will be expected to incur annual expenses for renewals, replacements and
additions to the system, assumed to be approximately 3.5% of the system replacement value per
year. This percentage is based on a typical average expected operating life of electric utility
facilities of about 30 years. Annual expenditures for capital replacements and additions are
projected to be funded out of annual revenues. If the amounts estimated for capital replacement
are not used in any given year, they can be retained in a reserve fund for use in the future. In
developing the estimated annual revenue requirement, the state utility tax of 3.873% has been
included. It is presumed that the City would continue to require a municipal tax, currently 6.0%,
on electric bills and this tax could be included in the overall revenue requirement or it could be
included as a separate line item on customer bills similar to the approach used by PSE. The
municipal tax is not included in the revenue requirement in this analysis. The projected annual
revenue requirements for the City electric system, assuming startup in 2021 are shown in the
following table:

TABLE 6
City of Bainbridge Island Electric System
Projected Annual Revenue Requirements
(Base Case)

($000)
2021 2022 2023 2024 2025 2030 2040

Operating Expenses
Purchased Power ' 9,610 10,270 10,350 11,050 11,140 13,770 19,900
Network Transmission 2 1,390 1,480 1,490 1,590 1,600 1,980 2,840
Trans. Oper. & Maint. 3 160 160 160 170 170 200 260
Dist. Oper. & Maint. 3 4,280 4,400 4,520 4,640 4,760 5,440 7,120
Customer Accounts * 1,090 1,120 1,150 1,180 1,220 1,390 1,820
Admin. & General 1,690 1,730 1,780 1,830 1,880 2,140 2,800
Taxes * 1,040 1,080 1,090 1,130 1,150 1,330 1,770

Total Operating Exp. $ 19,260 $ 20,240 $ 20540 $ 21590 $ 21,920 $ 26,250 $ 36,510
Debt Service

Initial Loans > $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020

Subsequent Loans 6 - - - - - - -

Total Debt Service $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020

Renewals, Replacements & Additions

Funded from Revenues * $ 3,530 $ 3,600 $ 3,670 $ 3,740 $ 3,810 $ 4210 $ 5,130

Funded from Debt - - - - - - -

Total Ren., Repl, Adds. $ 3,530 $ 3,600 $ 3670 $ 3,740 $ 3810 $ 4,210 $ 5,130
Less: Interest Earnings ® $ (60) $ (60) $ (60) $ (60) $ (60) $ (60) $ (60)
Total Sales Rev. Required®  § 26,750 $ 27,800 $ 28170 $ 29290 $ 29,690 $ 34,420 $ 45,600
Total Energy Sales (MWh) *° 226,900 228,500 230,100 231,700 233,400 241,500 259,100
Unit Revenue Reg. (¢/kwh) "' 11.8 122 12.2 12.6 12.7 143 17.6
Peak Demand (MW) ' 69.3 69.7 70.2 70.7 71.2 73.7 79.1
Debt Service Coverage™ 1.86 1.88 1.90 1.92 1.93 2.03 2.26
1 Estimated cost of BPA power purchases.
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2 Estimated cost of BPA network transmission services.
3 Assumed to increase annually relative to changes in sales and customers and includes inflation at the assumed rate of 2.0%.

4 Includes state utility tax of 3.873%.

5 Interest and principal on initial acquisition bond issues shown in Table 3. Assumes level debt service, 5.0% taxable and 4.5%
tax-exempt interest rates and a 30 year repayment period.

6 No additional debt is assumed to be incurred during the analysis period.

7 Estimated annual cost of renewals, replacements and additions to the electric system facilities. Cost is assumed to be funded
from revenues each year.

8 Estimated interest earnings on invested reserve fund balances at a 1.5% interest earnings rate.

9 Sum of Total Operating Expenses, Debt Service, and Total Renewals, Replacements and Additions, less interest earnings.
0 Estimated energy sales assuming 0.7% annual load growth.

" Total Revenue Required divided by Total Energy Sales.

12 Estimated annual peak demand. See Table 4

13 Calculated as Total Sales Revenue Required less Total Operating Expenses divided by Total Debt Service.

Debt service coverage is required by bond underwriters and is typically set at a minimum of 1.25
times annual debt service for publicly-owned distribution electric utilities. Publicly-owned
utilities usually establish a policy concerning the percentage of capital. improvements to be funded
from bonds and the amount to be funded from current revenues. The policy may be driven to some
extent by limits on the amount of bonds that financial institutions will reasonably allow particular
utilities to incur.

The City's main source of revenue for the electric utility will be through the sale of power to its
customers. Table 6 shows the estimated revenue requirements for the period, 2021 through 2040.
As can be seen in Table 6, the total unit revenue requirement in the first year (2021) of the
projections is estimated to be 11.8 cents per kWh. Note that if the 6.0% municipal tax were
included in the revenue requirement, the unit revenue requirement in 2021 is estimated to be 12.5
cents per kWh. The unit revenue requirement, which is the average unit revenue that the City
would need to collect through energy sales to its customers, is projected to increase through the
projection period shown in Table 6 due to general inflation in operating costs and expected
increases in the cost of wholesale power and transmission services purchased from BPA.

Average revenue requirements are not specific rates. Rates will need to be adopted by the
governing board of the City electric system. Rates would need to be established that would reflect
the actual cost to serve certain customer classifications (i.e. residential, small commercial, large
commercial). The rates could also include multiple components such as monthly basic charges
(e.g. $15.00 per month), demand charges and energy charges and or blocks or energy tiers or
monthly/seasonal components. The total amount received through these various rate components,
however, would need to approximate the estimated Total Sales Revenue Required shown in Table
6 on an annual basis.

Rates can be set to somewhat reflect fixed and variable components of the overall revenue
requirement but normally rates are expected to remain relatively stable or change gradually from
year to year. A significant amount of the cost shown in Table 6 is fixed in that the costs would
need to be incurred regardless of the level of retail sales the utility would experience each year.
BPA power costs would go up or down depending on the energy sales each year however, debt
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service costs and much of the other operating expenses of the utility would remain. In years when
energy sales are lower the net margins of the electric system would be expected to be lower
whereas in years when energy sales are higher, the net margins would be expected to be higher. If
a lasting trend is detected either way, rates would need to be adjusted to reflect this change.
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The estimated annual revenue requirements for the City electric system derived in Table 6 are
representative of the average weighted rates for electric service that the City system would charge
its various customers. Comparing these average charges to PSE’s electric system average revenue
requirements allows for an evaluation of the net benefits that electric consumers on Bainbridge
Island would realize with the City electric system. With a public power utility the benefits are
very long-term in that they are realized far into the future. For a new utility with a fairly high
initial investment, the full level of benefits may not be realized until the initial loans are repaid.
The long-term benefits are potentially many years in the future and as a result, are valued less
today. Although an estimation of net benefits in the first ten years of new utility operation are
presented in this analysis it is important to acknowledge that benefits would typically be greater in
the future.

The estimation of revenue requirements for the new City electric system have been developed
based on the assumptions and variables defined in the previous section of this report. PSE’s future
revenue needs and resulting rates are dependent on many complex factors. Although PSE’s current
electric rates are published in detail, we are unaware of any detailed projections of future PSE
electric rates. As such, to compare the estimated future rates of the City electric system to the
future rates for PSE electric service, it is necessary to develop an estimate of PSE’s future charges.

A compilation of rate adjustments®’ from the Washington UTC indicates that PSE’s charges for
electric service were adjusted a number of times between April 2002 and January 2017. Many of
the adjustments were minor and were for specific changes in direct costs such as conservation.
Over the fifteen year period shown in the UTC rate compilation, the adjustments to electric rates
averaged 2.34% per year’®.

As another comparison, PSE’s monthly charge for electric service to residential customers with
average power consumption increased at an average rate of about 1.7% per year between January
2009 and May 2017, exclusive of the residential energy exchange credit.

In recent years, PSE’s electric rates have remained relatively stable. PSE filed a general rate case
on January 13, 2017%. In the rate filing PSE indicates that the net impact to customers’ rates is
anticipated to be an increase in electric rates of 4.1%. PSE adjusted its rates on May 1, 2017. As
indicated by PSE, residential rates (Schedule 7) increased 3.7 percent and small and medium
general service rates (Schedules 24 and 25) increased 2.1 percent on May 1, 2017.

27 Source: Electric and Natural Gas Rate Adjustments since 2000. Washington Utilities and Transportation
Commission.
https://www.utc.wa.gov/regulatedIndustries/utilities/Documents/2016%20Electric%20and%20Gas%20Rate%20Incr
eases%20Since%202000.x1s

28 Without adjustments noted to be associated with the residential exchange credit, which primarily impacts
residential rates, the average annual increase is approximately 3.0% over the fifteen year period.

29 http://www.pse.com/aboutpse/Rates/Documents/prop 2017 01 and 02 2017 GRC elec_gas.pdf
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PSE’s FERC Form No.1 for 2016 indicates that the average unit revenue from its customer classes
in 2016 were as follows:

TABLE 7

PSE Average Unit Revenue in 2016 for Representative Customer Classes
(Compiled from PSE 2016 FERC Form No. 1)

2016 Revenue

(¢/KWh)
Residential ' 11.12
Commercial 9.81
Industrial ® 9.54
Street and Highway Lights 23.49
Total for all Sales 10.50

"Includes combined Residential Service customer classes, primarily Schedule 7.

2 Includes Farm General Service and Commercial Schedules 24, 25, 26, 49 and other
commercial tariffs.
3 Combined industrial revenues

The WUTC requires the utilities it regulates to develop an integrated resource plan (IRP). In a
recent presentation’ related to its current IRP development process, PSE indicates that its input
assumption for average annual electric residential rate growth is 2.1%. Using this value along with
the historical adjustments for the purpose of comparing future rates we have assumed that PSE
rates will increase 2.2% per year beginning in 2019. The impact of the May 1, 2017 rate
adjustment has been applied to the PSE rates shown in the table above, however, for the purpose
of our analysis, no further adjustments to PSE rates are assumed to occur for the remainder of 2017
and in 2018.

Based on the unit revenues shown in Table 6 with adjustments for current charges and the
estimated energy sales in the City electric service area as shown in Table 3, the total cost of electric
service to residents and businesses in the City with continued service from PSE has been estimated
for a ten year projection period.

The cost of continued electric service with PSE is compared to the cost of electric service from
the City electric system assuming the City electric system were to establish rates to recover the
estimated revenue requirements as shown in Table 6. The comparison of charges is shown in

Table 8 for the twenty year period, 2021 through 2040. It is important to note that the average

302017 IRP Advisory Group presentation, Page 35. November 14, 2016.
http://pse.com/aboutpse/EnergySupply/Documents/Post IRPAG Nov14 IRPAG Distribution.pdf
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unit revenues shown in Table 8 for PSE are reflective of the estimated sales by customer class in

Bainbridge Island.

TABLE 8

Comparative Charges for Electric Service and Estimated Savings
With City Electric Service

2021 2022 2023 2024 2025 2030 2040

Energy Sales (MWh)
Residential 143,700 144,700 145,700 146,700 147,800 153,000 164,100
Commercial 83,100 83,700 84,300 84,900 85,500 88,400 94,900
Industrial - - - - - - -
Other 100 100 100 100 100 100 100
Total Energy Sales (MWh) 226,900 228,500 230,100 231,700 233,400 241,500 259,100
Peak Demand (MW) 69.3 69.7 70.2 70.7 71.2 73.7 79.1
Estimated PSE Revenues from Energy Sales in City

Assumed Increase in Rates 2.20% 2.20% 2.20% 2.20% 2.20% 2.20% 2.20%

Revenues ($000) ' $ 26900 $ 27,700 $ 28500 $ 29,400 $ 30,200 $ 34,900 $ 46,500

Unit Revenues (¢/kWh) 2 11.86 12.12 12.39 12.69 12.94 14.45 17.95
Estimated City Electric System Revenues from Energy Sales

Revenues ($000) ® $ 26,750 $ 27,800 $ 28170 $ 29,290 $ 29,690 $ 34,420 $ 45,600

Unit Revenues (c/kWh) ? 11.79 12.17 12.24 12.64 12.72 14.25 17.60
Savings with City System ($000) $ 150 $ (100) $ 330 $ 110 $ 510 $ 480 $ 900
Savings with City System (¢/kWh) 0.07 (0.04) 0.14 0.05 0.22 0.20 0.35
Savings with City System (%) * 0.6% -0.4% 1.2% 0.4% 1.7% 1.4% 1.9%
Average Annual Savings with City Electric Service - First 10 Years ($000) $ 358
Average Annual Savings with City Electric Service - Years 11-20 ($000) $ 1,021

' Calculated using average customer class revenue and estimated customer class loads with assumed increase in rates applied

uniformly to each customer class.
2 Revenues divided by Total Energy Sales.

3 Estimated Total Revenue Required for the City electric system as shown in Table 6.

4 Relative to estimated PSE revenues.

As shown in Table 8, the estimated cost of electric service with the City electric system is estimated
to be comparable but generally slightly lower than the cost of service from PSE. By 2030, the
annual savings are estimated to be about 1.4%. Over the first ten years of operation, electric
consumers in the City are estimated to pay approximately $358,000 less per year in total with City
electric service than they would with continued service from PSE. Over the first twenty years of
operation, the City system would save an estimated $690,000 per year in total electricity charges

for the residents and businesses in the City.
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Rather than establish rates that would achieve the estimated savings shown in Table 8, the City
could establish higher rates and use the savings amount to invest in renewable generation
resources, additional energy efficiency programs or improvements to the electric system, such as
additional undergrounded power lines.

Alternative assumptions to the analysis would result in different results. Key variables include the
estimated cost of acquisition, the estimated cost of financing, and assumed increases in the number
of electric customers served and load growth on Bainbridge Island. As previously indicated, the
acquisition price will be either negotiated or established in a court proceeding. The base case
analysis assumes the acquisition price is 2 times the estimated OCLD of the system facilities.
Alternative cases have been developed to evaluate the net costs and benefits with acquisition at
1.35 times OCLD (Case 2) and at the estimated RCNLD value (Case 3).

The cost of financing related to the initial system acquisition will be a significant cost. If the City
could obtain a lower interest rate loan through the federal RUS it could realize a lower revenue
requirement. An alternative case assuming a 3.25% interest rate loan from the RUS with a 30 year
repayment has been developed (Case 4). With an RUS loan there would be no loan origin fees
and it is not expected that there would be a debt service reserve fund. This lowers the overall
financing requirement. To determine the impact of lower customer and load growth in the City a
case with customer growth at 0.35% per year, half the assumed base case growth, has been
developed (Case 5).

Table 9 provides a comparison of the estimated net benefits with City electric service using
alternative assumptions for certain variables. It should be noted that for each alternative case, only
the specifically identified variable is changed. All other assumptions are kept at the base case
values. Scenario analysis or sensitivity analysis can help the City identify the most important
variables or where the most risk/reward to forming an electric utility resides.
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TABLE 9
Comparative Net Benefits with Alternative Assumptions

Average
Average Annual
First Year | Average Annual Annual Savings with
Unit Savings with City| Savings with | City System
On-line |Initial Financing Revenue System Over | City System | Over First 20
Case Basis of Initital Acquisition Cost Year Requirement Interest Rates (¢/kWh) First 10 Years | Years 11-20 Years (%)
" I ) 5.0% taxable, o
1 (Base) | Initial Acquisition at 2 times OCLD 2021 $62,441,000 4.5% tax-exempt 11.8 $358,000 $1,021,000 1.8%
" o 5.0% taxable,
2 Initial Acquisition at OCLD + 35% 2021 $46,566,000 11.3 $1,419,000 $2,082,000 4.8%
4.5% tax-exempt
. . 5.0% taxable, o
3 Initial Acquisition at RCNLD 2021 $66,920,000 4.5% tax-exempt 11.9 $44,000 $711,000 0.9%
4 inifle Aoduisiion ai 2 t‘;f‘;;ggb% 2021 | $57,480,000 | 3.25% onalldebt | 11.4 $1,324,000 | $1,991,000 4.6%
" - S
5 I';‘:L':: l’zg‘f‘;‘z‘:::g d?hcr';'ﬁg; :;56’8' 2021 | $42,880,000 | 3.25% onalldebt | 11.0 $2,126,000 | $2,791,000 6.9%
Initial Acquisition at 2 times OCLD, 5.0% taxable, o
6 Customer growth at 0.35% per year 2021 $62,441,000 4.5% tax-exempt nsa $107,000 $455,000 0.8%

As can be seen in Table 9 the total estimated savings with the City electric system are significantly
higher in the lower acquisition cost case (Case 2) and in the lower financing cost case (Case 4)
than for the base case. If the acquisition cost is higher (Case 3) the savings are less. Lower load
growth (Case 5) also reduces the estimated savings of the City electric system since there are fewer
units of sales from which to recover revenues needed to pay the fixed costs of the system.

For the alternative case in which the City electric system would only acquire the distribution lines,
meters, services, etc. and PSE would continue to own and operate all the transmission lines and
substations, the first year unit revenue is estimated to be 11.6 cents per kWh and the average annual
savings with the City electric system over the first ten years of operation is estimated to be
$835,000 and the average annual percentage savings over the first 20 years of operation is
estimated to be 3.0%. For this case, the total financing requirement is estimated to be $55,266,000
based on the assumption that the distribution facilities are acquired at two times the OCLD value
of these facilities.

BPA’s GTA charge, presently at $0.94 per kW-month, would be incurred by the City system if it
did not own the substations. Transmission O&M expenses would not be incurred by the City and
distribution O&M expenses are estimated to be about 4% lower if substation maintenance is not
incurred. Further, the City system would have a lower cost associated with annual renewals and
replacements without the need to replace the substation and transmission facilities over time. It
should be noted that BPA has indicated that for an operating scenario involving low-voltage
delivery such as this, there may some additional charges related to PSE’s costs of operating the
transmission and substation facilities. These potential additional charges cannot be estimated at
this time.
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It should also be noted that if PSE’s rates do not change as assumed in this analysis, the estimated
savings with the City electric system will be different.

Comparative Electric Rates

A comparison of charges for electric service for several electric utilities primarily in Western
Washington has been made. Rates effective on May 1, 2017 were used to determine the cost of
monthly service for a residential customer consuming 1,000 kilowatt-hours and a small
commercial customer receiving 6,000 kilowatt-hours per month. The monthly charges are
shown in the following table:

TABLE 10
Comparative Monthly Charges for Electric Service
(Based on Rates Effective on May 1, 2017)

Commercial
Residential (15 kW,
(1,000 kWh) 6,000 kwh) '
Puget Sound Energy $108.63 $581.54
Public Utility Districts
Jefferson County PUD $106.94 $568.84
Mason County PUD No. 3 $105.70 $517.20
Clallam County PUD $98.03 $447.53
Snohomish County PUD $102.50 $545.70
Municipalities
City of Port Angeles $101.00 $484.24
City of Ellensburg $85.58 $418.64
Seattle City Light $117.79 $554.19
Tacoma Power $90.37 $489.57
Cooperatives
Peninsula Light Company $97.84 $485.60
Lakeview Light & Power $94.00 $529.50

" Assumes single phase service. Summer rates used where applicable.

As can be seen in Table 10, there is significant variation in the charges for electric service among
the various utilities. It should also be noted that additional local taxes may apply to electric
charges.
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A comparison of residential electric rates effective on May 1, 2017 for the same group of electric
utilities is shown in the following table:

TABLE 11
Residential Rates for Electric Service
(Based on Rates Effective on May 1, 2017)

Basic Energy
Charge Charge
($/month) (¢/kWh)
Puget Sound Energy’ $ 7.87  8.93first 600 kWh,

10.81 all other kWh
Public Utility Districts

Jefferson County PUD $ 14.50  8.50 first 600 kWh,
10.36 all other kWh

Mason County PUD No. 3 $ 33.00 7.27

Clallam County PUD $ 28.33 6.97

Snohomish County PUD $ - 10.25

Municipalities

City of Port Angeles $ 20.10 8.09

City of Ellensburg $ 20.82  6.26 first 600 kWh,
6.80 all other kWh

Seattle City Light $ 486  7.01 first 300 kWh,
12.88 all other kWh

Tacoma Power $ 13.50 7.69

Cooperatives
Peninsula Light Company $ 23.00  7.17 first 399 kWh
7.69 next 1,100 kWh
7.91 all other kWh
Lakeview Light & Power $ 19.00 7.50

" Energy rates include net effect of applicable credits and charges including the energy exchange credit.

It is noted that there is significant variance in the monthly basic charge. For some utilities, a
higher basic charge can be used to recover necessary revenues when many customers are part-
time or seasonal residents.

As previously indicated, actual rates would need to be developed for the City system that would
recover the estimated revenue requirement. Rates usually include a monthly customer charge and
an energy charge. Larger commercial customers typically have a demand component in their rates
related to the largest level of power use during the month. Demand charges require a demand
meter.
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Although the rates to be charged by the City system have not been derived for this analysis, if the
estimated unit revenue requirement of 11.79 cents/kWh shown in Table 8 for 2021 were charged
uniformly to all customers served by the City in that year, the monthly cost of electricity for a
residential customer using 1,000 kWh would be $117.90. Deflating this cost in 2021 to 2017 at
2.0% per year would result in a monthly charge of $108.92 in 2017. This is comparable to the
monthly charge for 1,000 kWh charged by PSE at the present time as shown in Table 10. As a
further example, if the City system were to establish a $15.00 per month basic charge for all
customers, the energy rate would need to be 10.78 cents per kWh to achieve an overall unit revenue
of 11.79 cents per kWh.
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High-Speed Broadband

The City could develop and finance its own high-speed broadband network to serve its residents
and businesses. See In Re City of Edmonds, 162 Wn. App. 513 (2011) (upholding code city’s
authority to complete and finance its fiber optic network as part of a city-owned broadband
network). The potential benefits include cost efficiencies, community service, economic
stimulation, enhancing public safety, and others. As with the City of Edmonds, it is not a
requirement that the City have an electric utility to engage in telecommunications.

There can, however, be advantages to having an electric utility system and engaging in
telecommunications activities. Thus, for example, where some of the telecommunications
activities are related to services needed by the City for its internal purposes, such as automated
meter reading, connecting different City facilities with one another, security, etc., some of the
telecommunications expenses might appropriately be attributed to the electric or other
system. The same generally would be true, perhaps in varying degree, of a separate water or other
system, even in the absence of an electric utility system.

Some public entities conduct their telecommunications activities as a separate utility system;
others do so as a department or division of other of their utility systems. Further detail on the
financial, practical, and political advantages and disadvantages of creating a separate
telecommunications utility, versus structuring it as a component of another system, is beyond the
scope of this report, but would merit further review if the City so desires.

Kitsap PUD began installing a high capacity fiber optic network throughout Kitsap County
beginning in 2000. The network, called KPUD Fiber, provides wholesale telecommunications
services to citizens in the county. Kitsap PUD and its partners presently have over 150 miles of
fiber optic cable deployed throughout the county, including in the City.

Kitsap PUD's initial role as a wholesale telecommunications provider is to sell its services to retail
providers. The retail providers provide the services that homes and businesses require. PUDs are
restricted from selling full retail telecommunications services to county citizens, agencies and
businesses. Washington PUDs are only allowed to provide non-retail services, including wholesale
networks, community networks, and certain other telecommunications services.

Kitsap PUD indicates that its fiber optic lines in the City are attached to PSE poles. PSE does not
assess the PUD any pole attachment fees because the PUD allows PSE use of the fiber network
for PSE’s internal communication system.
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Energy Efficiency Opportunities and Renewable Energy

BPA has historically provided a very robust energy efficiency program that touches all the various
sectors (residential, commercial, industrial) in an electric utility’s service area. If the City were to
become a customer of BPA, they would be assigned a BPA Energy Efficiency Representative
(EER). The EER would work with the utility to help identify energy efficiency or conservation
opportunities on Bainbridge Island. The EER would inform the utility of BPA programs and assist
the utility with reporting savings to BPA. BPA’s programs are reviewed for cost effectiveness and
funded in large part by BPA revenues.

The way the BPA energy efficiency programs work are that each utility is assigned an energy
efficiency budget amount for a BPA rate period, which is typically two years. Throughout the
term, as a utility completes energy efficiency or conservation projects, they report the energy
savings to BPA and get reimbursed for the savings achieved. The payment is from their energy
efficiency budget and the reimbursement is sent directly to the utility. There is an opportunity for
utilities that are aggressive in implementing conservation to make applications to use portions of
other utilities unused energy efficiency budgets. There is also a provision where utilities can join
together to pool their energy efficiency budgets. There are also opportunities to make
presentations to BPA for funding of energy efficiency measures that are not part of the BPA
measures, but meet the cost effectiveness criteria.

The current BPA energy efficiency measures can be found in the Implementation Manual on the
BPA website: https://www.bpa.gov/EE/Policy/IManual/Pages/default.aspx. The number and
complexity of the programs and measures are significant. To a degree, a utility customer of BPA
can work with BPA to pick and choose energy efficiency measures that better reflect the needs of
its customers. Some Pacific Northwest consumer owned utilities focus their conservation
programs on low income elderly, residential, small commercial and governmental sectors as a way
of keeping maximizing societal benefits, and jobs in their service territory.

Based on conversations with Snohomish County PUD and Seattle City Light conservation
employees, the conservation programs sponsored by PSE, Snohomish County PUD, and Seattle
City Light are roughly comparable. As such, it can be concluded that the energy efficiency
programs sponsored and promoted by BPA that public utilities adopt are reasonably comparable
to those of PSE. PSE as both a natural gas and electricity provider can be more comprehensive
with its conservation programs in areas where it also serves natural gas. An example of energy
efficiency programs offered by a public power utility, Snohomish County PUD, can be found on
the PUD website at http://www.snopud.com/conservation.ashx?p=1100.

Historically, BPA programs have focused on weatherization (HVAC, windows, insulation) in the
residential sector, lighting in the commercial and municipal sector and variable speed motor
programs in the commercial and industrial sectors. BPA residential programs are shifting to LED
lighting and energy efficient appliance rebates, as the other efficiency measures have saturated the
market. In the commercial section the shift is toward HVAC and web-enabled devices. Future
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BPA programs are likely to focus even more on web-enabled devices as a way of providing
ancillary services and helping with demand management.

PSE also has a large number of energy efficiency programs. These programs can be found on a
series of web pages starting with:  http://pse.com/savingsandenergycenter/Pages/default.aspx.
PSE has historically provided a large number of energy efficiency programs on Bainbridge Island
and has attempted to implement demand side management programs to defer the need for an
additional substation on the island. In areas where PSE has natural gas service there are some fuel
switching programs. PSE energy efficient appliance rebates are similar to those of neighboring
public power utilities. PSE also has many LED lighting and HVAC programs as well.

In many respects the City of Bainbridge Island is a leader in many energy efficiency or “green”
areas. There are a large number of roof mounted solar panels, a large number of electric vehicles,
and a number of Tesla battery power walls being permitted. As such, through local control of the
building permit process a City electric utility could provide more focused energy efficiency
measures to meet the needs of the City residents and businesses.

For example, even though the Washington State Energy Code is very aggressive, some cities,
such as Seattle, have adopted even more aggressive energy codes. The City, could adopt a more
stringent energy code than the State. The City could also, if it chose to, aggressively require
remodeling permits to bring large parts of a structure or facility up to current energy codes.
Likewise, the City could require remodeling permits to include an energy efficiency analysis that
identifies cost effective energy efficiency measures that might be warranted. Alternately, the
City could encourage through reduced permitting fees with City Council approval, permitting
requirements that would encourage more energy efficient buildings

It is difficult to make a 20 year projection of energy efficiency impacts as codes and the market
place are making rapid changes. For example, the amount of electricity used by LED lights and
the improvement in this technology is dramatically changing the State of Washington Energy
Code. What would have been considered an impossibly low energy use per square foot a few
years ago is now part of the current building code that the City Planning Department reviews for
compliance with building plans and inspects to. Similarly, Energy Star washing, drying and
dishwashing appliances of today are far more energy and water efficient than those of just 5 years
ago and are projected to be even more efficient in the future. What we can say is that new buildings
will use far less energy than historically designed buildings and that retrofitted or remodeled
buildings will also use less energy than they use today.

It is noted that one of the reasons indicated to be contributing to lower market power prices being
experienced in recent years is lower demand due to energy efficiency programs, new energy
efficient lighting, appliances and electrical equipment being used today.

Although lower demand for power can be beneficial in lowering prices for market power, for a
utility the impact of energy efficiency programs can cause a different situation. Included among
the factors to consider with regard to the promotion of energy efficiency programs by a utility are
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the potential reductions in energy sales that will result. Since a portion of the revenue requirements
of a public power utility are fixed, the reduction in energy sales associated with energy efficiency
programs can put pressure on a utility to reallocate costs to make up the incremental loss in
revenue. As such, it would be important to acknowledge that the promotion of energy efficiency
programs is a policy of the utility for which the costs are to be shared by all customers.

Renewable Energy

In 2006, Washington state voters approved the Energy Independence Act, also known as Initiative
937. Initiative 937 requires electric utilities with 25,000 or more customers to use “eligible
renewable resources’ to meet the following annual targets:

o Atleast 3 percent of its load by January 1,2012, and each year thereafter through December
31, 2015;

e Atleast9 percent of its load by January 1, 2016, and each year thereafter through December
31,2019; and

e Atleast 15 percent of its load by January 1, 2020, and each year thereafter.

Under Initiative 937, “eligible renewable resources” include wind, solar, geothermal, landfill and
sewage gas, wave and tidal power and certain biomass and biodiesel fuels. Electricity produced
from an eligible renewable resource must be generated in a facility that started operating after
March 31, 1999 and the generating facility must be located in the Pacific Northwest. Initiative
937 allows utilities to use “renewable energy credits” (RECs) to meet the acquisition targets. RECs
can be bought and sold in the marketplace.

As a smaller electric utility, the City electric system would not be subject to the requirements of
Initiative 937 but could certainly pursue similar goals. Opportunities to jointly participate in wind
and solar generating projects exist. Some utilities such as Emerald Peoples’ Utility District in
Springfield, Oregon have on their own developed renewable energy projects. In the case of
Emerald, the Short Mountain Methane Power Plant uses gas from a local landfill to generate
electricity. The plant has been operating since 1992 and produces about 15 million kWh per year.

PSE offers a green power product that is composed of a mix of 71% wind energy, 12% livestock
methane, 5% landfill gas, 6% low impact hydro, 5% solar and 1% geothermal. The product is sold
to PSE customers who pay a monthly premium on their power bills. For the average home, PSE
indicates that $10 per month is enough to fully supply the electricity requirements of the home
with green power. The actual generating facilities may be located some distance from the home,
however, the payment for green power is used to support the costs of developing and operating the
renewable resources. PSE indicates that 10.2% of electric customers in Bainbridge Island
participate in the green power program.

Prior to implementation of the tiered rate methodology, BPA used to provide a product to its utility
customers called Environmentally Preferred Power (EPP). At the present time, BPA indicates that
a customer can request BPA to purchase RECs on the open market on behalf of the customer.
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These RECs can be used to establish a renewable or green energy project that the utility could
offer to its retail customers.

Solar generation installed by customers at their homes and businesses is also gaining popularity in
many communities. Snohomish County PUD, for example, through a program called Solar
Express®!, offers cash incentives of $300 per kW for qualifying photovoltaic (PV) solar power
generating installations. Through “net-metering”, the customer can offset their own electricity
needs with their own generation and to the extent additional power is available at certain times,
receive a credit for this surplus generation that is delivered back to the PUD. Federal and state
credits and subsidies related to solar installations are subject to change as is the net metering credits
the PUD offers.

A problem that some utilities have with net metering is that the cost of providing electric service
to a house or business may not be fully recovered from a customer with a net metering installation.
If the customer’s generation unit provides a significant portion of the electricity needs of the
customer but the customer still relies on the utility for power at certain times, the revenue collected
from the customer on an annual basis may not cover the full cost of service to the customer.
Electric utility rates to residential customers are not typically designed to recover the cost of
service when electricity consumption is minimal much of the time and high only a little of the
time. In order to limit the cost impacts on other customers of the utility, this issue would need to
be addressed in the design of retail rates.

Comparative Greenhouse Gas Emissions

The electricity used in the State of Washington is generated by a variety of power plants located
primarily in the Pacific Northwest. Power plants using fossil fuels as the source of input energy
emit greenhouse gases (GHG). Four major GHG are regularly inventoried by electric utilities:
carbon dioxide (CO2), methane (CH4), nitrous oxide (N20) and sulfur hexafluoride (SFs). CO2
represents the largest component of GHG by volume. Federal regulations require the reporting of
GHG emissions from large sources and suppliers in the United States to collect accurate and timely
emissions data to inform future policy decisions.

The State of Washington through RCW 19.29A.060 requires that each retail supplier disclose the
fuel mix of each electricity product it offers to retail electric customers each calendar year. The
reported fuel mix can be used to estimate the amount of GHG emissions attributed to the use of
electricity for any utility. The Washington State Department of Commerce Energy Office (the
“Energy Office”) obtains fuel mix information from each utility in the state each year. The
Washington “fuel mix” is the aggregate of fuel sources associated with the electricity delivered by
all electric utilities to end users in the state of Washington, including BPA’s direct electricity sales.
It includes all electric power that is used to serve retail customers that is owned, purchased under

31 'Snohomish County PUD indicates that the Solar Express program will be ending June 30, 2017.
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contract, or purchased on the spot market. The following chart shows the aggregate fuel mix for
Washington State electric utilities in 201432,

FIGURE 3
Aggregate Fuel Mix in 2014 for Washington Electric Utilities

Natural
Gas
Hydro 11.4%
65.1%

Nuclear

Biomass, Landfill gas, Waste, Other

Public power utilities in the Pacific Northwest generally purchase the majority of their power
supply from BPA. BPA’s fuel mix is significantly different from that of PSE. As such, the
amount of GHG emitted to specifically supply power to the City would be different if the power
were supplied by BPA or by PSE. The following table provides a comparison of the fuel mix of
PSE and the City of Ellensburg, a representative full requirements public power customer of
BPA with a total load similar to the City, in 2014 as reported by the Energy Office:

32 http://www.commerce.wa.gov/wp-content/uploads/2016/09/Energy-FMD-2014-final.pdf
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TABLE 12
2014 Fuel Mix for PSE and the City of Ellensburg Electric Utility

City of
PSE Ellensburg
Biomass 0% 0%
Coal 35% 2%
Cogeneration 4% 0%
Geothermal 0% 0%
Hydroelectric 36% 86%
Landfill Gas 0% 0%
Natural Gas 20% 1%
Nuclear 1% 1%
Other 0% 0%
Petroleum 0% 0%
Solar 0% 0%
Waste 0% 0%
Wind 3% 0%

PSE reports its GHG emissions annually based on federal and state regulatory standards. In PSE’s
2015 Greenhouse Gas Inventory*?, it is reported that for all of PSE’s electric generation and electric
purchases, CO2 emissions were approximately 12 million metric tons. The GHG emission
intensity was 1.03 pounds per kWh, slightly up from 0.99 pounds per kWh in 2014. The report
indicates that PSE’s overall CO2 emission intensity, which includes both electricity generated by
PSE and purchased by PSE, is lower than the national average due to the large proportion of
hydroelectric generation utilized by PSE.

For its preference power customers, BPA does not identify specific resources for specific sales.
Rather, the “mix” of BPA’s power resources is used to establish the overall power product. For
its fiscal year 2014, BPA indicates that the mix of its resources by generation type** was as
follows:

e Large Hydroelectric 83.3%
e Nuclear 10.4%
e Non-specified purchases 4.4%
e Small hydro, biomass, wind 1.9%

33 Puget Sound Energy, 2015 Greenhouse Gas Inventory, September 2016. Prepared by Environmental Resources
Management, Seattle, WA. https://www.pse.com/aboutpse/Environment/Documents/GHG_Inventory 2015.pdf
34 https://www.bpa.gov/power/BPA_Fuel Mix/
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The nuclear energy shown in BPA’s resource mix is from the Columbia Generating Station (CGS),
a 1,190 MW nuclear energy facility located about ten miles north of Richland, Washington. The
CGS began operation in 1984 and it is the only commercially operating nuclear facility in the
Pacific Northwest. Its output is provided to BPA and BPA pays the costs of operating and maintain
the facility. CGS emits virtually no GHG or carbon emissions commonly associated with natural
gas, coal and other fossil fuel power plants. Refueling and maintenance outages occur every other
year and CGS’s current operating license expires in December 2043.

The Energy Office provides an estimate of the non-specified purchases identified by BPA to
include some energy from coal and natural gas generating plants. The use of these resources is
reflected in the fuel mix shown for the City of Ellensburg, above. Based on the fuel mix shown
for Ellensburg in 2014 and the average emissions for fuel type in the Energy Office report for
2014, we have estimated the CO2 emissions intensity attributed to Ellensburg’s electricity use to
be 0.05 pounds per kWh. No CO2 emissions are attributed to hydroelectric or nuclear generation.

Assuming a total annual energy requirement of 234,300 MWh for the City, the total CO2 emissions
attributed to the City’s electricity use would be approximately 116,000 tons per year based on
PSE’s average emission intensity in 2014%. Based on the estimated 2014 average emissions
intensity for the City of Ellensburg, the total CO2 emissions attributed to the City of Bainbridge
Island’s electricity use would be approximately 6,500 tons per year. As such, if the City were
served with power from BPA rather than PSE, CO2 emissions attributed to the City’s electricity
use would be reduced by about 94%.

The estimated impact on regional carbon emissions as a result of the City load being served by
BPA rather than PSE would be difficult to estimate. If it were not serving the City, it is not known
what generating resources or purchases PSE would or could reduce. The vast majority of BPA’s
power is from hydroelectric resources, for which power generation varies each year based on
regional precipitation and other factors. It is expected that the majority of power used to serve
the City load by BPA would be from hydroelectric resources, however, in some years the amount
of power needed to serve the City load would potentially be supplied by other sources of
generation. BPA has noted that in 2014, 12% of its total revenues came from sales of power to
public and investor-owned utilities in the Southwest and California. If the City were to become a
new customer of BPA it could be that BPA’s sales outside the Pacific Northwest region might be
slightly reduced in some years when hydroelectric generation is lower.

According to PSE’s 2015 Greenhouse Gas Inventory, approximately 6.8% of total electricity
generated and purchased by PSE in 2015 and 17.1% of PSE’s total CO2 emissions from electric
operations were attributed to PSE’s share of Colstrip Units 1 and 2. PSE has indicated that it will
be closing Colstrip Units 1 and 2 by July 2022. It is not known at this time what energy resources

35 Note that the total emissions attributed to the City load would be less as a result of customer participation in PSE’s
green power program. PSE indicates that 10.2% of the Bainbridge Island customers participate in this program and
assuming that all participants offset their entire power requirement with green power, the estimated GHGs attributed
to the City load would be 10.2% lower than shown, i.e. 104,000 tons as compared to 116,000 tons.
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will be used by PSE to supplant its 50% ownership share (307 MW) of the closing Colstrip units.
It could be expected, however, that a combination of resources, including natural gas generation
would be obtained. Natural gas generation produces GHG but to a lesser extent than coal
generation. If the City were to establish its electric system, the reduction of PSE’s total energy
requirement by the City’s load would reduce the need for PSE to obtain that increment of power
from any GHG emitting resources after Colstrip is closed.

Miscellaneous Issues

Many consumer-owned utilities provide discounts to low income residents and seniors, as does
PSE. However, a new municipal utility can start with a “clean slate” and explore options that PSE
has for historic reasons not chosen. The disadvantage of this is that there may be some Bainbridge
Island customer expectations and reliance of existing rate forms. The advantage is that a different
rate form may be better able to meet community needs.

There are many categories of electric utility rate programs for low-income customers. Some of
them include the following:
e Flat rate discount or an across the board percentage discount. Similar to the 50% low
income senior and low income disabled rate discount provided to the City water and sewer
customers

e Payment programs that cover only the variable costs of serving the customer and/or a
discount on the fixed costs.

e Percentage if income plans, where the maximum energy bill is set to a percentage of income
based on the Federal Poverty Level of household data.

e Waiver of all or a portion of fixed or monthly fees.

e Blocked rate or lowest tier approach. This is where the customer purchases all power at
the lowest tier rate even if they exceed the low tier quantity.

e Lifeline rate, based on a minimum quantity of electric power.

e Seasonal discounts, either tied the winter heating season or in other parts of the country the
air conditioning season.

e Special discounts, specifically associated with the electrical consumption of certain life
sustaining medical equipment or equipment associated with preventing deterioration of a
medical condition.

e Direct vendor payment approach. Customers receive a rate discount when they agree to
allow utility bill payment to be taken directly out of a public benefit that customer may
receive, such as Aid to Families with Dependent Children or other programs. Similarly, if
there were arrangements with a Quest logo organizations, a bank or credit union funds
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could be transferred from a Washington DSHS EBT Quest Card. The City already has
ACH and bank initiated Bill Payer methods of paying utility bills, so such methods or
extensions of them could be incorporated into an electric utility.

There are also federal programs to benefit this class of customers, such as the Low Income Home
Energy Assistance Program (LIHEAP), which is focused on helping low income households
manage and meet their home heating and/or cooling needs. Such programs are available to both
PSE customers and locally controlled municipal utilities._ PSE’s programs of this type need to
accommodate the needs of its service area and are subject to review by the WUTC.

LIHEAP and other similar programs can include one-time crisis oriented financial assistance,
weatherization grants to reduce heating or cooling needs, free energy efficiency upgrades to lower
utility bills while improving the health and safety of the household’s occupants, energy budget
counseling, education on energy efficiency practices, etc. Such kinds of programs can include
implementation of solar or other renewables in some jurisdictions. There are also State and local
programs that can be targeted at this customer class. They range from Department of Commerce
grants and Weatherization Assistance Program to local programs offered by Kitsap Community
Resources or specific charities.

Most consumer owned electric utilities target federal, BPA, state conservation programs and
conservation assistance at their low income elderly customers so as to create socially responsible
community programs. BPA has a long history of identifying conservation programs that its utility
customers can target to improve the lives of low income elderly customers. Also, the State of
Washington, through the Department of Commerce has conservation programs that target low
income residents of the state. The City as an electric utility could partner with both to deliver such
programs locally.

According to the PSE website, PSE has two programs (beyond LIHEAP and local agency
programs) to keep bills low and income-eligible customers warm in the winter:

e HELP or Home Energy Lifeline Program provides qualified customers with bill paying
assistance beyond that offered by the federal LIHEAP program.

e The PSE Weatherization Assistance Program (aligned with the Washington State
Department of Commerce Weatherization Assistance Program) provides for upgrades to
home insulation, sealing air leaks, and lighting and refrigeration replacements.

As a private corporation, PSE can do some things that public agencies cannot do. For example,
PSE has provided a grant to help fund a standby diesel generator for a warming station in the event
of long term outages at a local church on Bainbridge Island. PSE also, as a larger utility, has the
ability to get customer contributions from across its broader service territory and distribute them
fairly to those in need. This may or may not change the amount of such aid for those on Bainbridge
Island. What can be said about a local municipal utility is that whatever aid can be obtained by
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federal, state and local programs would be distributed to Bainbridge Island community members.
It is not expected that municipalization will dramatically change the ability of low income or
elderly residents to receive energy assistance. Some of the focus and emphasis within such
programs may change, though.

Again an important advantage of a City electric utility is local control and this means a focus on
local issues and concerns. This is especially true when it comes to Socially Responsible Initiatives.
That is, the City will be in better touch with the needs of its residents than almost any other
organization and can adjust programs for the unique mix and needs of Island residents. For
example, if life sustaining medical equipment is an especially important need within the City, rates
and methods of qualifying for such a rate can be implemented similar to those used by the Los
Angeles Department of Water & Power (LADWP). While a city utility like LADWP could
narrowly focus such a rate to their own particular city, PSE would need to have its rates approved
by the WUTC and be fair across a much more geographically diverse area with differing levels of
need. Also, what may be appropriate in Bainbridge Island might not fit the customers of Skagit
County or western Kittitas County.

Alternately, there can be multi-utility benefits identified by the City and factored into a socially
responsible rates or appliance rebates/grants programs. For example, for qualifying customers
who purchase electricity, water and wastewater services treated by the City, there could be a
recognition that a new energy efficient dishwasher or clothes washing machine will jointly save
electric energy and help avoid Tier 2 BPA power, reduce the quantity of potable water that needs
to be produced, treated and distributed by the City and further reduce the amount of waste water
that needs to be treated and sludge that needs to be disposed of by the City. PSE can acknowledge
and compensate for combined benefits where it has combined natural gas and electric utility
service. PSE does not provide natural gas service on Bainbridge Island.

Similarly, City governments can more easily in a combined utility way accomplish other kinds of
programs not usually implemented if different utilities provide services. An example of this is the
City of Anchorage, Alaska. The George M. Sullivan combined cycle power plant owned by
Anchorage Municipal Light and Power uses potable City water through an additional heat
exchanger to providing cooling for the steam condensers. This was done for a variety of reasons,
including enhanced electric utility power generation economics and winter fire protection, and fire
hydrant freeze protection. A conservation benefit of this integrated municipal decision was that
the potable water to the city residents is slightly warmer than it would be otherwise. This reduces
the need for home and commercial water heating by an incremental amount.

While such kinds of integrated multi-utility planning and cooperation can still occur with a
privately held company like PSE, it would likely take more negotiations, as the different customer
groups might have dramatically different perspectives. That is, a customer in Bainbridge Island
and their elected representatives would have a different perspective than say a WUTC
commissioner representing Skagit County, King County or Thurston County customers or even a
PSE employee representing the owners of PSE. Again, such multi-utility cooperation is not
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impossible, it is just more difficult when a different set of stakeholders are involved in the
negotiations.

Synergies and Other Benefits
Synergies

One of the concepts almost always debated during municipalization feasibility evaluations is the
concept of economies of scale versus the efficiency of small nimble organizations. There is
business research on economies of scale of large bureaucracies and if at a certain point they start
losing economic efficiency. There is also research on small organizations in a rapidly changing
environment. While the electric utility industry has been stable in some sense for a long time, it
is also in an era of rapid change and enhanced pressure to provide a broader array of customer
initiated programs.

Many city electric utilities are very efficient. For example small municipal utilities like Sumas
and Blaine compete on the basis of electric rates very favorably with PSE which serves the areas
surrounding these cities. Various synergies are a significant part of the reason for the
comparability of rates with a much larger utility.

Local control can reduce the complexity of regulation and the bureaucracy associated with a large
organization that is regulated by multiple layers of governing bodies (Security Exchange
Commission, Washington Utilities and Transportation Commission, Federal Energy Regulatory
Commission, corporate owners, and utility management). By having a City Council or utility
board as the primary regulatory body, various reports, studies, and costly legal proceedings are
potentially reduced. Considering that WUTC and FERC hearings are often before administrative
law judges with specially hired expert witnesses and specialized law firms presenting the case,
costs per proceeding can easily reach six figures. Such costs have to be mostly borne by the utility
customers, however, the costs are admittedly spread over a broader base. Alternatively,
presentations by City staff to a City Council or utility board are traditionally much less costly.

The other side of the coin is that expensive consultants and extra layers of regulatory review can
sometimes prevent bad decisions. As such, the expense may be sometimes worth the cost. This
is something to consider when municipalizing. However, the history within Washington State,
where the majority of electric utility customers are served by consumer or cooperatively owned
electric utilities, has shown that the added levels of regulation are not generally required except in
the field of bulk power supply (large generation projects, such as hydroelectric facilities) or
regional high voltage transmission that affects grid stability and reliability of large numbers of
customers.

Another form of synergy often found by municipal utilities is in customer billing and invoicing,
where water and/or sewer bills and/or meter reading costs can be combined or shared. While the
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City only serves a portion of Bainbridge Island with water and sewer service there is still some
potential for savings, although not as great as other cities. These benefits need to be balanced
against the larger base of customers that can be used to amortize PSE billing software and
programs.

Alternately, national consumer owned electric utility organizations like the American Public
Power Association (APPA) have brought together many small electric utilities and created
standardized software packages that can also spread the costs over a broader base. A new City
electric utility can take advantage of billing and accounting systems used by other established
municipal utilities like Centralia, Blaine, Steilacoom, Ellensburg, or Eatonville. We would
strongly recommend investigation of such options.

Many small electric utilities the size of the City electric system would also not require full time
human resources staff, attorney, public relations, off hour call answering, or certain other
administrative functions. With a City electric utility a portion of an FTE (full time equivalent)
could be assigned to the electric utility for such positions and save the remainder of the FTE cost
for other City functions. The City of Blaine and Sumas municipal utilities shared a conservation
person between them for many years. Also, historically a human resources firm was involved in
union negotiations for several Washington State PUD’s. These kinds of approaches can be used
to address areas where economies of scale may be significant.

Alternately, synergies can arise from coordination on public works projects. Some municipal
electric utilities of which we are familiar coordinate road paving projects with sewer line, water
main, and electric utility projects, especially undergrounding projects. The main cost in electric
utility undergrounding projects are the costs associated with trenching and site restoration,
especially paving, at the end of the project. This kind of sharing has the benefit of reducing certain
shared expenses among all the utilities.

In theory such coordination can occur with a private utility like PSE if it is flexible enough to
perform such coordinated efforts. The best way for the City to see if this might be an advantage
or disadvantage would be to examine its own interactions with PSE on road widening, pavement
restoration and joint planning. Some cities are able to coordinate with PSE and others have had
problems, so this represents both a potential advantage and disadvantage of municipalization
depending on the level of cooperation and commitment by PSE.

Whenever economies of scale are discussed one area is often focused upon: purchasing of
equipment and supplies. While everyone is familiar with bulk purchases and the Costco model of
getting large quantities at a discount, most people are also familiar with the of certain military
items like hammers and aircraft toilet seats that are manufactured to “milspec” requirements. The
point being that while there can be advantages of scale in the purchase of some items in a free
market, some large organizations or bureaucracies can induce diseconomies of scale.

When PSE orders power poles, conductor and transformers it can arrange for volume pricing
discounts. Some utilities band together to get group pricing and in a competitive environment
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discounts for volume pricing may be offset by some of the purchasing related costs and
requirements. So there can be a disadvantage to purchasing. However, many cities have addressed
this problem through participation in various state contract programs where negotiated bulk prices
are achieved.

For example, the City is familiar with the Municipal Research and Services Center (MRSC) which
is a nonprofit organization that helps local governments across Washington State better serve their
citizens by providing legal and policy guidance on any topic. There are similar electric utility
organizations like the American Public Power Association (APPA) and the Northwest Public
Power Association (NWPPA) that also provide for the ability to act in concert with other municipal
electric utilities to capture economies of scale in regards to training, and certain products such as
financial software or engineering software. Hometown Connections, which is a subsidiary of
APPA designed to provide competitive advantage to public power systems has discount
agreements with many vendors of products used by electric utilities. A final example of group
buying power is the Washington State Department of Enterprise Services state negotiated blanket
contracts under which cities can purchase.

The concept of economies of scale for purchases is not new. Many individuals have historically
come together to form cooperatives to buy in bulk and distribute to their members. These kinds
of programs are readily available to a new municipal utility and so the advantages and
disadvantages of economies of scale, efficiency or synergies are not one sided, but a mix of
advantages and disadvantages.

Other Benefits

Sometimes locally controlled utilities better understand their customers and the needs of their
community. An example of this is the City of Sumas. At one point the mayor and city council
wanted to encourage more jobs locally. During an electric rate proceeding, they directed their
consultant to establish industrial rates that did not change the cost allocations between customer
classes, but did change the rate form in a way that would reduce the cost impact of adding a second
or third shift of operation at a local industry. While the above is an example of an advantage of
locally controlled rates, PSE has become more flexible in its rates in recent history.

For example, the PSE custom program to monitor and work with the City on keeping loads on the
island under 58 MW is an example of a PSE program to meet local needs. Similarly, the recent
PSE rate agreement with Microsoft to allow that company and other similar companies to seek
their own wholesale power supplies is an example of PSE being customer focused. This means
that PSE may be able to provide some of the advantages normally associated with local control.

In communities such as the City of Blaine and the Town of Steilacoom, the governing board has
established resolutions favoring the undergrounding of new electric utility distribution lines.
These long term policies have gradually changed both utilities to mostly underground service,
which allows them both to have low storm outage rates and better electric reliability than a similar
overhead electric utility. While an advantage of local control, there is no reason that PSE could
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not adopt such a policy on its own or in negotiations with some of its franchise granting
government agencies if approved by the WUTC.

Another example of recognizing a local problem and implementing different local reliability
solutions can be learned from Grays Harbor County PUD, Peninsular Light Company, and Ferry
County PUD. At Grays Harbor County PUD, there was a localized, but significant high voltage
reliability problem where a subtransmission line with distribution underbuild on the same pole was
subject to impacts from trees blowing over during wind storms. This resulted in trees contacting
both transmission and distribution lines at the same time and having significant high voltage spikes
occur within home wiring that destroyed televisions, computers and various electronics. Part of
Grays Harbor County PUD’s solution was to offer meter socket, whole house, surge protectors to
customers in the affected area at cost. This does not mean that PSE could not offer such a program,
but that program would need to be approved by the WUTC and apply to a potentially broader
geographic area.

Another similar reliability example was where Peninsula Light Company offered a program of
supply auxiliary gas/diesel generators and isolation equipment as a package for customer in remote
areas who desired back up power sources. Similarly, Ferry County PUD provided some remote
homeowners with non-grid connected solar photovoltaic systems. Again, the idea is that a locally
controlled electric utility can identify a community need or the needs of a small set of customers
and develop a program to meet those needs. PSE has also done a very good job in identifying broad
customer needs. In fact the focused demand side management program that PSE implemented in
keeping Bainbridge Island loads to under 58 MW is a good example of PSE being innovative and
getting approval to focus on an area the size of Bainbridge Island.

Another synergy is associated with employees living within the City electric system service area
and being an important part and source of skills for the community. For example, electrical line
workers or engineers often have advanced skills that enrich a community. Each year the NWPPA
gives out awards for various forms of community service. Annually there are awards for line crew
members or engineers with training in advanced first aid that have saved lives of community
members while either on the job or while they were not at work. This does not mean that PSE
employees or its contract employees, such as Potelco employees, could not provide similar
benefits. The City, however, through its hiring practices can encourage or require employees to
live within the City providing the knowledge of its employees to benefit others more regularly in
the community.

Another aspect of local control is local accountability. For example, many utility manages and
City Council members have had neighbors or friends ask about the causes of extended outages or
high electrical rates. This creates “peer pressure” on these leaders to focus their attention on
meeting local needs. It also provides for a local education and public relations. For example, a
person at a little league game or standing in line at the grocery checkout counter with someone
who works at the local electric utility who is known to the person, concerns and issues can be
discussed and the reasons why certain things are done the way they are can be learned.
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A different perspective on this type of peer pressure is that city council or utility board meetings
are regularly scheduled and most have public comment periods. This allows meetings at which
customers can attend without spending a lot of travel time to personally express concerns about
utility policy or programs, gain an understanding of the issues and ask for change. The ability of
the decision makers and the regulators of a privately held electric utility are much more remote
and less accessible. That does not mean that there could not be changes in the future of how and
where WUTC proceedings are held, but this would require pressure by the public and the regulated
utilities to make such changes which currently does not appear to be happening.

Another non-economic aspect of a City electric utility is community support. Many small electric
utilities provide parks, trails and other benefits to their community. Seattle City Light has provided
a number of small parks associated with abandoned substations and regularly includes public
spaces and picnic areas adjacent to new substations. Chelan County PUD, Lewis County PUD,
and the City of Blaine all have park facilities that were provided by the electric utility.

The APPA has a list of benefits that are also associated with public power electric utilities. The
APPA list is provided as Appendix C. APPA also has a very good primer on forming a new
municipal electric utility and the reasons and challenges that are likely to be faced*®.

New Public Power Utilities

Many cities and municipal entities nationwide have established new public power utilities in the
past. Appendix B attached to this report is a list provided by the American Public Power
Association of new consumer-owned electric utilities that have been formed since 1973. The list
includes 88 publicly-owned electric utilities that began operations between 1973 and 2015.
Many of these new public power utilities were formed from the service areas of investor-owned
utilities.

In addition to the new public power utilities that have formed and are operating many other
communities have evaluated the potential costs and benefits of providing electric service in their
communities. The primary purpose in pursuing a public power utility has been to establish
reliable, cost effective electric service and allow for local community-focused input as to how
electric service is provided in their communities.

3%http://www.publicpower.org/files/PDFs/Summary_of Public Power for Your Community.pdf
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BPA and new
public utilities

While public utilities are common

in the Northwest, the formation of a
new publicly owned utility is rare. In
fact, by 1949, there were more than
120 such utilities being served by the
Bonneville Power Administration and
there have been only eight more
since. However, increases in electric
utility costs have recently prompted
grass-roots organizations to begin
investigating the possibility of creating
new publicly owned utilities.

In theory, these new utilities would acquire inexpensive
power from BPA, a nonprofit federal power marketing
administration that sells wholesale electricity, and be
able to provide their customers with power that is less
expensive than is currently available.

As a result, interest in BPA's policy on the creation of
new utilities has increased. It is important to understand
that BPA is absolutely neutral on whether new public
utilities form or where they form.

In 2008, BPA completed a multiyear process to define
how and under what conditions BPA will supply power
to regional utilities under new long-term contracts that
went into effect Oct. 1, 2011. Considering how long

it takes to form a new utility, interested parties are well
advised to consider BPA's Long-Term Regional Dialogue
Policy and what it says about new utilities.

June 2014

BPA’s newest publicly owned utility customer, Jefferson County PUD,
began receiving BPA power April 1, 2013.

BPA's Regional Dialogue Policy for serving newly formed
public utilities is designed to strike a balance between
providing new publics significant access to BPA’s
lowest-cost power and setting a limit on the costs that
would dilute benefits to existing purchasers at BPA's
lowest-cost rates.

Since the new policy was adopted, one new publicly-
owned utility has formed. Jefferson County PUD, located
in the northwest corner of Washington state, began
receiving power April 1, 2013. The PUD purchases
46 average megawatts to serve about 18,000 customers.

What constitutes a

“new public” utility?

To be eligible to purchase power from BPA on a
preference and priority basis, an applicant must meet
three fundamental requirements. First, the prospective
applicant must meet the statutory definition of the
terms “public body” or “cooperative.” The Bonneville
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Project Act defines “public body” or “public bodies”
to mean “States, public power districts, counties, and
municipalities, including agencies or subdivisions of any
thereof.” It also defines “cooperative” or “cooperatives”
to mean “any form of nonprofit-making organization
or organization of citizens supplying, or which may be
created to supply, members with any kind of goods,
commodities, or services, as nearly as possible at cost.”

The second requirement is that a public body or
cooperative applicant be in the public business of selling
and distributing the federal power to be purchased from
BPA. If not currently in business, the Act directs BPA
to afford the prospective customer a reasonable time,
as determined by the administrator, to allow it to get into
the public business of selling and distributing power.

The third requirement is that the prospective new utility be
within the BPA service territory — Oregon, Washington,
Idaho and western Montana.

Can BPA deny a request
for service from a public
entity that meets the legal

definitions above?

The Northwest Power Act requires that BPA offer

a contract for service to a public body or cooperative
utility whenever requested for its net requirements load,
even if it means BPA must acquire power to serve

a new request.

BPA may only deny such a request if the applicant has
failed after a “reasonable time” has passed to obtain
necessary financing to get itself into the business of
selling and distributing electric energy.

Determining a reasonable time period is at the BPA
administrator’s discretion.

Why are applicants allowed
a “reasonable” period to set up
their business?

The parties are to be given reasonable opportunity and
time to hold any elections or to take any other necessary
action to create a public body or cooperative. Once

created, the public body or cooperative is to be afforded
reasonable time and opportunity to authorize and issue

bonds, or to arrange other financing necessary to
construct or acquire necessary and desirable electric
distribution facilities and to become in all other respects
a qualified purchaser and distributor of federal power.

How does a customer become
eligible to purchase federal
power from BPA?

In addition to the standards outlined above, the applicant
must meet BPA's “Standards for Service” as revised in
January 2000.

What are BPA’s standards

for service?
BPA requires that the applicant:

be legally formed in accordance with local, state, tribal
or federal laws;

own a distribution system and be ready, willing and
able to take power from BPA within a reasonable
period of time;

have a general utility responsibility within the
service areg;

have the financial ability to pay BPA for the federal
power it purchases;

have adequate utility operations and structure; and
be able to purchase power in wholesale amounts.

In addition, the standards for service address matters
related to the configuration and operation of electrical
facilities, including the need to have an electrical plan

of service and the ability to operate electrical facilities in
a safe and reliable manner.

How does a new public apply
for service under a Regional
Dialogue contract?

A new public utility that qualifies for BPA service must
request service from BPA through a three-year binding
notice before it may buy federal power at BPA’s Tier 1
rate (expected to be its lowest rate). The notice may be
made at any point after the new public meets the
standards for service. The contract high water mark —
the contract right used to determine eligibility to buy
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Tier 1 power — for a new public will be set at the
customer’s net requirement level in the year deliveries
begin. There is the potential for a slight reduction or
increase so that the new public’s load has similar access
to lowest-cost rates as that of existing publics.

What led to BPA’s approach

to new publics in the Regional
Dialogue?

BPA has earmarked 250 average megawatts of high
water marks for service to the net requirement loads of
new public customers in order to make federal power
at the Tier 1 rate more widely available while providing
planning certainty for the amount of power that BPA may
need to acquire to serve load in the future.

One of BPA's rate-setting requirements is to encourage
the widest possible diversified use of electric power. BPA
believes that excluding new publics from an opportunity
to obtain power at the Tier 1 rate would place them

in an unfavorable position and would not promote the
widest possible use of federal power. However, BPA
also wishes to ensure that utilities receive price signals
that more directly represent the true incremental costs
of load growth. The 250 aMW is intended to strike a
reasonable balance in achieving these objectives.

What is a contract high
water mark?

BPA is limiting its sale of wholesale power at a Tier 1
rate to the output of the federal system, plus a limited
amount of augmentation. Each utility’s “contract high
water mark,” or CHWM, sets the contract right used to
determine eligibility for Tier 1 power.

Tier 1 power will be sold
consistent with the amount of
power available from the federal
system with limited augmenta-
tion. What “augmentation”

is included in Tier 1 rates?

Some features in the Regional Dialogue Policy leave

Tier 1 rates and costs somewhat higher than they other-
wise would be. These include the proposals for resource
removal, up to 250 aMW of power for new publics and

up to 300 aMW of augmentation for existing publics.
BPA believes that these limited cost and rate impacts
are reasonable in light of the other key interests they
would serve.

BPA will most likely have to augment to meet any new
public’s request, but it isn’t a given. There is a chance,
albeit small, that there would be enough power in

the existing Federal Base System to serve some of the
250 aMW of new public requests.

What happens if total eligible
high water mark requests exceed
the limit for the rate period?

When the total eligible high water mark requests exceed
the 50 aMW limit in a two year rate period, individual
HWM amounts of new publics will be prorated down to
meet the limit. Amounts not provided to any new public
due to the 50 aMW limit will automatically be added
to eligible amounts in the next rate period.

How will BPA prevent larger
new publics from using up the
available Tier 1 allotment?

During the first year of eligibility for a high water mark,
all utilities would be eligible for the lesser of their load or
10 average megawatts. To ensure that access to the
250 aMW is spread broadly and not used solely by one
large new public utility, utilities larger than 10 aMW
would have their HWM amounts over 10 aMW phased
in two-year increments if there is more than one new
public formed and their requests exceed the 50 aMW
yearly cap. The phasing-in would be 33.3 percent

for the next 24 aMW of HWM and 20 percent for any
remaining HWM amount after that. It is worth noting
that Jefferson County PUD has a 46-megawatt high
water mark, leaving a little over 200 aMW for service to
the net requirement loads of new public customers at
Tier 1 rates.

What are the exceptions to the
50 aMW rate-period limit?

Small Utility Exception. Because this type of pro rata
reduction could inordinately impact a small customer,
BPA proposes that the first five new publics smaller

than 10 aMW that would otherwise be affected by the

3
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50 aMW limit will receive their full HWM without
reduction. Since this will only happen when rate-period
limits are exceeded and is limited to five customers,
BPA believes this accommodation for small publics still
meets the region’s interests while taking care of the
special needs of these customers.

Tribal Utility Exception. BPA has earmarked 40 aMW
for additions of contract high water marks for the load
growth and annexed loads of tribal utilities. These
additions will potentially add to the 50 aMW limit for the
rate period.

What happens if a new

public is formed from an
existing public?

New public customers that form out of an existing public
utility will receive a percentage of the existing public
utility’s CHWM equal to their proportion of the existing
utility’s total retail load. If the utilities involved agree on
the CHWM split, we will use their numbers. If not,
BPA will take into account information received from the
involved utilities about the characteristics of the load
when we determine the high water mark.

What happens if a new
public is formed from an
investor-owned utility?

New publics that form out of an existing IOU will be
eligible for CHWMs within the new publics limits
discussed above.

Are tribes eligible to form new
public utilities?

A federally recognized tribe that forms a cooperative
utility pursuant to its tribal constitution and laws would
be eligible for preference status. However, a tribe
could not create a cooperative inconsistent with state
law for service to nontribal members or outside the
tribe’s jurisdiction.

What happens if a new large
single load is embedded in a
request for service by a newly

formed public utility?

BPA’s New Large Single Load (NLSL) Policy applies to
consumer load within a new public’s proposed service
territory or expansion. Such load will be treated like any
new large single load if it is 10 aMW or more at the time
the new public is formed, regardless of when the load
started taking service from the existing supplier.

How are new publics treated
with regard to the Residential
Exchange Program?

A new public customer that chooses to sign a contract
with a CHWM would have the same access to the
Residential Exchange Program as an existing public
customer that signs a CHWM contract.

What does BPA expect in
terms of new publics forming?

BPA believes new public customers, in addition to
Jefferson County PUD, are likely to form and request
service during the term of the Regional Dialogue
contracts, which extend into 2028. However, such
formations are not likely to involve large amounts of load.
Over the past 25 years, a little over 300 average
megawatts of new publics have formed and taken PF
service. For the 20-year term of the Regional Dialogue
contracts, BPA will earmark 250 aMW that, adjusted

for the five-year time difference and the potential for
additional amounts for small utilities, provides an amount
of power for new publics that is approximately
equivalent to this recent history.

BONNEVILLE POWER ADMINISTRATION
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Appendix B

Publicly Owned Electric Utilities
Established 1973-2011

85 new public power utilities began operating, 41 of the new systems were formed in service areas of
investor-owned utilities; the others were formerly served by non-utility businesses, federal agencies

or local publicly owned utilities. This list does not include communities that were previously served
by investor-owned utilities or rural electric cooperatives and instead joined existing public power

systems.

New Utility Formed

Year Est.

Previous Supplier

City of Atka ALASKA 2008 Andreanof Electric
(42 customers) Corporation*

Island Power, Pittsburg, Calif. CALIFORNIA 2006 Former military base
(400 customers)

Winter Park FLORIDA 2005 Progress Energy*
(13,750 customers)

Berea KENTUCKY 2005 Berea College Electric
(4,700 customers) Utility

Moreno Valley Utilities CALIFORNIA 2004 SCE*

(4,300 customers)

Huron OHIO 2004 Ohio Edison*

(2 customers)

Elk City OKLAHOMA 2004 AEP*

(8 customers)

Electric City Power, Great Falls, MONTANA 2004 NorthWestern Energy
Montana

(large governmental and industrial

customers)

City of Williams ARIZONA 2003 Arizona Public Service*
(1,721 customers)

McAllister Ranch Irrigation District™ | cAL IFORNIA 2003 PG&E*

Rancho Cucamonga Municipal CALIFORNIA 2004 SCE*

Utility®

(400 customers/commercial and

industrial)

Industry, California® CALIFORNIA 2003 SCE*

(23 customers)

Port of Stockton Electric’ CALIFORNIA 2003 PG&E*

(3,208 customers)

City of Victorville' CALIFORNIA 2003 SCE*

Hercules Municipal Utility" CALIFORNIA 2002 PG&E*

(825 customers)

Corona Municipal Electric Utility" CALIFORNIA 2001 SCE*

(1,700 customers)

! A “greenfield growth area” project, serving new industrial and/or residential development.
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New Utility Formed Year Est.  Previous Supplier
Hermiston OREGON 2001 PacifiCorp*
(5,123 customers)
Long Island Power Authority NEW YORK 1998 Long Island Lighting
(1,090,538 customers) Company*
Town of Eagle Mountain UTAH 1998 New Community
(382 customers)
Ak-Chin Electric Utility Authority ARIZONA 1997 Arizona Public Service*
(378 customers)
Hohokam Irrigation & Drainage ARIZONA 1997 Arizona Public Service*
District (498 customers)
Village of Obetz OHIO 1997 American Electric Power
(14 customers) Co.*
Merced Irrigation District? CALIFORNIA 1996 Pacific Gas & Electric*
(3,157 customers)
Mohegan Tribal Utility Authority (54 | CONNECTICUT 1996 New Entity
customers)
MassDevelopment Devens Utility MASSACHUSETTS 1996 Former Military Base
(100 commercial customers)
Tarentum Borough (2,651 customers) | PENNSYLVANIA 1996 West Penn Power*
Bozrah Light & Power CONNECTICUT 1995 Bozrah Light & Power
(2,587 customers) (private company)*
City of Broken Bow OKLAHOMA 1995 Public Service Company
(5 customers) of Oklahoma*
Asotin County Public Utility District | WASHINGTON 1994 Clearwater Power
No. 1 (3 customers) Company*
Byng OKLAHOMA 1990 Oklahoma Gas &
(53 customers) Electric*
Clyde Light & Power OHIO 1989 Toledo Edison*
(2,872 customers)
City of Santa Clara UTAH 1989 Utah Power & Light*
(1,707 customers)
Hayfork Valley Public Utility District | CALIFORNIA 1988 Pacific Gas & Electric*
(724 customers) (Merged with Trinity
County PUD in 1993)
Lassen Municipal Utility District CALIFORNIA 1988 CP National*
(12,059 customers)
City of Scribner NEBRASKA 1988 Nebraska Public Power

(589) customers

District

2 Merced Irrigation District, Calif., began distribution utility in 1996.

144




Year Est.

New Utility Formed

Previous Supplier

City of Riverdale NORTH DAKOTA 1988 Corps of Engineers

(206 customers)

City of San Saba Electric Utility TEXAS 1988 Lower Colorado River

(2,196 customers) Authority

City of Washington UTAH 1988 Utah Power & Light*

(5,750 customers)

Electrical District #8 of Maricopa ARIZONA 1987 Arizona Public Service*

County

(456 customers)

Town of Fredonia ARIZONA 1987 CP National*

(731customers)

Reedy Creek Improvement District FLORIDA 1987 New Entity

(1,213 customers)

Troy Power & Light MONTANA 1987 Montana Light & Power*

(923 customers)

Kerrville Public Utility Board (20,157 | TEXAS 1987 Lower Colorado River

customers) Authority

Kanab City Corporation UTAH 1987 Utah Power & Light*

(1,378 customers) (Sold to Garkane

Energy Cooperative in 2004)

Town of Pickstown (63 customers) SOUTH 1986 Corps of Engineers
DAKOTA

City of San Marcos Electric Utility TEXAS 1986 Lower Colorado River

District (20,320 customers) Authority

Strawberry Electric Service District UTAH 1986 Strawberry Waters Users

(2,972 customers)

City of Galena ALASKA 1985 M & D Enterprises

(335 customers)

Page Electric Utility ARIZONA 1985 Arizona Public Service*

(3,780 customers)

Ipnatchiaq Electric Co. ALASKA 1984 Supplier Unknown

(67 customers)

Larsen Bay Utility Co. ALASKA 1984 Individual Generators

(86 customers)

Aguila Irrigation District ARIZONA 1984 Supplier Unknown

(39 customers)

Columbia River People's Utility OREGON 1984 Pacific Power & Light*

District (St. Helens, Oregon)

(17,347 customers)

Kwig Power Co. ALASKA 1983 Supplier Unknown

(111 customers)
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New Utility Formed

Year Est.

Previous Supplier

St. Paul Municipal Electric Utility ALASKA 1983 Federal Government
(231 customers)

City of Thorne Bay Utilities ALASKA 1983 Federal Government
(261 customers) (Sold to Alaska

Power & Telephone* in 2001)

Needles Department of Public Utilities | CALIFORNIA 1983 CP National*
(2,092 customers)

Tuolumne County Public Power CALIFORNIA 1983 Pacific Gas & Electric*
Agency (30 customers)

Emerald People’s Utility District OREGON 1983 Pacific Power & Light*
(Eugene, Oregon)

(18,104 customers)

Akutan Electric Utility ALASKA 1982 Supplier Unknown
(65 customers)

City of Kotlik Utility ALASKA 1982 Supplier Unknown
(176 customers)

City of White Mountain ALASKA 1982 Supplier Unknown
(101 customers)

Trinity County Public Utility District | CALIFORNIA 1982 CP National*
(6,797 customers)

City of Chignik ALASKA 1981 Sea Alaska

(87 customers)

Massena Electric Department (9,406 NEW YORK 1981 Niagara Mohawk*
customers)

Markham Hydro Distribution, Inc. ONTARIO 1979 Supplier Unknown
(62,126 customers)

Tatitlek Electric Authority ALASKA 1978 Supplier Unknown
(55 customers)

White, City of SOUTH DAKOTA 1978 Supplier Unknown
(254 customers)

Tlingit Haida Regional Electric ALASKA 1977 Supplier Unknown
Authority

(1,268 customers)

Tonopah Irrigation District ARIZONA 1977 Supplier Unknown
(31 customers)

Sherrill, City of NEW YORK 1977 Supplier Unknown
(1,884 customers)

Manokotak, City of ALASKA 1976 Supplier Unknown
(136 customers)

Ellaville, City of GEORGIA 1976 Supplier Unknown
(958 customers)

Anthon, City of IOWA 1976 Supplier Unknown
(374 customers)

Kiowa, City of KANSAS 1976 Supplier Unknown

(753 customers)

146




Matinicus Plantation Electric Co. MAINE 1976 Supplier Unknown
(120 customers)

North Slope Borough Dept. of ALASKA 1975 Supplier Unknown
Municipal Services

(1,180 customers)

De Witt, Village of NEBRASKA 1975 Supplier Unknown
(313 customers)

Hurricane Power Committee UTAH 1975 Supplier Unknown
(5,229 customers)

Tohono O’odam Utility Authority ARIZONA 1974 Supplier Unknown
(3,746 customers)

Lyons, Town of COLORADO 1974 Supplier Unknown
(1,095 customers)

Aurelia, City of IOWA 1974 Supplier Unknown
(555 customers)

Stanton, City of NORTH DAKOTA 1974 Supplier Unknown
(228 customers)

Kirbyville Light & Power Co. TEXAS 1974 Supplier Unknown
(1,318 customers)

Hobgood, Town of NORTH CAROLINA 1973 Supplier Unknown
(324 customers)

* Represents an investor-owned utility

Source: American Public Power Association (2012)

“Customers” refers to the number of customer-meters served. The population served would be some
multiple of this number.
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Publicly Owned Electric Utilities
Established 2005-2015

During this period 8 new public power utilities began operating (6 were formed from the service areas of investor-
owned utilities). This list does not include communities that were previously served by inwestor-owned utilities or
rural electric cooperatives and instead joined existing public power systems.

New Utility Formed State Year Est. Previous Supplier
Jefferson County, Wash. WASHINGTON 2013 Puget Sound Energy*
(18,000 customers)
Toledo Public Power OHI0 2012 First Energy™
(1 customer)
City of Egegik ALASKA 2011 Egegik Light & Power
(77 customers) Company*
City of Atka ALASKA 2008 Andreanof Electric
(42 customers) Corporation*
Island, Power, Pittsburg, Calif. CALIFORNIA 2006 Former Military Base

(400 customers)

Winter Park FLORIDA 2005 Progress Energy*
(13,750 customers)

Berea KENTUCKY 2005 Berea College Electric Utility
(4,700 customers)

E:Ge(;ritost ) CALIFORNIA 2005 SCE*
customers

“Customers” refers to the number of customer-meters served. The population served would be some multiple of this number.
Source: American Public Power Association (2016)

*Represents an investor-owned utility
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Public Power is
Customer-Focused

For more than 130 years, public power has been a tradition
that works across the nation on behalf of its communities and
customers. Today, it is a thriving segment of the electric utili-
ty industry, enhancing overall economic development, often
with additional infrastructure responsibilities for broadband
services. Public power has a strong environmental-protection
track record, solid credentials with bond ratings agencies, and
a reputation for reliable, customer-focused service. Public
power also continues to be an appealing institution for many
cities and towns currently served by private power companies
and interested in the opportunity to obtain lower rates and
local control over an essential service. Growing failures of
wholesale electricity markets—especially those run by region-
al transmission organizations—and the impacts of these fail-
ures on wholesale and retail customers are priority issues for
public power. Climate change, environmental protection, and
energy efficiency; maintaining and enhancing reliability;
developing new generation and other power supply options;
and financing infrastructure are all high on public power’s
agenda.

Electric Industry Ownership and Consumers

Number and type of provider % of customers served

2,006 public power systems 15%
193 investor-owned electric utilities 68%
873 rural electric cooperatives 13%
181 power marketers 4%

More Factis About Public Power:

Number
of business
customers served
by public power
nationwide

The American Public Power
Association is the service organization
for the nation’s more than 2,000
community- and state-owned
electric utilities. It represents
public power’s interests in
Washington, D.C., and pro-
vides an array of services
to help its members with
managerial and opera-
tional issues.

Number of
states with public
power systems
(all but Hawaii)

Number of public
power systems
in the U.S.

Year first public
power systems
were created
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systems will communities with municipally owned
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Angeles Department
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City of Bainbridge Island
Electric Utility Municipalization Feasibility Study

Executive Summary

Introduction

The City of Bainbridge Island, Washington (City) retained D. Hittle & Associates, Inc. (DHA) in
2016 to conduct an electric utility municipalization feasibility study. The study is intended to
provide a review of the technical and economic issues related to the establishment of an electric
utility owned and operated by the City or another public entity. Electric service is presently
provided to the residents and businesses on Bainbridge Island by Puget Sound Electric (PSE), a
privately-owned electric utility headquartered in Bellevue, Washington. This report summarizes
the results and findings of the feasibility study. The law firm of Gordon Thomas Honeywell
assisted DHA in the preparation of certain portions of this report.

In general, the concept of establishing a municipal electric utility would involve acquisition of the
existing distribution and transmission system in the City, contracting for a supply of electric power
and establishing the capability to operate and maintain the electric system. Although most electric
utilities retain their own staff to operate their respective systems many operation and maintenance
functions can be performed by contractors if desired.

Consumer-Owned Electric Utility Options

Consumer-owned electric utilities, often referred to as public power utilities, are common in the
Pacific Northwest and across the United States. They provide all functions of electric service and
are directed by board members, commissioners or city council members generally elected from
within the service area of the utility. As such, local control is a significant element of public power
utilities.

Public power utilities provide electric service at cost and are not-for profit; and with-the-exeeption
ofeooperatives-do not pay federal income taxes. They generally have access to loans at tax-exempt
interest rates or to loans provided by the federal government at low interest rates. Public power
utilities also have preference over private utilities in purchasing power generated at federal
hydroelectric resources. In the Pacific Northwest, this is a significant benefit in that most public
power utilities, other than those with significant generating resources of their own, purchase all,
or nearly all, of their power supply requirement from the Bonneville Power Administration (BPA),
a federal power marketing agency. BPA’s wholesale price of power is relatively low compared to
the cost of power from new generating resources.

The three primary forms of consumer-owned electric utilities are municipal utilities, cooperative
utilities and public utility districts (PUDs). Each of these utility types have certain benefits and
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Executive Summary

drawbacks. For the purpose of this analysis, the municipal electric utility option has primarily
been evaluated.

Electric Facilities on Bainbridge Island

The electric facilities located within the City include transmission lines, substations, overhead and
underground distribution lines, poles, transformers, vaults, service drops, meters, streetlights,
right-of-ways and ancillary distribution system facilities. There are three substations on the island
that transform power from transmission voltage to the primary distribution voltage. PSE’s
transmission system on Bainbridge Island consists of approximately 14 miles of 115-kilovolt (kV)
overhead transmission lines that connect to PSE’s transmission system on the Kitsap Peninsula
side of Agate Pass.

PSE indicates that there are 307 miles of distribution lines on Bainbridge Island of which 165 miles
are underground. The overhead and underground lines are a mixture of three, two and single phase.
In addition, 22 miles of overhead distribution lines use insulated tree wire. Overhead distribution
and transmission lines are generally built with typical wood-pole construction and in some areas
the distribution lines are underbuilt on transmission poles.

There are several options that the City could take in defining the electric facilities that would be
acquired to establish a new electric utility system. It is expected that the substations, distribution
lines, transformers, services and meters would be needed for the City to own the distribution
system as required by BPA. All of the transmission lines, however, would not necessarily need to
be acquired. Instead, PSE could continue to own some or all of the transmission lines on the island
and BPA would make arrangements with PSE to deliver power over the lines to the City’s
substations.

For the purpose of this analysis, we have assumed that PSE would continue to own the transmission
lines north of the Port Madison substation. A metering system would be installed at the Port
Madison substation and this is where the new utility would take delivery of power from BPA.
From this point the new electric utility would own the substations, the radial transmission lines
between the substations, all overhead and underground distribution lines, distribution
transformers, customer services, and meters.

Estimated Cost of Acquiring Facilities

An appraisal of the value of electric facilities to be acquired by the City for its electric system has
not been conducted. Such an appraisal would rely upon a detailed description of the facilities to
be acquired and will potentially be needed if the City proceeds towards acquisition of the PSE
system on Bainbridge Island.

For the purpose of this analysis, the cost the City would pay for the acquired facilities is estimated
to be between the original cost less depreciation (OCLD) value and the reproduction cost new less
depreciation (RCNLD) value of the electric facilities, based on our knowledge of other utility
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acquisitions. OCLD is defined as the original cost of the property when it was first put into service
as a public utility, less accrued depreciation. The OCLD value is an estimate of the net book value
of property. The actual purchase price will be either negotiated or established in a court proceeding
but should reasonably be expected to be in the range between the OCLD and RCNLD values. We
have estimated the RCNLD value of the facilities proposed to be acquired at $52.148-7 million.
The OCLD value is estimated to be $24.02-7 million._These costs are for the system as it currently
exists. Any additions or improvements made to the system by PSE or required by City policy
before acquisition would need to be factored into the acquisition cost.

Estimated Number of Customers and Load Forecast

The number of customers in the City’s service territory has been estimated to serve as the basis for
estimating energy sales and overall power requirements of the municipal electric system. PSE has
indicated that approximately 12,300 electric customers are presently served on Bainbridge Island
and that the total number of electric customers served has increased about 0.7% on average per
year between 2010 and 2016.

The total annual energy requirement of the City electric system is estimated to be 220,606,000
MWh, or 26.93-5 average MW, at present levels. FThe peak demand is estimated to be 6739
MW —based on the assumed relationship between average and peak demand considered to be
representative of an electric utility with higher levels of electric space heat. The peak demand
will potentially vary significantly from year to year based on weather conditions and customer
usage characteristics.

Financing Options and Estimated Cost of Financing

Municipally-owned electric utilities and PUD’s generally use tax-exempt revenue bonds and loans
to fund the capital costs associated with their systems. Federal tax laws generally prohibit the use
of tax-exempt loans for the funding of municipal acquisition of electric systems owned by investor-
owned or privately owned utilities. Alternatively, low interest rate financing may be available
through the federal Rural Utility Service (RUS).

For the purpose of the base case of this analysis, it is assumed that the acquisition cost of the new
utility will be financed with revenue bonds. The estimated initial financing requirement is based
on the assumption that the cost to acquire the electric facilities from PSE is two times the estimated
OCLD value of the facilities. Other costs we have included in the initial financing requirement
are the costs of installing equipment to meter wholesale power purchases at the substations,
purchase necessary vehicles and equipment, purchase materials and supplies, pay the costs of
additional warehouse and maintenance facilities that the City may need and pay initial legal,
engineering and consulting fees.

In addition to the initial costs, the fees associated with issuing revenue bonds and the establishment
of a debt service reserve fund are included. For the base case of this analysis assuming initial
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acquisition at two2 times the OCLD value, the initial financing requirement is estimated to be
$62.4577 million.

Estimated Cost of Operations

Publicly-owned electric utilities generally establish rates to recover revenues through the sale of
power sufficient to pay all operating expenses, taxes, and debt service as well as provide a margin
from which to fund renewals, replacements and additions to the system. The total of all these cost
obligations on an annual basis are referred to as the annual revenue requirement. Operating
expenses of the electric system will include purchased power, purchased transmission services,
transmission and distribution system operations and maintenance (O&M), customer accounting,
and administrative and general expenses. It is expected that the City will initially either contract
for O&M services and/or hire its own staff to perform some or all of these functions.

The most significant annual operating expense that the City’s electric system will incur is the cost
of wholesale power. Upon fulfillment of certain criteria primarily related to establishing
ownership of its distribution system, the new utility will be entitled to purchase power from BPA
as a preference customer. The City electric system can reasonably expect to purchase a significant
portion, if not all, of its power supply from BPA at the priority firm power rate, also referred to as
the Tier 1 power rate.

The annual revenue requirements have been projected for the first twentyen years of City electric
system operation. Electric system operation is assumed to begin in 20216. Annual costs include
the costs of power and transmission, transmission and distribution O&M, customer accounting,
administrative and general expenses, taxes, debt service and an amount for renewals, replacements

and additions to the system._Debt service is estimated to be a significant cost component of the
overall revenue requirement.

For the base case, the first year annual revenue requirement is estimated to be 11.83 cents per kWh.
This is the average unit revenue needed to pay all costs of the system. Average revenue
requirements are not specific rates. Rates will need to be adopted by the governing board of the
City electric system. Rates would need to be established that would reflect the actual cost to serve
certain customer classifications (i.e. residential, small commercial, large commercial).

Estimated Net Benefits

The estimated annual revenue requirements for the City electric system have been compared to the
estimated charges for electric service from PSE toallewferan evaluateton-of the net benefits that
electric consumers on Bainbridge Island would realize with the City electric system. With a public
power utility the benefits are-very long-term in that they are realized far into the future. For a new
utility with a fairly high initial investment, the full level of benefits may not be realized until the
initial loans are repaid, paid down or refinanced.—TFhelong-termbenefits-arepotentialymany
years-in-the futare-and-as-aresultare-valueddesstoday= Although an estimation of net benefits in
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the first twentyesr years of new utility operation are presented in this analysis it is important to
acknowledge that benefits would typically be greater in the future.

The estimation of revenue requirements for the new City electric system have been developed
based on the assumptions and variables defined in this report. We are unaware of any detailed
projections of future PSE electric rates so for the purpose of this analysis, an estimate of PSE’s
charges for electric service has been made b-ased on a review of historical changes in PSE rates.

The estimated cost of electric service with the City electric system is estimated to be slightly lower
than the cost of service from PSE. In the assumed first year of operation, 202189, it is estimated
that the average cost of electric service from the City system would be about 0.073 cents per kWh
or 0.62:7% less than would be charged by PSE in that year. By 203029, the annual savings are
estimated to be about 1.47:0%.

Over the first ten years of operation, electric consumers in the City are estimated to pay in total
approximately $358.00043-+milion less per year on averagein-total for electric service with the
City system than they would with continued service from PSE._ Over the second ten years of
operation (years 11-20), the average annual reduction in total electricity payments is estimated to
be $1.021.000. Over the first twenty years of operation of the City electric system, the average
annual savings in payments for electricity is estimated to be 1.8% less when compared to the
estimated costs of service from PSE.

Alternative assumptions to the analysis would result in different results. Key variables include the
estimated cost of acquisition, the estimated cost of financing; and assumed increases in the number
of electric customers served and load growth on Bainbridge Island. The net benefits of City service
using alternative assumptions have been estimated and indicate that the purchase price and the cost
of financing are significant variables. As an example of the results of one of the alternative cases
evaluated, }if the initial acquisition price of the facilities was 1.35 times OCLD_and low-cost
financing was obtained -through the federal RUS. the first year average revenue requirement of
the City electric system is estimated to be tweuld-be 11.00-8 cents per kWh and the net savings in
the cost of electricity over the first ten years of operation are estimated to average $2.126.000 per

year.be-$23-0-miltion:

It is important to note that if so desired, a public power utility can set its rates to recover additional
revenue to fund investments in expanded energy efficiency programs, development of alternative
generating resources and improvements to the electric system, among other things.

Other Factors « - - { Formatted: Justified

An important advantage of a City electric utility is local control. This is especially true when it
comes to socially responsible initiatives. That is, the City will be in better touch with the needs of
its residents than almost any other organization and can adjust programs for the unique mix and

needs of Bainbridge Island residents_and businesses—Many—econsumer-owned—utilitiesprovide
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A number of opportunities related to a municipal electric utility exist such as the potential to
develop and finance a City-owned high-speed broadband network to serve residents and
businesses. There are also many opportunities for promoting and assisting in the expansion of
energy efficiency programs in the community. A variety of non-economic benefits and synergies
are presented in this report.

Reliability of electric service is a critical issue for electric consumers in the City. Tree-trimming
and vegetation management are significant issues and will continue to be important activities for
either PSE or a City electric system in the future. Undergrounding of certain overhead distribution
lines can also be used to improve reliability of service. PSE has indicated that it is planning to
install additional tree wire and place sections of overhead line underground in certain locations on
Bainbridge Island to improve reliability.

PSE offers a green power program and several energy efficiency programs. Residents and
businesses in the City have taken advantage of these programs and it will be important for the City
electric system to continue with such measures. The City electric system can enhance programs
of this type and structure them to the best interests of the community. Public power utilities
throughout the Pacific Northwest offer energy efficiency programs funded partly by BPA and
partly through their own revenues. The City electric system can pursue development of renewable
energy projects either on its own or jointly with other utilities. As such, the type of renewable
energy projects developed can be more focused on the needs of the community and the location of

renewable resources can potentially be established to be close to the City.

The greenhouse gas (GHG) emissions intensity attributed to full requirements customers of BPA
are significantly less than the GHG emissions intensity attributed to PSE. This is due to BPA’s
fuel mix being about 85% hydroelectric. A significant portion of PSE’s GHG emissions are

produced by the Colstrip coal-fired power plant in Montana. PSE plans to close Colstrip Units 1
and 2 by 2022. It is not known what resources will be obtained by PSE to replace the output of

the Colstrip plant, but some of the replacement generation may be from natural gas-fired power
plants. Serving the City load with BPA power would reduce the amount of additional power
generation PSE would need to acquire to replace Colstrip output.

Some of the risks associated with pursuing a City electric system would initially include
uncertainty with regard to facility acquisition costs and potential increases in interest rates before
long-term financing is obtained. Once in operation, the new utility would need to establish electric
rates that would produce revenues sufficient to pay the costs of operation. All electric utilities are
subject to changing conditions in regulations, power costs, labor costs and the costs of materials

and equipment that can put upward pressure on rates over time. Changing demographic and
economic conditions as well as customer demands for power can affect the revenues of an electric

utility as well, both positively and negatively. Also, the risks associated with natural disasters
could have more of an impact on a local City electric system. The City electric system would need
to acknowledge all of these factors, among others, in its ongoing governance of its electric system.

Page 6 REVISEDPRELIVINARY DRAFT — May
19danuary-23, 2017

159



City of Bainbridge Island
Electric Utility Municipalization Feasibility Study
Executive Summary

Page 7 REVISEDPRELIVINARY DRAFT — May
19danuary-23, 2017

160



City of Bainbridge Island
Electric Utility Municipalization Feasibility Study
Executive Summary

Next Steps

The primary actions to be taken at this time include reviewing and revising the feasibility report,
and determining if further action towards establishment of a consumer owned utility is desired.
Public discussion and input to the decision should be encouraged. The type of consumer-owned
utility will need to be defined as well. Discussions with the City’s legal and financial advisors
should also be conducted.

If a decision is made to pursue establishment of a utility it will be necessary to prepare for a public
referendum. For a PUD a vote must be taken in an even numbered year. For a municipal utility
the vote can be in any year. It may be necessary to prepare additional analytical materials and
information for voters._Informational meetings in the community should be conducted.

Activities that will follow public approval will include conducting detailed discussions with BPA
regarding power supply, transmission and interconnection contracts and issues. Discussions with
PSE will also need to be conducted regarding the negotiations for acquiring the electric facilities.
As the process progresses, discussions with vendors, contractors and others that will be needed to
assist the new utility in its initial operation will need to be conducted.

Changed Conditions = {Formatted: Font: Arial Narrow, 14 pt, Bold

This report summarizes the information, methodologies and assumptions used in the development+ - - ‘[Formatted: Justified

of our analysis. Alternative assumptions could provide different results. The underlying factors
from which the basic information and assumptions are derived are subject to change. In addition,
the issues associated with the ownership, operation, administration and regulation of electric

utilities in the United States are constantly changing. As such, the results of this study are subject
to change and adjustments to the analysis may be needed in the future to determine the impact of

changing conditions.
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Introduction
Background

The City of Bainbridge Island, Washington (City) retained D. Hittle & Associates, Inc. (DHA) in
2016 to conduct an electric utility municipalization feasibility study. The study is intended to
provide a preliminary review of the technical and economic issues related to the establishment of
an electric utility owned and operated by the City. The content of this study addresses issues
defined in the scope of work agreed to between the City and DHA. This report summarizes the
results and findings of the feasibility study. The law firm of Gordon Thomas Honeywell assisted
DHA in the preparation of certain portions of this report.

Although the primary focus of the study has been to evaluate the feasibility of establishing a
municipal utility, other forms of consumer-owned utilities such as a public utility district or an
electric cooperative have been evaluated. Additional information has been provided regarding
whether or not establishing a municipal utility would open up currently unavailable opportunities
for local control over energy sources serving Bainbridge Island that could foster economic
development, decrease greenhouse gas emissions, increase system reliability and improve power

quality.

Electric service is presently provided to the residents and businesses on Bainbridge Island by Puget
Sound Electric (PSE), a privately-owned electric utility headquartered in Bellevue, Washington.
PSE has indicated that approximately 12,300 electric customers are served in the City. Electric
facilities on Bainbridge Island include about 14 miles of 115-kilovot (kV) overhead transmission
lines, three distribution substations and 307 miles of distribution lines of which 165 miles are
underground. Power is delivered to Bainbridge Island from PSE’s transmission network in Kitsap
County and beyond by means of overhead transmission lines at Agate Pass. This overhead
transmission crossing is essentially new having been rebuilt in 2014. PSE provides electric service
in the City pursuant to a fifteen year franchise agreement that expires in 2022 (Ordinance No.
2007-11).

In general, the concept of establishing a municipal electric utility would involve acquisition of the
existing distribution and transmission system in the City, contracting for a supply of electric power
and establishing the capability to operate and maintain the electric system. Although most electric
utilities retain their own staff to operate their respective systems many operation and maintenance
functions can be performed by contractors if desired. PSE uses a contractor to perform most of
the maintenance work on its system.

As a “publicly-owned” electric utility, if established and after meeting certain criteria, the City’s
municipal electric utility would be able to purchase electric power from the Bonneville Power
Administration (BPA) at BPA’s most favorable rate. BPA is a federal agency that markets the
power from the federal Columbia River power system. Most of the publicly-owned electric utilities
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in the Pacific Northwest purchase most or all of their power supply from BPA. BPA also operates
an extensive transmission system in the Pacific Northwest and delivers power to its customers.

In preparing this feasibility study we have reviewed the existing electric facilities in the City,
identified the facilities that the City would need to establish electric service as a City electric
system, estimated the costs to acquire these facilities and estimated that costs to operate, maintain,
manage and administer an electric utility. Total power requirements in the City were estimated to
determine how much power would need to be purchased. The annual revenues that the City
electric system would need to collect for electric service to pay the costs of electric service have
been estimated for several years into the future. This revenue requirement has been used to provide
an estimate of electric rates the City system would charge. Comparing these estimated rates to
those estimated for PSE provides an estimate of the net benefits or costs of the City electric system.

There will be many decision points if the City moves toward establishing an electric utility.
Changes in the basic economic and technical factors and assumptions used in this analysis should
be evaluated as they become known. Public input to the concept is also important. If it is
determined that the City wants to proceed towards establishment of an electric utility, the next
major steps will be to conduct discussions with BPA regarding a power purchase and transmission
services contract, determine through negotiation or litigation what facilities will be acquired from
PSE and what price will be paid for the facilities, determine what additional facilities should be
constructed, arrange for financing, implement an organizational start-up plan and retain necessary
staff, equipment and materials to provide service.

A key schedule constraint to providing electric service will be BPA’s notice period related to
obtaining a power sales contract for a new utility. A full requirements purchase of BPA wholesale
power at BPA’s lowest Tier 1 rate would normally take approximately three years depending on
when the application is made relative to the BPA rate cycle. Tier 2 power could be purchased
prior to that, however.

As a point of reference on the time required to establish an electric utility the experience of the
most recently formed electric utility in the state, Jefferson County PUD, can be considered. The
voters of Jefferson County authorized the Jefferson County PUD to provide electric service in
November 2008. Jefferson County PUD negotiated with PSE on the purchase of assets and began
providing electric service in April 1, 2013. This represents a planning and implementation period
of approximately 53 months. Of this time approximately 19 months elapsed prior to the signing
of an asset purchase agreement with PSE. The City of Hermiston, Oregon undertook an initial
feasibility study related to providing municipal electric service in 1996. The acquisition of electric
facilities from PacifiCorp was negotiated and the City began providing electric service on October
1, 2001, representing about a five year period in preparation of providing service.
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Study Methodology

Most of the data used in the study is from publicly available reports and other sources. The City
requested certain information from PSE in October 2016 and a limited amount of requested data
was provided by PSE. Other information comes from public records associated with PSE, Kitsap
County, the State of Washington Department of Revenue, the Washington Utilities and
Transportation Commission, and selected statistics on electric utilities compiled by the
Washington PUD Association and the Northwest Public Power Association, BPA, etc. Information
regarding financing options and costs was obtained from financial advisors involved with the
financing of electric utility systems.

PSE provided an estimate of the total number of customer accounts served in the City. The total
power requirements of the electric customers in the City at the present time have been estimated
based on typical energy consumption values for PSE customers as found in recent FERC Form 1
filings for PSE.

For the purpose of this study, the determination of electric facilities to be acquired was based on a
cursory field examination of PSE’s transmission and distribution system in the City. The length
of transmission lines andwas—estimated—as—were the number and capacity of substations_were
derived from observations and maps of the City. The estimated costs of transmission lines,
distribution lines, service drops, meters and other distribution facilities, were developed using
estimated unit costs based on our experience with similar utility systems.

Should the City decide to move forward in the development of a municipal utility, a much more
detailed assessment of electric facility quantities and costs would need to be derived in subsequent
studies and analyses. If the development of the City’s electric utility proceeds and access to PSE’s
customer sales and facility inventory records can be obtained, a detailed inventory and age
identification of various PSE assets within the City would potentially be developed.

The estimated costs the City would experience for power purchases, system operation and
maintenance, customer accounting and administration included in the analysis have been based on
representative costs experienced by other publicly-owned electric utilities in the Pacific Northwest.
It is assumed that the City would conduct its own billing and accounting activities and would
provide in-person customer service for bill paying, hookup requests and other services. These
billing and accounting functions could be integrated with other City functions. In addition to
operating expenses, annual debt service payments and funds for annual capital improvement
expenditures were included in the projected revenue requirements
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Consumer-Owned Electric Utility Options

Consumer-owned electric utilities, often referred to as public power utilities, are common in the
Pacific Northwest and across the United States. They provide all functions of electric service and
are directed by board members, commissioners or city council members generally elected from
within the service area of the utility. As such, local control is a significant element of public power
utilities’.

Public power utilities provide electric service at cost and are not-for profit, and with the exception
of cooperatives do not pay federal income taxes. They generally have access to loans at tax-exempt
interest rates or to loans provided by the federal government at low interest rates. Public power
utilities also have preference over private utilities in purchasing low cost power generated at
federal hydroelectric resources. In the Pacific Northwest, this is a significant benefit in that most
public power utilities, other than those with significant generating resources of their own, purchase
all, or nearly all, of their power supply requirement from the Bonneville Power Administration
(BPA), a federal power marketing agency.

Rates for electric service for public power utilities are established by each utility’s governing board
to collect revenues sufficient to pay operating costs, pay interest and principal on debt, and pay for
the renewal, replacement and additions to its facilities. Generally, public power utilities are not
regulated by their respective state utility commissions. In the Pacific Northwest there is significant
coordination among public power utilities to assist each other with training, group equipment
purchases, representation in wholesale rate and other regulatory issues and in emergency repairs.
Public power utilities often work together to develop jointly-owned or joint-power purchaser
generating facilities that in themselves would be too large for smaller systems.

The three primary forms of consumer-owned electric utilities are municipal utilities, cooperative
utilities and public utility districts (PUDs). Each of these utility types have certain benefits and
drawbacks. They are discussed in more detail in the following subsections.

Municipal Electric Utility

Municipally-owned electric utilities are common in Washington as well as around the country.
With a municipal electric utility, the city or town council typically serves as the governing board
for the utility and provides oversight and approval of the utility operation, establishes rates for
electric service and approves various policies and procedures. The financing authority of the
municipality is used to provide funding for the acquisition and construction of necessary electric
facilities; however, security for repayment of loans can be specifically limited to the revenues of

! The American Public Power Association (APPA) provides an overview of the benefits of municipalization in the
booklet, Public Power for Your Community, available at:
http://www.publicpower.org/files/PDFs/Summary of Public Power for Your Community.pdf
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the electric utility operation. Various administrative functions of the municipal utility, such as
billing, accounting, human resources, and financial management, are often integrated with other
municipal activities. The service area of most municipal electric utilities is reasonably consistent
with the municipal boundary. Examples of municipally-owned electric utilities include: City of
Seattle, City of Blaine, City of Sumas, City of Ellensburg, City of Tacoma, City of Ruston, Town
of Steilacoom, City of Port Angeles, City of Centralia, and the City of Richland.

Municipal utilities have condemnation authority. Some cities, such as first class or code cities,
have authority to provide retail telecommunication services.

For a municipal electric utility, planning, engineering and construction can be coordinated within
the municipality as a joint effort among the various municipal operations. This can be very helpful
with regard to comprehensive planning and in building and maintaining the electric system to
address a municipality’s broader goals. For example, undergrounding of electric lines can be
effectively coordinated with street construction or water and sewer system improvements.

An advantage of a municipal electric utility is the ability to obtain financing for most capital
expenditures at tax-exempt interest rates. A municipal utility does not pay federal income taxes
and its revenues can be used to pay the costs of certain services provided to the utility through the
municipal government. Municipal utilities are required to pay the state publlc utility tax and most
municipal utilities collect a local tax on power sales as well.

avthority

Although the city council serves as the governing board of a municipal electric utility, some
municipal utilities establish boards to provide more of the regular oversight of the electric utility
and formulate recommendations for the city council. These boards in some instances have been
delegated authority for certain defined decision-making, and in other instances are solely advisory
in nature. City councils are responsible for much more than the oversight of utility operations and
the use of a utility advisory or other board can be of significant assistance. More information on
the function of advisory boards is provided in the subsection entitled “Alternative Municipal
Governing and Advisory Concepts” in this report.

The time required to establish a municipal electric utility could be relatively short; however, it may
require an extended period of discussion before the city council. The time required is very much
dependent on the willingness of the incumbent utility to sell the existing electric facilities. In
Washington, RCW 35.92.070 requires approval of a majority vote of the voters of the city if the
governing body of the city deems it advisable to acquire a public utility. The vote can be conducted
at any general or special election, requires thirty days prior notice and requires a simple majority
for approval. In addition, the ordinance submitted to the voters for approval or rejection is required
to specify the proposed plan and declare its estimated cost. As such, it would be necessary to have
a fairly well established plan for the new municipal utility operation before conducting the vote.

A new municipal electric utility would need to qualify for the purchase of BPA power pursuant to
BPA’s requirements for new preference customers.

Page 13 REVISEDPRELIMINARY DRAFT — May
19danuary-23, 2017

166



City of Bainbridge Island

Electric Utility Municipalization Feasibility Study
Section 2

Electric Utility Options and Other Issues

Public Utility District

Public utility districts (PUDs) are nonprofit, consumer-owned utilities that provide electricity,
water, wholesale telecommunications and sewer service. The citizens in each Washington county
have the right to form a PUD. In Washington, there are 28 operating PUDs in 27 counties which
in total provide electric service to approximately 1,003,000 customers and water service to
approximately 122,000 customers in their respective service areas. Counties can have more than
one PUD as is exemplified with two PUDs in Mason County.

Kitsap County PUD was organized in 1940 and provides water service to approximately 14,000
customers in various locations within Kitsap County including Bainbridge Island. In 2000, Kitsap
County PUD began providing wholesale broadband telecommunication services in the county.
Kitsap County PUD does not presently provide electric service but has considered the possibility
of doing so in the past.

PUDs are governed by a board of commissioners typically consisting of three commissioners
elected from the residents of the county in which the PUD is located.

The formation of a new PUD in Kitsap County could be undertaken in conjunction with the county
government. RCW 54.08.010 provides that at any general election in an even-numbered year, the
county legislative authority may conduct an election (and on petition of 10% of the qualified voters
is required to conduct an election) to approve formation of a PUD coextensive with the boundary
of the county.? The petition must be filed with the county auditor not less than four months before
the election. Further, the form of the petition has to be submitted to the county auditor within ten
months prior to the election.

It is also permissible to establish a PUD that covers less than the entire county. In this
circumstance, a petition is filed with the county legislative authority and a hearing is held after
public notice and boundaries of the PUD will be established. If the county finds the petition
includes lands improperly or which will not be benefited by the PUD, it will change the boundaries
of the proposed PUD and fix them as it deems reasonable and that are “just and conducive to the
public welfare”.> The partial county area cannot divide any voting precincts. The election is
confined to the area of the proposed PUD. RCW 54.08.010 prohibits any PUD created after
September 1, 1979 from including any other PUD in its boundaries. As such, the existing Kitsap
County PUD would need to be reformed if a partial county PUD were to be formed for only a
portion of the county.

At the same election requesting approval to form a new PUD, there will also be held an election
of three commissioners. If'the proposition to form the PUD does not receive approval by a majority
of the voters, the election of the new commissioners is declared null and void.

2 Under RCW 54.08.060, the county legislative authority may also call a special election for this purpose at the
earliest practicable time, and at the request of the petitioners must do so.
3 RCW 54.08.010, Districts including the entire county or less — Procedure (Effective January 1, 2007.)
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Another PUD option would be to pursue electric service through the existing Kitsap County PUD.
Pursuant to RCW 54.08.070, any PUD which has been in existence for at least ten years and does
not currently provide electric service must conduct an election in the PUD service area to obtain
voter approval to do so. The election must be held in an even-numbered year and may be submitted
to the voters of the district by PUD commission resolution, and must be submitted to a vote based
on a petition of 10% of the voters in the PUD area submitted to the county legislative authority at
least four months prior to the election date and within 10 months before the election.

The acquisition of electric facilities from PSE by a PUD would be accomplished similar to that of
anew municipal utility, although there are a few differences outlined in RCW 54. The PUD would
have condemnation authority and could exercise this authority if an acceptable sale of the facilities
could not be negotiated. Electric service through the PUD would not need to be provided to all
county residents. A plan would need to be developed to assure reliable, cost effective service to
all county residents.

An existing PUD that establishes electric service would be viewed by BPA as a new electric utility
as far as access to preference power is concerned. As a result, the issues and timing associated
with access to BPA power would be the same for a new municipal electric utility or the existing
PUD. The PUD would also need to start a new electric utility operation similar to that of the
municipal electric utility.

Electric Cooperative

An electric cooperative is a non-profit corporation tasked with providing electric service to its
members residing in a specific service area. Revenues in excess of expenses are either reinvested
in the system for improvements and replacements or are distributed to members in the form of
“capital credits”. There are fifteen electric cooperatives* in Washington providing electric service
to approximately 158,000 member-customers. Generally, electric cooperatives provide service in
rural areas. This was the intent of the Rural Electrification Administration (REA) which was
created in 1935 to promote the extension of reasonably priced electricity to farms in areas not
served by existing electric utilities. Under the Department of Agriculture Reorganization Act of
1994 the REA was absorbed by the Rural Utilities Service (RUS). It is noted, however, that several
smaller towns and cities in Washington, including West RichlandPresser, North Bend and Gig
Harbor, are within the service areas of electric cooperatives.

Most electric cooperatives obtain low interest loans from the federal government through the Rural
Utilities Service (RUS), a government agency within the U.S. Department of Agriculture. The
low interest loans are generally only available to fund costs related to the rural portions of the
utility. This means that the costs of the urban portions of the system may need to be funded with
other sources. Electric cooperatives do not have access to tax-exempt financing like municipal
utilities and PUDs and, as a result, the average cost of capital for electric cooperatives can beis

# Includes mutual and cooperative utilities, which function much the same, headquartered in Washington. There are
also three other electric cooperatives that serve member-customers in Washington that are headquartered in Idaho.

Page 15 REVISEDPRELIMINARY DRAFT — May
19danuary-23, 2017

168



City of Bainbridge Island

Electric Utility Municipalization Feasibility Study
Section 2

Electric Utility Options and Other Issues

generally higher than for PUDs and municipalities. In addition to loans through the federal RUS,
there are also two lending entities, CFC and Cobank that offer lower cost loans to electric
cooperatives. Cooperatives are exempt from paying federal income tax under Section 501(¢c)12 of
the Internal Revenue Code.

Cooperatives are governed by a board of directors elected from the membership. The board of
directors sets policies and procedures that are implemented by the cooperative’s professional staff.
Membership in the cooperative is voluntary. An electric cooperative could be established in Kitsap
County by any group interested in doing so. To provide electric service in the area however, a
sufficient number of members would need to be identified and committed to form the base for
acquiring electric facilities, contracting for power and starting a utility operation. A cooperative
does not have condemnation authority and would need to negotiate with PSE to acquire the PSE
electric facilities.

Another alternative is to request to become part of an existing cooperative. Cooperatives do not
need to have a contiguous service territory. For example Tanner Electric Cooperative has three
service territories near Ames Lake, North Bend and Anderson Island.

Electric cooperatives, like municipal utilities and PUDs, are not regulated by the Washington
Utilities and Transportation Commission (WUTC). The WUTC has no jurisdiction over a
cooperative; however, it would be expected that the WUTC will provide some review of the
proposed transfer of electric service from a regulated utility such as PSE to the cooperative on
behalf of electric consumers.

There are no particular time requirements related to establishing a cooperative. Schedule
requirements related to acquiring a power supply would be similar to a municipal utility and a
PUD. A membership campaign would be needed and it is expected that approximately one to two
years would be needed to negotiate the purchase of electric facilities and conduct various
engineering studies.
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Comparison of Consumer-Owned Utility Options

The following table summarizes the primary differences of utility ownership options.

TABLE 1
Comparison of Consumer-Owned Electric Utility Options
- Public
Municipal . q Investor
Electric Ulity Electric Owned |~ { Formatted Table
Utility District Cooperative Utilit
(PUD) Sy
Governing Board elected by
- : : I
local voters? Yes Yes Yest No | - Formatted: Font: Not Bold
Governed locally? Yes Yes Yes No - Formatted: Font: Not Bold
Board meetings generally
N - : : I
open to the public? Yes Yes Yesy No | - - Formatted: Font: Not Bold
ACCGS§ o tax-exempt Yes* Yes* No No** = { Formatted: Font: Not Bold
financing? AU 4
Non-profit entity? Yes Yes Yes No ~_  { Formatted: Font: Not Bold
. Cost plus
Rates generally established Yes Yes Yes allowed
at cost? v
return
Required to pay income No No No Yes
taxes?
Equity in electric facility
assets generally accrue to Yes Yes Yes No
customer-owners?
Access to BPA Tier 1 power Yes Yes Yes No
at preference rates?
Regulated by Washington
Utility and Transportation No No No Yes
Commission?

*

Tax-exempt financing is generally not available to pay the costs of acquiring electric facilities of an existing
utility.

** Some tax-exempt financing may be available through industrial development bonds within the state volume cap.
T Governing Board is elected by Cooperative members.

i Board meetings are generally open to cooperative members.
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Alternative Municipal Governing and Advisory Concepts

As previously mentioned, the governing body for a municipal electric utility is the city council.
As such, the city council provides general oversight of the utility, retains competent management,
makes policy decisions and sets the rates and charges for utility service. City council members
are elected by the citizens within the municipality and as a result, the governing board of the
electric utility is elected by the citizens.

Some city councils have established utility boards or utility advisory committees to provide a more
specialized oversight of the utility operation, review recommendations of utility management and
staff and advise the city council with regard to various issues related to utility policy, operation
and administration. Typically the members of a utility board are appointed by the city council.

The advisory boards have a variety of functions to perform but generally they are expected to have
regular contact with the electric utility management and the general public and assist the city
council in administering the utility, establishing policy and addressing utility-related issues of
concern to electric consumers and the community as a whole. Serving as the utility governing
board is just one of many tasks performed by a city council and a utility board or advisory
committee can remain focused on the utility business and provide significant coordination between
the utility and the city council.

Examples of utility advisory boards in Washington and Oregon include:

Tacoma Public Utilities (TPU), Public Utility Board

The five-member board oversees the operations of Tacoma's electric and water utilities, the Click!
communications operations, and industrial freight-switching railroad. The Tacoma City Council
appoints the board members and they serve five-year terms, unpaid. The board meets twice
monthly and board meetings are open to the public for public comment.

Seattle City Light, City Light Review Panel

The Seattle City Light Review Panel was created in 2010 as the successor to the City Light
Advisory Board/Committee and the Rate Advisory Committee, and combines the duties of both
groups.

The nine panel members come from City Light’s customer groups. Five members are nominated
by the mayor and four members are nominated by the city council, serving staggered three-year
terms. In 2010, the focus of the panel was to help develop a six year strategic plan for Seattle City
Light.
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City of Ellensburg, Utility Advisory Committee

There are seven Utility Advisory Committee members consisting of two city council members,
one representative from Central Washington University, two customers of one or more city utility
systems, one representative of KITTCOM and one customer of the telecommunications utility.
Committee members serve three-year terms_and are not paid. The committee meets monthly.

The Utility Advisory Committee operates under the authority of the Ellensburg city code and was
created for the purpose of providing a mechanism for the city council to obtain benefits of
recommendations, advice, and opinions on those matters affecting City energy policy and
operations from a committee which may devote the resources necessary for careful consideration
of such matters and which will increase citizen participation and input to local government.

City of Port Angeles, Utility Advisory Committee

The Utility Advisory Committee gives advisory recommendations to the City Council on matters
relating to city utility policy and operation.

The Utility Advisory Committee is comprised of three City Council members, one industrial
representative, and two community representatives. The members are appointed to four-year
terms, with a limit of two consecutive terms. Members are residents of the city, except the member
representing the licensed care facilities need not be a city resident but must own or manage a
licensed care facility in the city.

Eugene Water and Electric Board (EWEB)

EWEB is chartered by the City of Eugene, Oregon to serve as the electric and water utility
providing service to the homes, businesses, schools and other customers in Eugene. In accordance
with the Eugene city charter, the citizens of Eugene elect a five-member Board of Commissioners
for EWEB. Four board members represent specific wards within the city; the fifth member is
elected "at-large" by all city voters. Each commissioner's term is four years_and commissioners
volunteer their time for their work on the commission.

Commissioners hold regularly scheduled public board meetings on the first Tuesday of each
month. The opportunity for public comment is provided at each board meeting.

The EWEB example is unique in that the Board of Commissioners has governing authority

typically found with the city council for a municipal utility. Although a city council in Washington

could rely upon an advisory board for significant input, policy and operating decisions would still
need to be made by the city council.
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Acquiring Electric Facilities

If a new public power utility were to be established on Bainbridge Island it would be necessary for
the new utility to own its electric distribution system in order to purchase power from BPA as a
preference customer. It is expected that the existing electric facilities currently owned by PSE on
Bainbridge Island would be acquired or replaced by the new utility. PSE would need to be paid a
fair value for the electric facilities. To establish the value of the existing facilities the facilities
will need to be inventoried, assessed and quantified and a valuation estimate will be developed.
Engineering analysis will be needed to determine how the new utility will operate its facilities
separate from the surrounding PSE system and determine where wholesale power deliveries will
be received.

A separation plan must be prepared that could include the specification of new transmission,
distribution and operation facilities. In some cases the separation plan is implemented by
agreement over a period of time that extends beyond the ownership transfer date.

The purchase of the electric facilities by the new utility can be relatively straightforward if both
parties are cooperative. Without cooperation, condemnation could be utilized for acquisition. A
condemnation process can be time consuming and costly, but could provide a path to municipal
electric utility formation with an unwilling seller. Overall, based on our experience with other
acquisitions we would estimate that the time needed to acquire the electric facilities would require
between one and three years, with the shorter time reflective of a relatively simple negotiated sale
and the longer period reflective of an aggressive condemnation proceeding that includes appeals.

Prior to establishing electric service in Jefferson County in 2013, Jefferson County PUD negotiated
with PSE to purchase the electric facilities in the county owned by PSE. The PUD chose to
negotiate a purchase price rather than pursue acquisition through the condemnation process. The
condemnation process could have potentially produced a lower purchase price but most likely
would have taken longer to complete. With condemnation, the price to purchase the electric
facilities is specified by the court proceedings.

The City of Hermiston, Oregon is an example of a new public power utility established in 2001
that pursued its option to condemn the electric facilities owned by PacifiCorp but eventually agreed
to a negotiated acquisition settlement.

The City has the authority to condemn the property of PSE within the City municipal boundaries.
If the City elects to condemn the property prior to forming a PUD, its authority is pursuant to RCW
35.92.050. If the City elects to form a PUD first, the PUD has authority to condemn pursuant to
RCW 54.16.020. Eminent domain proceedings are entirely statutory and the procedures for such
proceedings are set forth in Washington Revised Code Sections 8.04.005 to -8.28.070.

> Emerald PUD in Springfield, Oregon had a net billing arrangement with Pacific Power & Light that allowed
certain customers to be served off the other utility’s lines while new facilities were constructed. The arrangement
was in effect for well over 20 years.
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There are two circumstances in which the City or a PUD might undertake to condemn PSE’s
facilities. If PSE is not willing to voluntarily sell the facilities, then it will be necessary to invoke
its power of eminent domain to compel the acquisition. Even if PSE is willing to negotiate and sell
voluntarily, the City may still elect to commence a condemnation action if the parties cannot reach
agreement with regard to a purchase price. Through the condemnation process the City may or
may not achieve a lower acquisition cost than it could through a negotiated sale. The City should
consider the costs, time frame, and risks of litigation when evaluating acquisition costs in the
context of a condemnation proceeding.

The estimated cost for the City or a PUD to condemn the PSE electric facilities in Bainbridge
Island is difficult to predict. But if litigation is pursued, the City should expectassume that the
cumulative attorneys’ fees and expert costs can be expected to be in excess of $1 million. More
discussion of attorney and consulting fees is presented in the section in this report entitled

“Estimated Initial Financing Requirements”.inthe-sevenfigurerange.

Discussions with attorneys indicates that Fthe estimated time needed to reach conclusion of
acquiring PSE’s facilities through condemnation from the date of filing the petition through trial
is between 12 and 24 months. This is exclusive of appeals. An appeal will not delay obtaining
possession of PSE’s property, provided that the City or PUD pays in full the judgment as awarded
by the jury or judge pending appeal.

Examples of Recent Public Power Utility Acquisitions in the Pacific Northwest

As previously indicated, in 2010 Jefferson County PUD negotiated to purchase the PSE electric
facilities in Jefferson County thereby avoiding the condemnation process. The negotiated purchase
price for the facilities was $103 million®. In WUTC’s order’ regarding the matter of PSE’s petition
for accounting of the proceeds from the sale of assets to Jefferson County PUD, the WUTC
indicated that the net book value or original cost less depreciation (OCLD) of the assets was $46.7
million. Based on this net book value amount, the negotiated purchase price was approximately
2.2 times the net book value. At the time, the negotiated purchase price represented approximately
$5.600 per electric customer account in the PUD service area.

In 2001, the City of Hermiston, Oregon negotiated to purchase the electric facilities in Hermiston
from PacifiCorp. The estimated purchase price was $8.1 million, estimated to be about two times
the net book value of the electric facilities. At the time, the purchase price represented
approximately $1,670 per electric customer account in Hermiston.

In 2000, the Columbia River People’s Utility District headquartered in St. Helens, Oregon,
acquired certain service territory and electric facilities owned by Portland General Electric
Company (PGE). The service area acquired in 2000 included portions in the incorporated towns

% Actual proceeds of the sale were $109.3 million.
7 Washington Utilities and Transportation Commission, Docket UE-132027, Order 04, Service Date September 11,
2014.
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of St. Helens, Scappoose, Rainier and Columbia City that PGE had continued to serve after the
PUD began electric service in 1984. The PUD paid PGE approximately $9.5 million for the
electric distribution facilities in the acquired area in 2000, estimated to be about 1.8 times the net
book value and representing about $1,580 per electric customer account in the acquired area.

Power Supply Overview

As with most Pacific Northwest electric utilities, the most significant annual operating expense
that the City’s electric system will incur is the cost of wholesale power. For many public power
distribution electric utilities, purchased power and transmission expense typically represents 40-
60% of the annual budget. Upon fulfillment of certain criteria primarily related to establishing
ownership of its distribution system, the new utility will be entitled to purchase power from the
Bonneville Power Administration (BPA) as a preference customer. BPA principally markets the
power generated by the Federal Columbia River Power System (FCRPS), which is comprised
mostly of the hydropower generated at federal dams. The City electric system can reasonably
expect to purchase a significant portion, if not all, of its power supply from BPA at BPA’s lowest
cost of power, which is the priority firm power rate, also referred to as the Tier 1 power rate.

In addition to BPA, a number of other opportunities for near-term power supply could be available
to the City including power purchases from other utilities, independent generating facilities or
power marketers. In the future, it is expected that the City will most likely continue to purchase
power from BPA but will also be able to participate jointly with other utilities in new generation
facilities, contract to purchase power from other suppliers and construct new generating facilities
of its own including solar, wind and other renewable resources. For our initial analysis, we have
assumed that the full power requirement of the new utility is supplied by BPA wholesale power.

BPA Power Supply Contract Issues

BPA is a federal agency within the Department of Energy that markets electric power from federal
hydroelectric projects and certain other facilities to the region’s utilities. Most of the publicly-
owned electric utilities in the Pacific Northwest rely upon BPA for a significant portion of their
power supply needs. As a municipal electric utility, the City’s electric system would be able to
contract with BPA to purchase its power supply from BPA provided certain criteria are met.
Further, the City’s system should qualify to purchase the majority of its power requirement at
BPA’s lowest wholesale power rate.

One of BPA’s long standing standards for purchasing Federal power requires a customer to own
the distribution facilities necessary and used to serve such customer’s retail consumers. This
standard applies to public body, cooperative, and privately-owned utilities selling to the general
public and to federal agencies.
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In July of 2007, BPA published a Long Term Regional Dialogue Final Policy and the Record of
Decision on the policy was issued in October 2008%. The policy addressed issues necessary to
begin negotiating and offering new power sales contracts for service after 2011, defined the
products and services BPA would offer in those contracts, and described the process for designing
and establishing a tiered Priority Firm (PF) power rate methodology. In particular, the policy stated
that BPA intended to execute new long-term power sales contracts with its regional customers and
discussed in some detail service to existing and new preference customers.

The current long-term power sales contracts-have-been—effered-and provide for the purchase of
BPA power between fiscal year (FY) 2012 (beginning October 1,2011) and FY 2028. A template
for the existing BPA Power Sales Contract can be found on BPA’s website’. These contracts are
complex, but allow for new preference customers, such as the City to be formed and receive power
under certain terms and conditions. The Regional Dialogue specifically references new public
utilities that serve what were previously privately -owned utility customers. BPA refers to this as
“annexed loads” of new preference customers.

A significant element of the long-term contracts BPA entered into with its public power customers
provides for tiered rates. Tier 1 power, BPA’s lowest cost wholesale firm power product, is limited
to the output of the federal system with some augmentation. Each utility has a contract high water
mark (CHWM) that is used to establish the allocation of Tier 1 power and the amount of Tier 1
power each utility can receive. The amount of Tier 1 power provided to each utility can change
throughout the contract period, which ends in 2028, and if additional power is needed utilities can
supplement their Tier 1 power allocations with Tier 2 power, power from other generating
facilities, or other power purchases. BPA will also act on behalf of a utility to make other
purchases and provide ancillary services to integrate those purchases for the utility.

BPA’s policy to serve new public power customers provides (based on current resources) for up
to 250 average megawatts of power for new customers during the current long-term contract
period. The CWHM for new customers is established as the total net requirement of the new utility
in the first year of service. Some limitations do apply, however, in that during any two-year rate
period, the amount of power available to new customers is limited to 50 average megawatts. If
necessary, individual CHWM amounts for the new utilities will be prorated down to remain within
the 50 average MW limit. If this limit is applied, the amounts not provided in the first year will

be added in the next rate period. Anetherlimitationis—that-utilities—with-loadslargerthan10

8 Bonneville Power Administration, Long-term Regional Dialogue Policy, Administrator’s Record of Decision,
October 31, 2008.

2 https://www.bpa.gov/power/pl/regionaldialogue/implementation/Documents/docs/2016-02-

25_Conformed LF_Master_Template.docx
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Over time BPA has established certain criteria that must be met before an entity may qualify for
service from BPA!?. For a new preference customer, such as the City to comply with the existing
standards for service, it must:

1. Be legally formed in accordance with state and federal laws;

2. Own a distribution system and be ready, willing and able to take power from BPA within
a reasonable period of time;

Have a general utility responsibility within the service area;

Have the financial ability to pay BPA for the federal power it purchases;

Have adequate utility operations and structure; and

Be able to purchase power in wholesale, commercial amounts.

AN

Upon compliance with these standards for service and upon application to BPA under the
provisions of Section 5(b)(1) of the Northwest Power Act, the City will be entitled to purchase
power from BPA as a preference customer.

At the present time it is estimated that approximately 200 average MW for new public power
customers still remains in the current contract period. The only new public power utility to form
and contract with BPA during the contract period has been Jefferson County PUD, witha CHWM
just under 50 average MW. If the City were to apply for a contract with BPA and meet the
notification requirements and there are no other concurrent new utility applicants, it is expected
that the City’s full load requirement for the electric system could be established as the CHWM in
the first year of service.

The cost of BPA power to the City will be governed by the BPA Power Sales Contract and various
other BPA policies_established by statute. New large loads, such as a large commercial customer,
over 10 average MW that are placed on BPA’s system may be subject to a surcharge related to the
cost of power supply, potentially at market rates that BPA may need to acquire on behalf of the
new load. In the case of the City, there are no anticipated new large loads.

For the purpose of estimating the cost of power to the City in this analysis, it has been assumed
that the City would purchase its entire power supply requirement from BPA. Under current BPA
policy and past BPA precedents, a power purchase from BPA would entail both Tier 1 power and
historically more expensive Tier 2 or market priced power. Currently market priced power is at
about the same price or in some cases lower than Tier 1 power from BPAL. Since Tier 2 rates
have been higher than Tier 1 rates in the past, Fo-be-conservative-wwe have assumed for the
analysis that BPA Tier 2 power is 15% more expensive than BPA Tier 1 power. It is estimated that
Tier 2 power purchases will represent a small portion of the overall BPA power purchase by the
City electric system.

10 Bonneville Power Administration, Final Policy on Standards for Service — Administrator’s Record of Decision,
December 22, 1999.

' In the current 2016 BPA power rate schedule for Priority Firm power, the price for short-term Tier 2 power is
indicated to be 29.72 mills/kWh for FY 2016 and 32.01 mills/kWh for FY 2017.
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BPA has indicated that it has begun discussions regarding the next contract period that will begin
in 2028. Through “Focus 2028” BPA is endeavoring to prove its cost competitiveness and remain
the power supply provider of choice for its customers. The process has involved obtaining
customer input with regard to what it means for BPA to be competitive from the customers’
perspective. It is envisioned that discussions with regard to the new power sales contracts will
begin in the early 2020s.

The following chart shows BPA’s average PF rate over the past 25 years. The average annual
increase in the PF rate between 1993 and 2017 was 2.3%. Between 2009 and 2017 the PF rate has
increased at 3.0% per year on an annual average basis. Note that the rates shown in the chart do
not include transmission charges.

N ‘[Formatted: Font: (Default) Arial, 10 pt, Bold

FIGURE 1
Historical BPA Average Priority Firm (PF) Power Rate'?
(Fiscal Years Ending September30) “ {Formatted: Body Text, Centered

4.00

3.50

3.00
=
Z
< 250
1=
& 2.00
©
£ 150
g L5 Average Annual Increase
= 1.00 1993-2017 2.3%

: 2009 -2017 3.0%
0.50

1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

For its preference power customers, BPA does not identify specific resources for specific sales.
Rather, the “mix” of BPA’s power resources is used to establish the overall power product. For
its fiscal year 2015, BPA indicates that the mix of its resources by generation type was 84.5%
hydroelectric, 9.9% nuclear, 0.9% wind, 4.5% non-specified purchases and 0.2% other. Tier 2
power is purchased on the open market by BPA and is not generally identified as to source. The
nuclear energy shown in BPA’s resource mix is from the Columbia Generating Station (CGS), a
1.190 MW nuclear energy facility located about ten miles north of Richland, Washington. The
CGS began operation in 1984 and it is the only commercially operating nuclear facility in the
Pacific Northwest. Its output is provided to BPA and BPA pays the costs of operating and

maintaining CGS. ,

12 Source: https://www.bpa.gov/power/psp/rates/previous/historical_PF.shtml
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Other Power Supply Options

Although most of the smaller public power utilities in the Pacific Northwest purchase their full
power requirement from BPA, there are many options currently available for short and long-term
contract purchases of renewable and traditional power. The City could choose to pursue some of
these options on its own or join with other utilities. Organizations such as The Energy Authority'

13 The Energy Authority is a public power owned non-profit corporation with offices in Jacksonville, Florida and
Bellevue, Washington. As a national portfolio management company they assist clients in obtaining and managing
power supply resources.
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(TEA) can be used to assist with acquisition and management of power supply resources.
According to TEA there are good opportunities at the present time to purchase energy from wind
farms pursuant to longer term, 10-20 year, contracts.

In addition to purchasing power from energy resources owned by others, public power utilities can
jointly develop, own and operate generation projects. Energy Northwest is an example of a joint
operating agency owned by 27 public power utilities in Washington. Among other projects,
Energy Northwest owns and operates, the Packwood hydroelectric project near Yelm, Washington,
the 1,190 MW Columbia Generating Station_nuclear facility, near Richland, Washington, the 64
MW Nine Canyon Wind Project located near Kennewick, Washington and the White Bluffs Solar
Station, a solar photovoltaic demonstration project near Richland, Washington.
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Transmission Requirements

The new electric utility will also require a transmission contract to transmit the power it purchases
to its distribution system. A typical public power utility would have a BPA transmission contract.
BPA offers both network integration (NT) and point to point transmission contracts. —It is
expectedassumed- that the new utility will obtain a network integration transmission contract with
BPA, similar to most small to medium sized BPA customers, and that in conjunction with the
power sales contract, BPA will deliver power over BPA’s and PSE’s transmission systems to a
delivery point at a substation on Bainbridge Island.

Provisions within BPA’s transmission and power sales contracts allow for a utility to transmit
power from non-federal generation resources used to meet the utility’s load above the CHWM
level over BPA’s transmission system. BPA also indicates that it regularly assists its customers
with transmission to help bring non-federal generating sources onto the system.
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Operational Reliability

Reliability of electric service has been indicated to be a key issue of concern to the residents and
businesses of Bainbridge Island. Based on outage statistics provided to the City by PSE, it can be
seen that tree related issues are the cause of the vast majority of customer outage minutes on
Bainbridge Island. The data indicates that there were on average, 270 distribution outages per year
between 2004 and 2015 of which approximately 50% are indicated to be caused by trees.
Unknown causes and equipment failure represents the second and third largest causes of
distribution outages. During the same period, there were about 2.5 transmission outages per year
on average, most caused by trees.

The total number of distribution customer outage minutes for all Bainbridge Island customers
between 2004 and 2015 averaged about 10.5 million minutes per year of which about 9.2 million
minutes, or 92% were tree related.

In looking at the detailed reliability information associated with Bainbridge Island, tree caused
outages dominate the amount of time that customers are without power. The biggest potential
gains in reliability will be through looking carefully at the primary cause of outages which is trees
and tree branches touching overhead power lines. Even if there are no changes in tree and
vegetation management programs, there are other things that can be done to improve reliability.

The five-year system average interruption duration index (SAIDI) benchmark is a defined term by
the WUTC. The WUTC service quality index #3 or “SAIDI-total 5-year average” is based on all
customer minutes of interruptions that occurred during the current and previous 4 years, except for
extreme weather or unusual events, divided by the average annual number of electric customers.
PSE annually reports this information to the WUTC by county. While an important statistic for
an electric utility, a more meaningful measure of service from a customer perspective includes
extreme weather or unusual events.

The outage data for Bainbridge Island provided to the City by PSE can be used to develop an
estimated “all in” tree related SAIDI-type of index for Bainbridge Island. Adding the “all-in”
customer minutes of distribution tree outage to the “all-in” customer minutes of transmission tree
outage and dividing by the number of customers provides a representative SAIDI-like statistic
related to tree outages. This “all-in” statistic does not exempt major storms or events. Performing
such a calculation yields the following:
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Average Annual Bainbridge Island Customer Outage Minutes per Customer

2016
(partial

2009 2010 2011 2012 2013 2014 2015 year)
Distribution Tree related “all-in” 517 1,844 212 115 286 494 1,082 694
Transmission Tree related “all-in” 31 483 95 168 151 214 1,084 294
Total Tree related annual average 548 2,327 307 282 437 708 2,166 989

Total all causes “all in” annual

average 655 2,497 384 392 510 819 2,336 1,110

The analysis in the above table shows that both distribution and transmission tree related outages
are significant and need to be addressed if reliability is to be improved. A further evaluation of
reported outage statistics in Kitsap County was also conducted for comparison.

In the March 29, 2016, PSE Service Quality and Electric Service Reliability filed with the WUTC
various PSE SAIDI statistics by county for the years 2013, 2014, and 2015 are shown in Appendix
K of that report. Kitsap County had the highest SAIDItotl value of any county in PSE’s system in
2015 (1,715 minutes), third highest county value in 2014 (607 minutes) and highest county value
in 2013 (324 minutes). This report shows that in 2015 the SAIDItow for all outages in PSE’s
system was 760 minutes. Bainbridge Island tree-related outages appear to be at or higher in total
average minutes of outage than Kitsap County total average minutes of outages for each of these
years.

Thise identifies a number of reliability issuesimplicationsare-threefold. First, tree-related outages
in 2015 are the most significant reliability issue on Bainbridge Island and the tree outages appear
to be much higher in terms of customer outage minutes per customer than the system-wide PSE
SAIDITota for 2015 reported in the WUTC reliability report. It should also be noted that SAIDItott
in Kitsap County during the years 2013, 2014, 2015 seems to have been higher than average
SAIDIrot outages for PSE customers in other counties.

An obvious question is what can be done to reduce tree-related or tree-initiated outages. In 2015
transmission outages were a very large number and about half the total outage minutes (few in
number but many customers and long time span) in that year. In other years transmission outage
minutes were still significant when compared to distribution outage minutes. Tree related

transmission outage minutes are also a function of the amount of tree/vegetation management that
removes both danger trees and heavy branch growth.

Providing a looped 115-kV transmission line closing the segment between the Murden Cove
substation and the Winslow substation would improve transmission reliability, especially if either
automatic or SCADA controlled 115-kV circuit switchers or circuit breakers were used to close or
open the existing line segments. This would reduce the time that a substation would be without
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power if one of the 115-kV lines south of the Port Madison substation were faulted. PSE has
studied and defined alternatives for a new transmission connection between the Murden Cove and
Winslow substations. This transmission line was proposed to improve reliability of service and

also to expand the capacity of the Winslow substation to meet increasing power demands. The
estimated length of this line is between five and six miles. In 2010, an early estimate of the cost

of this line was indicated by PSE to be $3-$4 million. PSE estimated that the installation of this
transmission line would save 1.15 million customer outage minutes per year.

Another reliability issue related to transmission is that the two 115-kV transmission feeds from the
Kitsap Peninsula to Bainbridge Island cross over Agate Pass at the same location which could
allow for common mode failures. This limitation in power delivery to the island would be difficult

to overcome in that the cost of installing an alternative, underwater 115-kV transmission line
would be prohibitively expensive, based on our experience with the installation of submarine

power cables.

Another factor is the amount of time it takes for a maintenance crew to reach a faulted transmission
line and then patrol the line to establish the location of the fault and determine the extent of
damage. This means that the distance that the line crew travels from their service center and the
time it takes to drive that distance to get to the source of the outage can significantly increase the
customer minutes of outage. Similarly, once the crew reaches the de-energized line or substation,
it needs to visually inspect the power line to determine if other problems would prevent safely

reenergizing the overhead power line.

If there is structural damage to the line, the outage will continue for at least some customers until
repair materials and heavy equipment can be transported to the damage location. Having crews,
equipment, repair materials and heavy equipment on or near Bainbridge Island would reduce the
customer minutes of outage time. Even if the City does not form an electric utility, it might be
able to have some equipment and materials staged within the City. Traditionally most electric
utilities require their line and engineering employees to live within certain distances of their service
territory or service centers as a way of enhancing reliability. Most Pacific Northwest municipal
electric utilities have not found this to be a problem when hiring electrical workers.

Still another option is to underground power lines. While PSE does have limited underground
115-kV transmission in its system, as do other utilities in the state, it is very expensive to install
underground transmission lines. Another complication beyond expense is that underground
transmission right of ways also need to have trees and roots removed from the transmission path.
Therefore, undergrounding of transmission could result in more trees being cut than even a more
aggressive vegetation management plan for overhead transmission. Most Pacific Northwest
electric utilities try to avoid undergrounding transmission due to the high expense and instead
focus transmission reliability improvements on vegetation management and quick response to

outages. Most utilities also periodically patrol their transmission lines with thermal imaging
equipment to detect any hot spots that are indicative of an insulation problem associated with

equipment breakage. Also most utilities have aggressive pole testing programs to assess the
structural integrity of wood poles.
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The other major source of outage minutes has to do with distribution outages. Again tree related
outages are a major factor. In our economic analysis, we have included operating costs for an
aggressive tree trimming program. As with transmission, distribution reliability can be enhanced

with better vegetation management, looped or network distribution systems, undergrounding, and
reducing the time to respond and fix the causes of outages.

Distribution is also traditionally where additional causes of outages, such as animals, car-pole
accidents, and equipment failures become a noticeable portion of the outage minutes. The most

spectacular distribution outages are usually when either poles fail or when underground conductors
fail. PSE, like most utilities, has an extensive pole testing and cable injection/replacement program
to help avoid these kinds of spectacular equipment failures.

Unlike transmission, there are two other ways that some utilities will try to reduce distribution tree
related outages. Some east coast utilities use compact messenger spacer insulated cable in their
overhead distribution construction. The nearest example of spacer cable distribution construction
is on the Bangor Trident base. Spacer cable is about 20% to 40% more expensive than open bare
wire distribution lines, but has two major benefits. The first is that the messenger wire is usually
more rugged than typical tree wire and more capable of supporting tree branches. The second is
that the compact spacing of the conductors can allow all phases to be placed farther away from
trees on the road side of the pole so that a given amount of tree trimming will reduce the number

of outages when compared to standard framing bare wire or tree wire. In addition to higher cost,
some view spacer cable construction as a less aesthetically pleasing utility construction method

due to the spacers and undulating bundles of conductor. However, in certain locations it could
dramatically enhance reliability.

PSE uses tree wire on Bainbridge Island and is planning on additional tree wire installation. Some
PSE documents claim that tree wire can reduce the number (not duration) of outages by 70%.

While tree wire is used by several Pacific Northwest electric utilities in heavily forested areas, it
is not without problems. In particular if the line touches the ground, the partial insulation can
prevent typical breakers and fuses from clearing the fault and de-energizing the line. It is also
more expensive than open bare wire. Among its 2017-2018 identified improvement projects for
Bainbridge Island, PSE has several tree wire installation projects planned. These projects
primarily involve the rebuilding of existing overhead distribution segments and the installation of

tree wire. PSE has also indicated that it is planning to underground approximately two miles of
existing overhead distribution line on Blakely Avenue, estimated to occur in 2017.

Constructing additional distribution feeders to loop and or network the distribution system can also
enhance reliability. Most Pacific Northwest network distribution systems are employed only in
very high density large central cities. Open looped, operated in a radial means is a more common
rural distribution configuration.

Another substation on Bainbridge Island could allow for additional distribution feeders. These
feeders could be shorter and as a result the number of customers exposed to outages per feeder will
go down. That should reduce some of the outage minutes.
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PSE has indicated that nearly 50% of existing distribution lines on Bainbridge Island are
underground. Underground distribution lines typically reduce tree and storm outages, but most
underground distribution is susceptible to neutral corrosion and water treeing in the cable itself.
Modern underground jacketed cable typically has a design life of 40 to 50 years and this can be
sometimes extended another 20 years or more through injection of non-conducting silicon oil into
the cable to fill internal insulation trees. However, the length of time that is needed to replace
damaged underground cables is significant compared to overhead distribution lines. This is
especially true for underground cable that is direct buried as opposed to being installed in conduit.
Underground feeder construction is estimated to be three or more times as expensive as bare wire
overhead construction.

Much of Bainbridge Island’s road system is basically a rural style road with a crowned road,
drainage ditches on both sides of the road and native vegetation and trees located close in This
makes placement of new underground distribution lines difficult, because water, telephone, cable
television, and power cables along with power vaults would need to compete for space and fit
behind the drainage ditch in the right of way. Undergrounding of overhead utilities could require
clearing of trees within the public right of way and adjacent to the drainage ditch. However, the
City in its long range road repaving plans, could include conduit runs under the pavement and
periodic electrical vaults along the side of the road for future undergrounding of overhead power
lines.

Some publicly owned electric utilities set up local improvement districts (LIDs) to pay for the
costs of undergrounding distribution lines in certain neighborhoods.

ISeeond—f the City were to establish an electric utility its efforts to improve reliability should be
focused. One focal point, vegetation management, will likely be a critical component. PSE has
both a tree watch program and periodic tree trimming programs. Collecting outage statistics by
feeder and comparing that to tree trimming cycles and distance to trees could help gather data for
better reliability. If certain trees are a problem they can either be removed or if that is not possible

rerouting the power lines to another location or looking to a different framing configuration such
as tree wire or spacer cable could be pursued.

Another-Anether focal point will be the Eity’s-ability to provide quick restoration of power after
an outage, which may be enhanced if equipment and crews are located close to or within the City.
This would reduce the number of minutes of a typical outage. Still another focal point may be
undergrounding of overhead power lines in certain areas to further reduce outages. This does not
mean that other forms of maintenance or system design should be neglected. If the City does not
form a new electric utility, itthen-the-City may wish to focus its reliability discussions with PSE
on what can be done to prevent tree-related outages and/or shortening the amount of time to restore
power. To prevent tree related outages may require more information on the types of vegetation
management by circuit/location and the outages in those locations.
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[Fhird—f a reduction in the SAIDI or minutes of customer outage per customer is a goal, both
transmission and distribution tree-related outages will need to be addressed. This is because either
can be the majority of the SAIDI1.in minutes in a particular year.

As another point of comparison, we also examined a Snohomish County PUD Electric System
Reliability Report that included statistics from 1991 to 2015. Snohomish County is slightly north
and east of Bainbridge Island and it includes rural forested areas as well as urban and suburban
areas within its service territory.

In Appendix C of the Snohomish County PUD reliability report in Table C-1 of SAIDI, there is
data broken out by distribution, transmission, unusual weather events, declared major events and
“Overall (Everything).” The Snohomish County PUD “Overall” SAIDI is compared to the PSE
Bainbridge Island “all in” total outage minutes in the following table:

Comparison of Snohomish County PUD Overall to Bainbridge Island Total Annual Average
Customer Outage Minutes per Customer

2009 2010 2011 2012 2013 2014 2015

Snohomish County PUD “Overall
(Everything)” SAIDI (i.e. Trees and all
other causes for both transmission

and distribution) 76 114 83 116 85 229 1,390
Bainbridge Island Total All Causes
“all-in” (see previous table) 655 2,497 384 392 510 819 2,336

It can be seen from the above table that there are far more average minutes of customer outage on
Bainbridge Island than in Snohomish County PUD. Since tree related issues are the most
significant cause of outages on Bainbridge Island, vegetation management or tree trimming is the
critical reliability factor.

Snohomish County PUD performed a detailed analysis of its outages on the 20 circuits with the
greatest number of distribution outages. The PUD determined that the number of tree related
distribution outages; where trees or branches are farther away than 10 feet from power lines is less
than the number of outages (by about a factor of slightly less than two) than where trees and limbs
are closer. However, what the PUD also found was that the distant tree caused outage average
customer durations (in non-major events or storms) were just slightly less (ratio of about 936 to
1040) thane average customer durations caused by closer trees.more-distant-tree-minttes-of outage:
The implication for Bainbridge Island is that to improve SAIDI, trees close to the power lines as
well as those more distant need to be addressed, even though tree trimming within 10 feet of power
lines is associated with the greater number of outages.

The City should ask PSE to collect similar information by circuit so such information can be
factored into the PSE vegetation management and tree trimming programs on Bainbridge Island.
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Such information might also identify areas where distribution lines could be rerouted
undergrounded, or constructed with alternate overhead framing techniques such as spacer wire.
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Electric System Facilities on Bainbridge Island

Electric service on Bainbridge Island is presently provided by PSE. The electric facilities located
within the City include transmission lines, substations, overhead and underground distribution
lines, poles, transformers, vaults, service drops, meters, streetlights, right-of-ways and ancillary
distribution system facilities. There are three substations on the island that transform power from
transmission voltage to the primary distribution voltage.

PSE’s transmission system on Bainbridge Island consists of approximately 14 miles of 115-
kilovolt (kV) overhead transmission lines that connect to PSE’s transmission system on the Kitsap
Peninsula side of Agate Passage. There are two transmission circuits that cross Agate Passage by
means of an overhead crossing that is essentially new, having been rebuilt in 2014. Once on the
island, the two transmission circuits separate and proceed along different routes until Hidden Cove
Road and Highway 305. From that point they are near each other along Highway 305 until they
reach the Port Madison substation located at the northwest corner of the intersection of Day Road
and Highway 305.

The Port Madison substation was originally built in 1980 and serves as a transmission switching
station as well as a distribution substation serving approximately 4,000 electric customers. Two
radial transmission lines proceed from the Port Madison substation, one to the Murden Cove
substation and one to the Winslow substation. The Winslow substation was originally built in
1960 and serves approximately 3,800 customers. The Murden Cove substation was originally built
in 1980 and serves approximately 4,500 customers. Each of the three substations has one
transformer that provides power at 12.5-kV, the primary distribution voltage, to four distribution
feeders.

The transmission connections at the Port Madison substation are indicated by PSE to have been
rebuilt in 2000. The underground getaways appear to be older. Two of the feeder getaways at the
Murden Cove substation appear to have been rebuilt with new underground cables for each circuit.
The Murden Cove substation yard is large and could accommodate a second transformer if needed
in the future. The Winslow substation is built using overhead getaways and the poles and wires
appear to have been recently replaced. Several overhead spans from the Winslow substation in
both directions use tree wire. The Winslow substation yard appears to be smaller making it
difficult to expand in the future.
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PSE indicates that there are 307 miles of distribution lines on Bainbridge Island of which 165 miles
are underground. The overhead and underground lines are a mixture of three, two and single phase.
In addition, 22 miles of overhead distribution lines use insulated tree wire. Overhead distribution
and transmission lines are generally built with typical wood-pole construction and in some areas
the distribution lines are underbuilt on transmission poles. The exception to the transmission is
the steel pole/tower crossing of Agate Passage.

The distribution system appears to be a mixture of main feeders, some of which were rebuilt in the
past few years, and many laterals and smaller feeder wire portions that are older. It was noted that
some poles along Crystal Spring Drive NE are placed in the beach with anchoring extending into
the tidal area. The distribution system appears to be designed and operated principally as a radial
system.

Proposed Facilities to be Acquired

There are several options that the City could take in defining the electric facilities that would be
acquired to establish a new electric utility system. It is expected that the substations, distribution
lines, transformers, services_and -and-meters would be needed for the City to own the distribution
system as required by BPA. All of the transmission lines, however, would not necessarily need to
be acquired. Instead, PSE could continue to own some or all of the transmission lines on the island
and BPA would make arrangements with PSE to deliver power over the lines to the City’s
substations._The City system would also need to acquire the streetlights owned by PSE.

BPA has historically even provided transmission service to and through PSE owned substations
for some of its preference customers. Examples includes BPA service to the cities of Blaine and
Sumas, both of which are served at primary voltages from PSE substations by BPA contract.

Alternatively, the new electric utility could acquire the transmission lines from the connection to
PSE’s Kitsap Peninsula transmission system at Suquamish Way NE and own the crossing at Agate
Pass and all the 115-kV lines on Bainbridge Island. Another option could be to build a new
transmission line from the Suquamish Way connection point to BPA’s closest substation at the
Bangor naval base. This line is estimated to be approximately eleven miles long and would
potentially be difficult to permit and construct. It would also only provide a single radial line to
the City’s system from Bangor presenting a potential reliability risk.

Although BPA’s customers typically take delivery of power directly from a BPA substation or
over BPA transmission lines, BPA has indicated that it could deliver power to the City’s electric
system over PSE’s transmission lines. This approach is used elsewhere in the Pacific Northwest
where a direct connection to BPA’s system is not currently available. BPA would negotiate with
PSE for the use of PSE’s transmission system to deliver power to the City system and would
compensate PSE for this service. An advantage of this approach is that PSE’s transmission system
would continue to be used in the manner it is now and PSE would receive payments for the use of
the system. PSE would, however, continue to be responsible for the maintenance and operation
of its transmission system and provide outage restoration. A Line and Load Interconnection
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Request!* will need to be made to BPA to obtain more specific information about the capability of

BPA’s and PSE’s transmission systems to serve the City system and define the specific
interconnection equipment needed.

BPA indicates that it treats transfer customers (those served over other utilities’ lines) the same as
customers connected directly to BPA’s system. If the City were to become a BPA transfer
customer it would obtain a Network Transmission (NT) agreement with BPA. As an NT customer,
the City system would pay the NT transmission charge similar to all other BPA customers with an
NT agreement that are directly connected to BPA’s system. Through the NT charge BPA pays for
the cost to transmit power over BPA and non-BPA lines as needed to deliver power to its
customers.

For the purpose of this analysis, we have developed a base case in whichassumed-that the new City
electric utility would not acquire the transmission lines north of the Port Madison substation. Since
BPA would be delivering power over PSE’s transmission system in Kitsap County. transmission
to the Port Madison substation would be a continuance of the use of PSE’s system. BPA has
indicated that it would most likely locate its metering system at a substation. A metering system
would be installed at the Port Madison substation and this is where the new utility would take
delivery of power from BPA. From this point the new electric utility would own the substations,
the radial transmission lines between the substations, all overhead and underground distribution
lines, distribution transformers, customer services, and meters.

An alternative ownership arrangement that could be evaluated would be for the City system to
acquire only the distribution lines and customer services and for PSE to retain ownership of all
transmission lines and substations. In this case, BPA would deliver power to the City system on
the low voltage side of the substation transformers. This type of arrangement exists elsewhere in
BPA’s system. BPA assesses an additional charge to accommodate this arrangement and
negotiates with the substation owner and pays for the use of the substation. If the City electric
system were to undertake this kind of arrangement, PSE would continue to own, operate and

maintain all of the transmission and substation systems in the City.

Based on our observations and information provided to the City by PSE, we have estimated the
quantities and approximate sizes of electric facilities to be acquired by the new utility. Using this
information and our experience with electric utility construction and costs, we have estimated a
range of costs for the acquired facilities.

Estimated Cost of Electric Facilities

An appraisal of the value of electric facilities to be acquired by the City for its electric system has
not been conducted. Such an appraisal would rely upon a detailed description of the facilities to
be acquired and will potentially be needed if the City proceeds towards acquisition of the PSE

14 https://www.bpa.gov/transmission/Doing%20Business/Interconnection/Pages/LLIP.aspx
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system on Bainbridge Island. Such information could be provided by PSE or it could be developed
independently by the City as part of a condemnation legal proceeding.

We have estimated that approximately 7.5 miles of 115-kV transmission lines currently owned by
PSE. the transmission lines between the substations, would be acquired by the City. There are
three substations and approximately 307 miles of distribution lines of which 165 miles are
underground, as indicated by PSE. Since we do not have asset records from PSE or know what
the original cost of these specific facilities was, we have estimated the original cost based on
estimated current transmission and distribution costs deflated to the cost at the assumed average
installation date separately for each type of facility.

For the purpose of this analysis, the cost the City would pay for the acquired facilities is estimated
to be between the original cost less depreciation (OCLD) value and the reproduction cost new less
depreciation (RCNLD) value of the electric facilities. OCLD is defined as the original cost of the
property when it was first put into service as a public utility, less accrued depreciation. The OCLD
value is an estimate of the net book value of property, which in general, is approximately the rate
base value of the property for ratemaking purposes. _In its order regarding the matter of PSE’s
petition for accounting of the proceeds from the sale of assets to Jefferson County PUD', the

transaction costs and 12.4% of the gain on the sale of the assets, for its shareholders. The - ’[Formatted: Not Highlight

remainder of the proceeds of $52.7 million was to be allocated to PSE’s ratepayers as pro rata
monthly bill credits over a four year period.

For state utility commission regulated properties such as the facilities to be acquired by the City,
the rate base value generally is the portion of the original investment cost which the utility has not
yet recovered through rate charges paid by its customers.

The following table summarizes the estimated RCN, RCNLD and OCLD costs for the facilities
expected to be needed by the new City electric system. As previously indicated, the facilities to
be acquired do not include the transmission lines north of the Port Madison substation._Further,
the costs shown for the facilities are for those facilities in place at this time. No additional amounts
are included for facilities that may potentially be installed in the future.

'S Washington Utilities and Transportation Commission, Docket UE-132027, Order 04, Service Date September 11
2014.
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TABLE 2
Estimated Costs of Facilities to be Acquired by the City Electric System
($000)
Estimated Estimated
Estimated Reproduction Original Cost
Weighted  Average Estimated Cost Less Less
Average Service Estimated Reproduction Depreciation Depreciation
Year of Life Percent Cost New (RCNLD) (OCLD)
Installation”  (Years) Depreciated (5000) ($000) (5000)
Substations and getaways 1995 50 44% S 9,780 S 5,490 S 2,560
Transmission Lines 1996 50 42% 2,160 1,250 750
Distribution Facilities
Overhead Lines 1993 50 48% 19,900 10,420 4,980
Underground Lines 1996 50 42% 32,840 19,040 8,470
Services, Transformers, Meters 1996 50 42% 27,450 15,920 7,240
Subtotal - Distribution 1995 50 43% 80,190 45,380 20,690
Total $ 92,130 $ 52,120 $ 24,000
* Average year of installation of facilities with adjustment for periodic renewals, replacements and additions, i { Formatted: List Paragraph, Left
Estimated Estimated S~ \[ Formatted: Font: 12 pt
Assumed Average Estimated  Reproduction Original Cost
Average  Service Reproduction Cost Less Less /{ Formatted: Font: 12 pt
Install Life Percent Cost New Depreciation Depreciation /
Year (Years) Depreciated (S000) (S000) (S000) //
/
Substations and getaways 1994 50 43% S 9,800 $ 5,700 S 2,700 //
Transmission Lines 1996 50 40% 2,100 1,300 800 /
Distribution Lines, Services, etc. 2004 50 2% 71,390 41,730 19,190 //
Total S 83,290 S 48,730 S 22,690

a /

As indicated in the table, the estimated cost of the facilities based on OCLD and RCNLD ranges
between $24.02-7 million and $52.148-7 million. If in addition, the City electric system were to
acquire the transmission lines north of the Port Madison substation, including the Agate Pass
crossing, the estimated cost of the facilities would range between $28.77-6 million (OCLD) and
$57.54-+ million (RCNLD). Ifthe City system were to acquire only the distribution lines, services,
transformers and meters, the estimated cost of the facilities would range between $20.7 million
(OCLD) and $45.4 million (RCNLD).

For the purpose of comparison, the estimated total investment in electric distribution facilities on
a per customer basis in PSE’s total system has been evaluated. This distribution value includes
PSE substation facilities, overhead and underground distribution lines, customer connections,
meters and other facilities. PSE’s total electric plant in service as of December 31, 20156 was
$9.58:9 billion. The investment in distribution plant was $3.46 billion or $3,200436 per customer
based on the total number of electric customers in PSE’s system of 1.45126.263:600. These electric
plant and distribution plant in service amounts are based on the original cost of the plant when it
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was installed. Overall, the value of PSE’s distribution plant was 37.58% depreciated as of
December 31, 20165.

Assuming that PSE’s investment in Bainbridge Island on a per customer basis is proportional to
investment in these facilities throughout PSE’s entire system, the total estimated amount for
distribution plant in Bainbridge Island would be $39.482 million. Applying 37.58% depreciation
would result in the original cost less depreciation value of distribution plant being $24.63-7 million.
This is comparable to, although slightly higher than the total amount shown for the original cost
less depreciation in Table 2+. Using PSE’s reported system average depreciation on distribution
plant to estimate the average installation date of distribution plant, the RCNLDreproduction-eost
new—less—depreeiation of distribution plant on Bainbridge Island is estimated to be $54.949-+
million. The value of transmission plant to be acquired would need to be included in the total cost
based on this methodology to provide a totally comparable estimated value.

As another point of information, the Washington State Department of Revenue (DOR) has
estimated that the equalized taxing value of PSE real and personal property within Kitsap County,
adjusted for market conditions in 2016 was $198,096,993'¢. It is important to note that DOR
performs a complex review of various assets and information provided to it and then makes
adjustments to price the real and personal property at approximately a market value. It is also
important to understand that this DOR value includes buildings, transmission lines, substations,
distribution facilities, land rights, computer software, etc. The Kitsap County Assessor’s Office
reports that the DOR assessed value of PSE’s real and personal property for property tax purposes
for 2017 in the Bainbridge Island tax code areas is $19,593,411.

Stranded Costs

Stranded costs represent a utility’s investments in facilities that become unused or redundant as a
result of regulatory or market changes. The proposed acquisition concept involves the continued
use of portions of PSE’s transmission system for which PSE will be compensated and as a result
there should not be any stranded costs related to these facilities. The Federal Energy Regulatory
Commission (FERC) established the concept of stranded costs after it established a transmission
open access policy that requires utilities, such as PSE to provide transmission access. The
application of stranded costs is based on a complex set of FERC definitions and formulae that can
likely only be resolved by litigation or negotiation. Further evaluation may be needed but it is not
expected that stranded costs would have a significant impact on the costs of acquisition for a new
utility on Bainbridge Island.

Separation Costs

The physical separation of the electric systems of the new electric utility and PSE is expected to
be relatively simple if the new utility takes delivery of BPA power over PSE’s transmission system
at the Port Madison substation. The new utility will need to install BPA bulk power metering

1 http://www.dor.wa.gov/docs/reports/2016/utilvals2016/2016_Table 2.pdf
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equipment and assure that appropriate protection and switching systems are installed at the
substation. The new utility will be responsible for any costs that are incurred to provide separation
of the systems.

In the past it has been noted that third party owned customer metering equipment may be installed
in PSE’s system. If these meters are in the City’s system it may mean that there would be some
additional costs associated with meter acquisition. In addition, PSE’s investment in residential
and commercial energy efficiency systems in Bainbridge Island, identified by PSE as $2.8 million,
may or may not need to be refunded at the time of acquisition or reflected in the acquisition cost.
Likewise, there may be customer service or accounting costs associated with separating the
customers from PSE’s system and costs of transferring legal assets that may or may not need to be
reflected in the acquisition cost.
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Financing Options and Conditions

The costs of acquiring the direct necessary electric facilities are combined with estimates of any
necessary new construction costs, legal and consulting fees, engineering costs and startup costs to
determine the initial financing requirement for the new utility. Funds are typically borrowed to
pay these costs and the borrowed monies are repaid over a fairly long period such as 25 to 30 years.
Because of the amount of investment needed to construct electric utility facilities as well as the
long useful life of these facilities, electric utilities often have a fair amount of long-term debt to
service. It is assumed that the City would finance the initial acquisition costs of the facilities with
the issuance of revenue bonds that would not be tax-exempt. Costs of constructing new facilities
or facilities for separation, purchases of equipment, inventories, supplies, reserves and other
related costs are assumed to be financed with loans carrying tax-exempt interest rates. Certain
costs associated with the issuance of revenue bonds, such as the funding of a bond reserve fund,
would also be incurred and are included in the estimate of total financing requirements.

Municipally-owned electric utilities and PUD’s generally use tax-exempt revenue bonds and loans
to fund the capital costs associated with their systems. Federal tax laws generally prohibit the use
of tax-exempt loans for the funding of municipal acquisition of electric systems owned by investor-
owned or privately owned utilities. Taxable revenue bonds have a higher interest rate than tax-
exempt interest rates. For our analysis we have assumed a 4.5% tax-exempt electric revenue bond
interest rate and a 5.0% taxable electric revenue bond rate. These assumed rates are higher than
would be experienced at the present time in that tax-exempt and taxable rates would be about 4.0%
and 4.4%, respectively, for 30-year municipal revenue bonds at the present time. TEurther—the
30-year flat repayment schedule for the initial bond issuance, as—assumedas assumed for this
analysis, could be shortened if desired or a non-levelized debt service payment schedule could be
established. The 30-year levelized repayment of bond debt is reasonably typical for public power
financing and is used to establish a regular payment schedule with lower payments than would be
required for a shorter repayment period.

In determining the actual interest rates the new utility would incur for revenue bond financing a
number of factors would be evaluated by lenders. Among these factors would be the potential risk

of a reduction in energy sales in the future due to a loss of large loads, aggressive conservation
efforts or lower economic activity. These factors are commonly evaluated by those involved in

revenue bond lending and with regard to the new City electric system, are expected to be similar
to the experience of other public power utilities in the Pacific Northwest.

A shorter repayment period would require higher annual debt service payments during the
repayment period but would allow for earlier retirement of the bonds. It is important that legal
and financial advisors be consulted with regard to the structuring of bond issues to fully evaluate
financing alternatives. Full principal repayment could be partially deferred in the first year of
electric system operation to lower the revenue requirements in the first year. Various exceptions
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and special conditions could exist that would allow more access to tax-exempt securities to fund
the initial financing requirement.

It is important to note that the debt incurred by the new City electric system would be expected to
be secured by the revenue of the electric system and not the City’s general fund. As such, property
taxes and other taxes within the City would not be used to support the electric system bonds.
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Requirements for a New Utility to Issue Long-term Revenue Bonds

Issuing long-term debt is fairly common for municipalities, counties and other governmental
agencies. A new, municipal electric utility would need to consider some of the following
requirements in undertaking a revenue bond financing.

1. Agreement to purchase the system is complete so there is no question about ownership.
2. The governing body is in place (i.e. City Council)

3. A feasibility study has been completed showing projected revenues and expenses.

4

An initial rate schedule based on feasibility study has been adopted by the governing
body.

5. Management and staff in place (contracted for or hired) so it is clear that the entity has
the capability to run an electric utility.

6. A bond ordinance has been adopted with typical revenue bond covenants including a
pledge to raise revenues as necessary to pay debt service, provide adequate debt service
coverage, establish an adequate reserve account and address other covenants.

7. Indicate adequate cash on hand to fund startup and initial costs until revenues from rates
and charges are received.

8. Have an agreement in place for power supply with BPA and/or other entities.

Additional items would potentially be added as the municipality’s legal and financial advisors
review the potential structure of the proposed borrowing. If necessary, the municipal entity
could possibly issue debt and place proceeds into an escrow account until certain of the above
requirements are met. Also, for initial startup costs, the municipal entity could provide funds
through a general obligation bond or note or through interfund borrowing. The City has
indicated that it could loan money from one fund to another through an interfund loan. These
funds could be used until long term financing is in place and the system is in operation.

Typical Bond Covenants

Typical covenants included in the bond ordinance related to the issuance of municipal utility
revenue bonds are shown in the following paragraphs. Bond council and the City’s legal council
will determine which of these covenants are needed and will adjust the wording as appropriate.
An example could be with regard to insurance in that some utilities elect to self-insure certain
clements of their systems. As such, the wording below would be adjusted to reflect this

approach.

1. Rate Covenant — General. Rates will be established, maintained and revenues+ - - ‘[Formatted: Space After: 12 pt

collected for electric energy sold through the ownership or operation of the electric distribution
system, and all other commodities, services and facilities sold, furnished or supplied by the electric
system in connection with the ownership or operation of the electric distribution system that shall
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be fair and nondiscriminatory and adequate to provide gross revenue sufficient for the payment of
the principal of and interest on all outstanding Parity Bonds, for all payments which the electric
system is obligated to set aside in the bond account, and for the proper operation and maintenance
of the electric distribution system, and all necessary repairs, replacements and renewals thereof,
the working capital necessary for the operation thereof, and for the payment of all amounts that
the electric system may now or hereafter become obligated to pay from the gross revenue.

2. Rate Covenant — Coverage Requirement. Such rates or charges shall be sufficient
to provide net revenue in any fiscal year in an amount equal to at least 1.25 times the annual debt
service in such fiscal year on all outstanding bonds. A higher coverage requirement can possibly
improve the rating of bonds and contribute towards a lower interest rate.

3. Maintenance of the Electric Distribution System. The electric distribution system
will be maintained in good repair, working order and condition, and all necessary and proper
repairs, renewals, replacements, extensions and betterments thereto will be properly and
advantageously conducted, and the City will at all times operate such properties and the business
in connection therewith in an efficient manner and at reasonable cost.

4. Sale or Disposition of the Electric Distribution System. The City will not sell,
mortgage, lease or otherwise dispose of or encumber all or any portion of the electric distribution
system properties, or permit the sale, mortgage, lease or other disposition thereof, except under
certain conditions.

S. Insurance. The City will keep the works, plants, properties and facilities
comprising the electric distribution system insured, and will carry such other insurance, with
responsible insurers, with policies payable to the City, against risks, accidents or casualties, at least
to the extent that insurance is usually carried by municipal corporations operating like properties.

6. Books and Accounts. The City shall keep proper books of account in accordance
with the rules and regulations prescribed by the Washington State Auditor’s Office, or other State
department or agency succeeding to such duties of the Washington State Auditor’s office. In the
case of an RUS loan, the books and accounts along with periodic reports shall conform to RUS
borrowing requirements (see below).

7. No Free Service. Except as permitted or required by law, the City will not furnish
or supply or permit the furnishing or supplying of electric energy in connection with the operation
of the electric distribution system, free of charge to any person, firm or corporation, public or
private, so long as any bonds are outstanding and unpaid; provided, that, to the extent permitted
by law, the City may lend money and may provide commodities, services or facilities free of charge
or at a reduced charge in connection with a plan of conservation of electric energy adopted by the
City Council or to aid the poor, infirm or elderly.
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Other Financing Options

The federal Rural Utilities Service (RUS) within the United States Department of Agriculture
administers water and waste treatment, electric and telecommunications infrastructure to rural
communities. The RUS Electric Program provides capital and leadership to maintain, expand,
upgrade and modernize rural electric infrastructure. The loans and loan guarantees provided by
RUS finance the construction or improvement of electric distribution, transmission and generation
facilities in rural areas. The RUS Electric Program also provides funding to support demand-side
management, energy efficiency and conservation programs, and on-and off-grid renewable energy
systems.

RUS loans are made to cooperatives, corporations, states, territories, subdivisions, municipalities,
utility districts and non-profit organizations. Jefferson County PUD obtained a loan from RUS to
finance the acquisition of electric facilities to undertake electric service in Jefferson County
beginning in 2013. RUS, in discussions with DHA, has indicated that the City could potentially
qualify for an RUS loan to purchase electric facilities, however, an official determination would
need to be obtained when more information is available and discussions are conducted with RUS.

RUS loans have an interest rate tied to the treasury rate plus 1/8 point and can typically have a
repayment period up to 30-35 years. As of carlyearty Maydanuary 2017, the RUS rate for long-
term loans with a 30 year maturity to qualified electric utility borrowers is indicated to be
approximately 2.89575%.!7 RUS does not assess any fees to establish loans.

Estimated Initial Financing Requirements

It is expected that funds will be borrowed by the new electric utility very close to the beginning of
initial utility operation_so that revenues from the sale of electricity can be available to pay interest
and principal obligations. This initial borrowing will provide sufficient funds to pay initial
acquisition costs, construct any new electric facilities needed to begin electric service, pay legal
and engineering costs incurred in the development of the new utility, and purchase equipment and
materials to begin utility operation. In addition, the initial financing will need to fund the costs
of the financing, as well as, establish a debt service reserve fund and any other reserve funds that
may be needed to begin utility operation.

Prior to the initial financing, the City will most likely incur costs related to the establishment of
the new utility. These costs can include legal, engineering and consulting fees that evaluate the
feasibility of the new utility and plan its development. These costs could potentially be paid
initially by the City from general funds, for example, and then can be refunded to the City with the
proceeds of the initial long-term borrowing. Short-term borrowings could also be used to fund

17 FFB quarterly rates for 30-year maturity plus 0.125%. https://www.rd.usda.gov/programs-services/services/rural-
utilities-loan-interest-rates
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some of the early costs. These borrowings would typically be refunded with the proceeds of a
long-term borrowing.

For the purpose of the base case of this analysis, the estimated initial financing requirement is
based on the assumption that the cost to acquire the electric facilities from PSE is two times the
estimated orlgmal cost less deprec1at10n (OCLD) Value of the facilities as shown in Table 2. Other

3 = Note that the acqulsltlon cost is expected
to be either a negotlated or court mandated value. We have used two2 times OCLD as an initial
estimate of the acquisition cost and included sensitivity analysis to indicate afeasible ranges within
which an acquisition price might be negotiated._As indicated previously, other public power utility
acquisitions have been in the range of two times the OCLD value.

Other costs we have included in the initial financing requirement are the costs of installing
equipment to meter wholesale power purchases at the substations, purchase necessary vehicles and
equipment, purchase materials and supplies and pay the costs of additional warehouse and
maintenance facilities that the City may need for the electric utility. The amount needed for these

items will depend on how the facility and equipment needs of the City electric system could be
accommodated somewhat through existing City operations. The estimated costs included in the
analysis for these items are as follows:

Metering equipment at substations $ 240,000
Vehicles, trucks, large equipment (14 total) $1.340.000
Materials and stores $1.500,000 -
Facilities, storage, other $2.000,000
Subtotal $5.080,000

Also included in the total amount to be financed is the initial costs of legal, engineering and

consultant fees. Legal fees, in particular, are difficult to estimate. For the estimated financing
requirement, $1,000,000 has been included for legal fees and $400,000 has been included for

engineering and consulting fees'®. If a condemnation proceeding is undertaken, legal fees are
expected to be higher.

It is expected that the City would evaluate financing options and undertake loans that provide the
most effective and lowest-cost approach. Interest and principal payments on loan balances are
included among the costs to be recovered through electric rates so it is important to keep these
costs at a reasonable level. Although there are potentially other options, the base case of our
analysis assumes that the City would fund the initial financing requirement with a combination of

18 Jefferson County PUD indicates that its initial legal, engineering and consulting fees associated with evaluating

and establishing electric service were approximately $1.3 million.
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taxable and tax-exempt interest rate revenue bonds. The taxable interest rate bonds would be used
to pay PSE for the electric facilities to be purchased. All other costs could be funded with tax-
exempt interest rate bonds.

In addition to the loan amounts needed to pay the initial costs of acquisition, startup and
improvements, there will also be the need to fund initial working capital and reserve funds. The
City may have other options available to provide these amounts. Revenue bonds usually require
that a debt service reserve fund equal to one year’s debt service be established and maintained as
long as any of the bonds are outstanding. A portion of the proceeds of the bond issue are used to
fund the debt service reserve fund. The costs to issue bonds are also funded with the proceeds of
the bond issue.

Basic assumptions related to the debt to fund the initial financing requirement are as follows:

o Taxable debt interest rate 5.0%

e Tax-exempt debt interest rate 4.5%

e Repayment period 30 years

¢ Financing expense 1.5% of bond amount

e Debt service reserve One year’s level debt service

The estimated initial financing requirements for the new utility are summarized in Table 3:
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TABLE 3
City of Bainbridge Island Electric System
Estimated Initial Costs and Total Financing Requirements
(Based on Acquisition at Two Times OCLD Cost)

Loan A Loan B
(Taxable Rate) (Tax-exempt Rate) Total
Initial Acquistion Costs $ 48,000,000 $ - $ 48,000,000
Separation, Startup, Legal Costs ! - $ 6,480,000 $ 6,480,000
Working Capital 2 - 3,000,000 3,000,000
Contingency Reserve - - -
Subtotal $ 48,000,000 $ 9,480,000 $ 57,480,000
Financing Expense 3 783,000 154,000 937,000
Debt Service Reserve * 3,394,000 630,000 4,024,000
Total Financing Requirement $ 52,177,000 $ 10,264,000 $ 62,441,000
Loan A Loan B
(Taxable Rate) (Tax-exempt Rate) Total
Initial Acquistion Costs $ 45,380,000 $ - $ 45,380,000
Separation, Startup, Legal Costs ! - $ 5,220,000 $ 5,220,000
Working Capital ? - 2,500,000 2,500,000
Contingency Reserve - - -
Subtotal $ 45,380,000 $ 7,720,000 $ 53,100,000
Financing Expense 3 740,000 125,000 865,000
Debt Service Reserve 3,209,000 513,000 3,722,000
Total Financing Requiremen 49,32 7,687

" Includes estimated costs of vehicles, equipment, materials, warehousing and medificatiens-facility modifications and legal,
engineering and consulting fees.

2 Assumed to be approximately two months of estimated electric utility operating expenses.

3 Estimated at 1.5% of loan amount.

4 Estimated at one year's debt service. Assumes level debt service, 5.0% taxable and 4.5% tax-exempt interest rates and
a 30 year repayment period.

As shown in the preceding table, based on the foregoing assumptions the total estimated initial
financing requirement is $62.4 million if revenue bonds are used to fund initial acquisition and
startup costs. Of this amount, $52.2 million would be estimated to be financed with taxable debt
and $10.3 million would be financed with tax-exempt debt. If financing with the RUS were
pursued, the total loan amount would be estimated to be $57.5 million. An RUS loan would not
require a financing fee or a debt service reserve fund.

It should be noted that the total initial financing requirement does not include costs for any
improvements or modifications to the electric system facilities. The loan amount could be
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increased to obtain funds for system improvements such as undergrounding of overhead
distribution lines. Additional funds could also be borrowed to establish a reserve and

contingency fund.

For the alternative case in which it is assumed that PSE retains ownership of the substations and
transmission lines and only the distribution lines are to be acquired, the total initial financing

requirement is estimated to be $55.3 million with revenue bond financing and the same

assumptions as used for the base case, above.
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Electric utilities generally classify their customers based on general characteristics of service.
Typical customer classifications are residential (regular, low-income), commercial, industrial,
irrigation, governmental, sale for resale and streetlights. The number of customers in the City’s
service territory has been estimated to serve as the basis for estimating energy sales and overall
power requirements of the municipal electric system.

PSE has indicated that approximately 12,300 electric customers are presently served on Bainbridge
Island. It is not known how many of these customers are residential and how many are commercial
accounts, however, based on the estimated number of residential housing units in the City
identified in the 2010 census, we have estimated the number of residential accounts served in 2010
to be approximately 10,700. PSE indicates that the total number of electric customers served on
Bainbridge Island has increased about 0.7% on average per year between 2010 and 2016.
Applying this average increase factor to the 2010 estimate, the total number of residential
customers is estimated to be 11,210 in 2016. Based on this number of residential accounts, there
would be an estimated 1,100 commercial and other electric customers in the City in 2016.

Electric energy sales to the residents and businesses in the City would be expected to be higher
than the average for PSE’s customers throughout its system primarily because of a higher use of
electric space heat in the City. In other areas served by PSE, natural gas would generally be used
to provide a significant amount of space heating. It is estimated that total electricity sales in the
City in 2016 were about 219.000 MWh based on an evaluation of the amount of utility tax"’
received by the City in that year. Of this estimated total energy sales, 138,800 MWh or 63% is
estimated to have been sold to residential customers and 80,200 MWh or 37% is estimated to have
been sold to commercial customers.

On average, PSE’s residential customers used 10,40476 kilowatt-hours (kWh) during 20165 and
small commercial customers averaged 28,254300 kWh of electric energy use. Average annual
energy consumption per customer in the City is estimated to be 12,380 kWh for residential
customers and 31,080 kWh for small commercial customers, representing approximately 19% and
10% more than PSE’s system average for these two customer classes, respectively. As previously
indicated, this is due to an expected higher use of electric space heat in the City. There is a large
variation in the use of power by large commercial customers. F;-hewever—for the purpose of this
analysis it is assumed that large commercial customers in the City have similar average
consumption to PSE’s average for this class in 20165.

Over time the energy consumption of electric consumers in the City will be expected to change
due to a number of factors including changes in weather conditions, energy use patterns, the cost
of electricity, the cost of other energy sources, building codes, appliance standards, and

19 PSE collects a 6% tax on its electricity bills on behalf of the City.
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implementation of conservation programs, among others. The number of electric customers served
is also expected to change most typically with changes in population and the number of housing
units. For the purpose of this analysis, we have assumed that the number of customers served will
increase in the future at the rate of 0.7% per year on average. This rate of growth is considered
reasonable for this analysis although it is somewhat lower than the 0.85% average annual
population growth rate for the City provided in the Kitsap County 2016-2036 Comprehensive
Plan®®. The average energy consumption per customer is assumed to remain constant in the future.
An alternative case with lower load growth has been evaluated in the sensitivity analysis section.

The total electric energy needs of a utility include the amount of energy sold to customers, uses of
energy by the utility itself, and energy losses. Examples of “own-use” energy include the power
needed for utility buildings and facilities. Energy losses represent the amount of power “lost”
between the point of wholesale power delivery to the utility and the customers’ retail meters. A
certain amount of power is lost in the conductors and transformers throughout the system. It is
assumed that total losses for the new electric utility would be 6.5% of the total energy delivered.
This is within the range of the typical level of losses for a smaller electric system.

In addition to the electric energy required by the customers in the City, measured in kWh or
megawatt-hours (MWh), the maximum demand during the year is also important. Electric demand
is metered in kilowatts (kW) or megawatts (MW) and is typically measured monthly for the utility
as a whole. For most electric utilities in the Pacific Northwest, the maximum demand occurs
during periods of cold temperatures in the winter and during high temperatures in the summer.
Another measure of a utility’s total load is average MW, the total energy use in megawatt-hours
(MWh) divided by the number of hours in the period.

In estimating the peak demand, the ratio between average and peak demand, known as the annual
loadfactor, has been assumed to be 460% for the City system which is reflective of a system with
significant amounts of electric space heat.- This annual load factor is low compared to most electric
utilities and results in a high peak demand. While the peak demand on Bainbridge Island has been

noted to be reflective of this low load factor in the past, it is subject to significant change from
year to year based primarily on weather conditions and customer load characteristics.

The following table shows the estimated number of electric customers, annual energy sales, annual
energy requirements and peak demand for the City system for each year, 20176 through 202186.

20 Population Targets 2010-2036. Appendix D, Table A-1, Kitsap County Comprehensive Plan 2016-2036, June
2016.
http://compplan.kitsapgov.com/Documents/CompPlanUpdateDraft2016Final30June2016scribe.pdf
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TABLE 4
City of Bainbridge Island Electric System
Estimated Number of Customers, Annual Energy Sales, Energy Requirements and Peak Demand
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2017 2018 2019 2020 2021
Number of Customers
Assumed Growth Factor 0.70% 0.70% 0.70% 0.70% 0.70%
Residential 11,288 11,367 11,447 11,527 11,608
Commercial 1,098 1,106 1,114 1,122 1,130
Other 15 15 15 15 15
Total Customers 12,401 12,488 12,576 12,664 12,753
Energy Sales (MWh)
Residential 139,700 140,700 141,700 142,700 143,700
Commercial 80,800 81,400 82,000 82,600 83,100
Other 100 100 100 100 100
Total Energy Sales 220,600 222,200 223,800 225,400 226,900
Losses and Own Use 15,300 15,400 15,600 15,700 15,800
Total Energy Regs. (MWh) 235,900 237,600 239,400 241,100 242,700
Loss % of Total Regs. 6.5% 6.5% 6.5% 6.5% 6.5%
Total Energy Req. (AveMW) 26.9 271 27.3 27.5 27.7
Annual Loadfactor 40% 40% 40% 40% 40%
Peak Demand (MW) 67.3 67.8 68.3 68.8 69.3
2016 2017 2018 2019 2020
Number of Customers
Assumed Growth Factor 0.70% 0.70% 0.70% 0.70%
Residential 11,210 11,288 11,367 11,447 11,527
Commercial 1,084 1,092 1,100 1,108 1,116
Other 15 15 15 15 15
Total Customers 12,309 12,395 12,482 12,570 12,658
Energy Sales (MWh)
Residential 117,400 118,200 119,000 119,900 120,700
fad il -u:’nnn 7!:,60{'\ 7a’1nn 7n’7nn 77"){\0
Other 200 200 200 200 200
Total Energy Sales 192,600 194,000 195,300 196,800 198,100
Losses and Own Use 13,400 13,500 13,600 13,700 13,800
Total Energy Reqgs. (MWh) 206,000 207,500 208,900 210,500 211,900
Loss % of Total Regs. 6.5% 6.5% 6.5% 6.5% 6.5%
Total Energy Req. (AveMW) 235 23.7 23.8 24.0 24.2
Annual Loadfactor 60% 60% 60% 60% 60%
_Peak Demand (MW) 39.0 39.0 40.0 40.0 40.0

As shown in the table, the total annual energy requirement of the City electric system is
estimated to be 235,966,600 MWh, or 26.93-5 average MW, at present levels. The peak demand
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is estimated to be 6739 MW. In colder years the total energy requirements and peak demand
would be expected to be higher whereas warmer years would yield lower energy requirements
and peak demand.
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Annual Revenue Requirement

Publicly-owned electric utilities generally establish rates to recover revenues through the sale of
power sufficient to pay all operating expenses, taxes, and debt service as well as provide a margin
from which to fund renewals, replacements and additions to the system. The total of all these cost
obligations on an annual basis are referred to as the annual revenue requirement. Operating
expenses of the electric system will include purchased power, purchased transmission services,
transmission and distribution system operations and maintenance (O&M), customer accounting,
and administrative and general expenses.

It is expected that the City will initially either contract for O&M services and/or hire its own staff
to perform some or all of these functions. The management and administration of the City’s
electric system would be expected to be coordinated in some manner with other City operations.
The electric utility, however, would need to retain certain specialized management, supervisory
and administrative personnel familiar with electric utility operation. If the City were to proceed
towards establishing an electric utility a more detailed evaluation of staffing requirements would
need to be conducted

At the time of initial operation it would most likely be necessary to contract at least some of the
O&M services to other utilities or regional electrical contractors used by other public power
utilities and by investor owned utilities. In the past, when new publicly-owned utilities have
acquired electric facilities from an existing utility, some of the employees of the acquired utility
have been hired by the new utility. This provides both continued local employment for the workers
and provides the new utility with necessary skilled workers familiar with the local electric system.
Jefterson County PUD contracted with PSE to provide certain O&M services for a period of time
when the PUD first became operational. This is another option.

The largest component of cost that the City’s electric system would incur each year is the cost of
purchased power. This is typical of most electric utilities. Another significant annual expense to
be incurred is the interest and principal payments on revenue bonds and other debt obligations.
For a new electric utility, annual debt service payments can be relatively large early on but would
be expected to become a smaller component of the overall revenue requirements as time goes on.
Upon repayment of the initial bonds and loans, the rates of the electric utility could potentially be
reduced.

Over time, the electric facilities in the system will need to be repaired, refurbished, and potentially
replaced. There may also be the need to expand and improve the system_such as adding new
underground lines. The costs associated with these efforts will need to be included in the revenue
requirement when they are incurred. Electric facilities are typically long-lived and can be funded
with additional debt and amortized over the life of the facilities at tax-exempt interest rates_for a
municipal utility. Most electric utilities fund the costs of renewals, replacements and additions
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through a combination of annual revenues, draws upon reserve funds and new debt._Major capital
expenses for new or replacement facilities may be best funded with new debt to spread the cost of
the new facilities, through debt repayment, over the usable life of the facilities. This is commonly
done by public power utilities.

Many publicly-owned electric systems also collect additional revenues through their electric rates
to make tax payments, franchise fee payments and payments in lieu of taxes to local governmental
agencies.

Costs that would comprise the annual revenue requirement for the City’s electric system are
described more fully in this section. For the purpose of the analysis, various assumptions have
been made to provide a basis for estimating the annual revenue requirement. The assumptions are
based on the factors as described as well as our experience with electric utility operation. The City
will have some flexibility in how it operates the electric system and as such, there could be a fair
amount of variation in the costs of the operation.

Power Supply Costs

As previously indicated, the most significant annual operating expense that the City’s electric
system will incur is the cost of wholesale power. Upon fulfillment of certain criteria primarily
related to establishing ownership of its distribution system, the new utility will be entitled to
purchase power from BPA as a preference customer. The City electric system can reasonably
expect to purchase a significant portion, if not all, of its power supply from BPA at the priority
firm power rate, also referred to as the Tier 1 power rate.

In addition to BPA, a number of other opportunities for near-term power supply could be available
to the City including power purchases from other utilities, independent generating facilities or
power marketers. In the future, it is expected that the City will most likely continue to purchase
power from BPA but will also be able to participate jointly with other utilities in new generation
facilities, contract to purchase power from other suppliers and/or construct new generating
facilities of its own locally including solar, wind, wastewater treatment bio-mass, and other
renewable resources. The new City utility could consideran—salse aggressively expanding the
existingpursae energy efficiency measure and/or measures to reduce the City’s carbon footprint.

For our initial analysis, we have assumed that the full power requirement of the new utility is
supplied with BPA wholesale power.

Estimated Cost of BPA Power and Transmission
BPA has provided an estimate of the cost of power and transmission for an electric system with

power requirements similar in size to those estimated for the City electric system. The estimated
cost of power is based on BPA’s rates currently in effect and assumes that the City system would
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obtain Tier 1 power to meet its total power needs in the first year of system operation. Tier 2 rates
are presently about the same as Tier 1 rates so if initially the City system needed to phase in its
purchase of Tier 1 power, the cost impact would be minimal.

BPA’s priority firm power rate that the City system would be expected to pay is primarily
composed of three components: the customer charge, the demand charge and the load shaping
charge. Based on the experience of other similar sized public utility customers served by BPA,
the customer, demand and load shaping charges would be expected to represent about 94%, 1%
and 5%, respectively, of the City system’s total BPA power cost. The customer charge is billed
monthly and is established for each BPA rate period on the basis of a utility’s Tier 1 Cost Allocator
(TOCA)?!. The demand charge is reflective of a utility’s kW demand whereas the load shaping

charge is billed on the basis of kWh. The billing determinants for the demand and load shaping
charges are calculated each month based on several adjustment factors?2.

As a BPA customer, the new utility would pay BPA’s Network Integration Transmission Service
charge?. This charge provides for the delivery of power from BPA’s generating resources to the
City’s delivery point. BPA has indicated that if the City electric system takes delivery of power
at transmission voltage and owns the equipment to step the power down to distribution voltage,
there would be no GTA delivery charges assessed. The GTA delivery charge only applies if power
is delivered to a utility at less than 34.5-kV. If the City system owns the substations on Bainbridge
Island, as described previously, the delivery of BPA power would be at a 115 kV transmission
voltage, thus avoiding any GTA delivery charges.

BPA has established a policy of reviewing and adjusting its wholesale power rates every two years.
The rates are established for a two year period based on BPA’s fiscal year which begins October
1. The present rates (BP-16) went into effect on October 1, 2015 and will remain effective through
September 30, 2017. The total Tier 1 charge for each BPA customer varies based on each utility’s
load characteristics, however, the average Tier 1 power rate currently charged to BPA’s public
power customers is $33.75 per MWh?*,

BPA has estimated that the Tier 1 power rate to the City’s system at the current BP-16 rates would
be $36.50 per MWh. Of this amount, $34.50 per MWh is estimated to be the total for the customer
charge and the load shaping charge and $2.00 per MWh is estimated to be for the demand charge.
The BPA transmission charge at the present NT-16 rate would be $1.735 per kW per month. An

2! The Tier 1 Cost Allocator (TOCA) is based on a customer’s Rate Period High Water Mark (RHWM) divided by
the sum of all customers’ RHWM.

2 For more information on BPA power rates see BPA’s Power Rate Schedules and General Rate Schedule
Provisions (FY 2016 —2017). https://www.bpa.gov/Finance/RateInformation/RatesInfoPower/BP-
16%20Final%20Rate%20Schedules%20-%20Power_Rev%2001-09-2017.pdf

2 For more information on BPA transmission rates see BPA’s Transmission, Ancillary and Control Area Service
Rate Schedules and General Rate Schedule Provisions (FY 2016 —2017).
https://www.bpa.gov/Finance/RateInformation/RatesInfoTransmission/BP-16%20Final%20Rate%20Schedules%20-
%20Transmission%20-%20WEB.pdf

24 https://www.bpa.gov/Finance/RateInformation/Pages/Current-Power-Rates.aspx
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additional $0.35 per kW per month is estimated to be charged for scheduling, system control and
dispatching services.

BPA’s power and transmission rates are to be adjusted on October 1, 2017. The BP-18 rate
proceeding began in the fall of 2016 and will continue until final rates are approved in the late
summer of 2017. The initial proposal provided by BPA for the BP-18 rates indicates an
approximately 2.3% increase in overall power charges with the new rates, as estimated by BPA.
The initial BP-18 proposal for transmission rates shows little change in the network transmission
rate. The BP-18 rates will be effective from October 1, 2018 to September 30, 2019.

It is expected that BPA will continue to adjust its rates every two years in the future. For the
purpose of this analysis, it is assumed that Tier 1 rates will increase 6% every two years. Although
short-term Tier 2 rates are lower at the present time, they have historically been higher than Tier
1 rates and as such, it BPA-Tier2ratesareis assumed for the analysis that Tier 2 rates arete-be
15% above the Tier 1 rates. BPA Network Transmission rates are assumed to increase at 6% every
two years as well.

Annual Operating Costs other than Power and Transmission

In addition to power supply costs which represent the largest cost component for most electric
utilities, the City electric system will incur costs for on-going operation and maintenance of the
system, planning, engineering, administration, management, customer service, billing, accounting,
and other costs. To provide these electric utility service functions it is expected that the City will
hire necessary employees and/or contract out for others. Some of the functions, primarily related
to billing, administration and management can be coordinated with current City functions, which
may result in some reduced or shared costs by various functions. Certain operation and
management functions can be contracted out similar in manner as to how PSE contracts for a
significant portion of its maintenance and engineering work.

Among other Northwest public power electric utilities, the number of employees varies
significantly. A good example of a municipal electric utility serving a similar number of customers
to that of the City electric system is Centralia City Light. Centralia has 30 full time electric
employees and approximately 11,500 customers. The City of Port Angeles has 35 electric
employees with approximately 9,000 customers, and the City of Ellensburg indicates that it has 14
electric employees with approximately 9,600 customers, although this number does not include
billing and accounting personnel who operate within the municipality’s administrative services.-
Jefferson County PUD reports that it presently has about 40 electric employees for its system
serving 19,200 customers.

As another point of reference, in 2015 the PUDs in Washington indicated that the average number
of customers per electric employee was 272. Based on the PUD average number, with 12,300
customers, the City system would require about 45 employees. The City service area is far more
compact than the service area of the PUDs in Washington, which would indicate a need for fewer
employees.

Page 62 REVISEDPRELIMINARY DRAFT — May
19danuary-23, 2017

215



City of Bainbridge Island

Electric Utility Municipalization Feasibility Study

Section 6

Projected Costs of Operation and Revenue Requirements

Based on a review of similarly sized municipal electric utilities in the Northwest, we would
estimate that the City electric system would need approximately 30-40 employees, but this could
vary based on what services the City would contract out and how the electric utility might be
integrated with other City operations. Considering all factors, DHA feels that the number of full-
time employees (FTE) by function are conceptually identified as follows:

TABLE 5
City Electric System

Example Electric System Staffing (FTE)

Management and Administrative 4
Operations, Maintenance and Engineering 18
Customer Accounting, Customer Service,Conservation 10

32

The estimated costs of operation for the City electric system will include personnel costs as well
as contracted services, materials, supplies, equipment and other expenses. Electric utilities
purchase insurance to cover the costs of certain equipment failure and other potential losses due to
business operations. Some elements of an electric utility, such as overhead power lines, may be
self-insured. Tree trimming activities will most likely be conducted by a combination of
contractors and employees with contractors doing the majority of the work. This will be an
important activity for the City system. We have estimated that tree trimming activities near
overhead lines in the City electric system will be conducted every year and on average will affect
all portions of the lines approximately every four years.

Meter reading and billing could also be contracted out if the City decided to do so, but should in
the long run be incorporated with other City meter reading and billing functions. It could also be
possible to contract out the majority of operations and maintenance to another utility or to an
independent contractor?>. A subset of certain engineering and system planning efforts are expected
to be contracted out in the early years of operation and used as a method of providing staff training.

A significant advantage for the City with its own electric utility staff would be some regular
permanent presence of utility workers, equipment and materials in the City. Line and service crew
workers can be available to conduct maintenance and storm restoration functions relatively
quickly. It may still be necessary to use contract workers for certain major activities. The regular
presence of utility workers can have a noticeable impact on monitoring of vegetation management

25 A municipal electric system in Oregon about half the size of the City electric system contracts with another utility
for all aspects of operation, maintenance, and administration. For another municipality in Oregon evaluating electric
service, a bid was requested and received from a private contractor to provide operation and maintenance of its
proposed electric system.

Page 63 REVISEDPRELIVINARY DRAFT — May
19danuary-23, 2017

216



City of Bainbridge Island

Electric Utility Municipalization Feasibility Study

Section 6

Projected Costs of Operation and Revenue Requirements

issues and in working within the community to assure proper care of trees and manage vegetation
growth around power lines. As an example, some utilities provide landscape gift certificates to
home owners to help pay for the cost of low growing plants to replace larger plants that pose
significant risk to power lines.

For the purpose of developing an estimate for the operating costs of the new electric system, we
have reviewed the costs of electric operations for a number of PUDs in Washington.
Acknowledging the size and characteristics of these utilities, we have estimated unit costs based
on the number of customers served or the amount of electric energy sold and applied the unit costs
to the City electric system. These costs are inclusive of labor, benefits, contracted services,
materials and other expenses.

Based on this indicated approach, total annual operating expenses for the City electric system
exclusive of power costs, taxes, depreciation and interest expense are estimated to be
approximately $510 per customer at present cost levels. This is comparable to the operating costs
for several of the small to medium sized PUDs in the state. Jefferson County PUD reported that
total operating expenses exclusive of power costs, taxes, depreciation and interest were $342 per
customer in 2016. The estimated operating costs for the City system shown above would provide
for an estimated average annual labor cost, including benefits, of about $125.000 per employee at
present cost levels, for the number of employees shown in Table 5.

Projected Revenue Requirements

The annual revenue requirements have been projected for the first twentyen years of City electric
system operation. Electric system operation is assumed to begin in 20218. Unit operating costs,
other than power and transmission costs, are assumed to escalate at 2% per year primarily due to
the assumed general rate of inflation.

The cost of BPA power to the City system at current BP-16 rates, as estimated by BPA, is $36.50
per MWh. BPA power costs are assumed to increase 2.3% in 2018 2° and are assumed to increase
6% every two years thereafter. BPA transmission rates are assumed to increase 2.0% in 2018 and
are assumed to increase 6% every two years thereafter. The cost of BPA network transmission to
the City system, as estimated by BPA, is approximately $4.75 per MWh at current rates.

Annual debt service payments are based on level debt repayment of bonds issued to finance initial
acquisition and startup costs (see Table 3) at assumed annual interest rates of 5.0% for taxable debt
and 4.5% for tax-exempt debt over a 30 year repayment period. These interest rates are higher
than interest rates that the City would potentially incur at the present time. Future economic

26 BPA’s rates are adjusted at the beginning of BPA’s fiscal year, October 1. The next rate adjustment will be
October 1,2017. For this analysis,-itis-assumed-that the full impact of the BPA rate adjustments occur in the
calendar year following the rate adjustment.
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conditions will impact what the interest rates will be at the time of actual issuance of tax exempt
and taxable bonds.

The City electric system will be expected to incur annual expenses for renewals, replacements and
additions to the system, assumed to be approximately 3.5% of the system replacement value per
year. This percentage is based on a typical average expected operating life of electric utility
facilities of about 30 years. Annual expenditures for capital replacements and additions are
projected to be funded out of annual revenues. If the amounts estimated for capital replacement
are not used in any given year, they can be retained in a reserve fund for use in the future. In
developing the estimated annual revenue requirement, the state utility tax of 3.873% has been
included. It is presumed that the City would continue to require a municipal tax, currently 6.0%,
on electric bills and this tax could be included in the overall revenue requirement or it could be
included as a separate line item on customer bills_similar to the approach used by PSE. The
municipal tax is not included in the revenue requirement in this analysiss. The projected annual
revenue requirements for the City electric system, assuming startup in 20210 are shown in the
following table:

TABLE 6
City of Bainbridge Island Electric System
Projected Annual Revenue Requirements
(Base Case)
($000)
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2021 2022 2023 2024 2025 2030 2040
Operating Expenses
Purchased Power ' 9,610 10,270 10,350 11,050 11,140 13,770 19,900
Network Transmission 2 1,390 1,480 1,490 1,590 1,600 1,980 2,840
Trans. Oper. & Maint. 3 160 160 160 170 170 200 260
Dist. Oper. & Maint. 3 4,280 4,400 4,520 4,640 4,760 5,440 7,120
Customer Accounts ® 1,090 1,120 1,150 1,180 1,220 1,390 1,820
Admin. & General 1,690 1,730 1,780 1,830 1,880 2,140 2,800
Taxes * 1,040 1,080 1,090 1,130 1,150 1,330 1,770
Total Operating Exp. $ 19,260 $ 20,240 $ 20540 $ 21,590 $ 21920 $ 26,250 $ 36,510
Debt Service
Initial Loans ° $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020
Subsequent Loans ° - - - - - - -
Total Debt Service $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020 $ 4,020
Renewals, Replacements & Additions
Funded from Revenues ’ $ 3,530 $ 3,600 $ 3,670 $ 3,740 $ 3,810 $ 4210 $ 5,130
Funded from Debt - - - - - - -
Total Ren., Repl, Adds. $ 3,530 § 3,600 $ 3670 $ 3,740 $ 3810 § 4210 $ 5,130
Less: Interest Earnings ® $ (60) $ (60) $ 60) $ (60) $ (60) $ (60) $ (60)
Total Sales Rev. Required®  § 26,750 $ 27,800 $ 28170 $ 29290 $ 29,690 $ 34,420 $ 45,600
Total Energy Sales (MWh) ' 226,900 228,500 230,100 231,700 233,400 241,500 259,100
Unit Revenue Req. (¢/kwh) "' 11.8 12.2 12.2 126 12.7 14.3 17.6
Peak Demand (MW) ? 69.3 69.7 70.2 70.7 71.2 73.7 79.1
Debt Service Coverage™ 1.86 1.88 1.90 1.92 1.93 2.03 2.26
2020 2021 2022 2023 2024 2029
Operating Expenses
Purchased Power ' 8,390 8,450 9,030 9,100 9,720 11,340
Network Transmission 2 1,080 1,110 1,180 1,180 1,250 1,370
Trans. Oper. & Maint. 8 130 140 140 140 150 170
Dist. Oper. & Maint. * 2,890 2,960 3,050 3,130 3,210 3,670
Customer Accounts ° 990 1,020 1,050 1,080 1,110 1,260
Admin. & General ® 1,110 1,140 1,170 1,200 1,240 1,410
Taxes ¢ 870 880 920 930 970 1,080
Total Operating Exp. $ 15,460 $ 15,700 $ 16,540 $ 16,760 $ 17,650 $ 20,300
Debt Service
Initial Loans ° $ 3720 % 3720 % 3720 $ 3720 $ 3720 % 3.720
Subsequent Loans 6 - - - - - -
Total Debt Service $ 3,720 $ 3,720 $ 3,720 $ 3,720 $ 3,720 $ 3,720
Renewals, Replacements & Additions
Funded from Revenues ’ $ 3,350 $ 3,420 $ 3,490 $ 3,560 $ 3,630 $ 4,010
Funded from Debt - - - - - -
Total Ren., Repl, Adds. $ 3,350 $ 3,420 $ 3,490 $ 3,560 $ 3,630 $ 4,010
Less: Interest Earnings ® $ (60) $ (60) $ (60) $ (60) $ (60) $ (60)
Total Sales Rev. Required®  § 22,470 $ 22,780 $ 23690 $ 23980 $ 24940 $ 27,970
Total Energy Sales (MWh) *° 198,100 199,500 200,900 202,300 203,700 210,900
Unit Revenue Reg. (¢/kwh) ' 11.3 11.4 11.8 11.9 12.2 13.3
Debt Service Coverage 1.88 1.90 1.92 1.94 1.96 2.06
" Estimated cost of BPA power purchases.
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2 Estimated cost of BPA network transmission services.

3 Assumed to increase annually relative to changes in sales and customers and includes inflation at the assumed rate of 2.0%.

“#Includes state utility tax of 3.873%.

5 Interest and principal on initial acquisition bond issues shown in Table 3. Assumes level debt service, 5.0% taxable and 4.5%
tax-exempt interest rates and a 30 year repayment period.

% No additional debt is assumed to be incurred during the analysis period.

7 Estimated annual cost of renewals, replacements and additions to the electric system facilities. Cost is assumed to be funded
from revenues each year.

8 Estimated interest earnings on invested reserve fund balances at a 1.5% interest earnings rate.
9 Sum of Total Operating Expenses, Debt Service, and Total Renewals, Replacements and Additions, less interest earnings.
10 Estimated energy sales assuming 0.7% annual load growth.

" Total Revenue Required divided by Total Energy Sales.

'2 Estimated annual peak demand. See Table 4

123 Calculated as Total Sales Revenue Required less Total Operating Expenses divided by Total Debt Service.

Debt service coverage is required by bond underwriters and is typically set at a minimum of 1.25
times annual debt service for publicly-owned distribution electric utilities. Publicly-owned
utilities usually establish a policy concerning the percentage of capital. improvements to be funded
from bonds and the amount to be funded from current revenues. The policy may be driven to some
extent by limits on the amount of bonds that financial institutions will reasonably allow particular
utilities to incur.

The City's main source of revenue for the electric utility will be through the sale of power to its
customers. Table 6 shows the estimated revenue requirements for the period, 20261 through
204029. As can be seen in Table 6, the total unit revenue requirement in the first year (20210) of
the projections is estimated to be 11.83 cents per kWh. Note that if the 6.0% municipal tax were
included in the revenue requirement, the unit revenue requirement in 20218 is estimated to be
12.5% cents per kWh. The unit revenue requirement, which is the average unit revenue that the
City would need to collect through energy sales to its customers, is projected to increase somewhat
through the projection period shown in Table 6 due to general inflation in operating costs and
expected increases in the cost of wholesale power and transmission services purchased from BPA.

Average revenue requirements are not specific rates. Rates will need to be adopted by the
governing board of the City electric system. Rates would need to be established that would reflect
the actual cost to serve certain customer classifications (i.e. residential, small commercial, large
commercial). The rates could also include multiple components such as monthly basic charges
(e.g. $1560.00 per month), demand charges and energy charges and or blocks or energy tiers or
monthly/seasonal components. The total amount received through these various rate components,
however, would need to approximate the estimated Total Sales Revenue Required shown in Table
6 on an annual basis.

Rates can be set to somewhat reflect fixed and variable components of the overall revenue
requirement but normally rates are expected to remain relatively stable or change gradually from
year to year. A significant amount of the cost shown in Table 6 is fixed in that the costs would
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need to be incurred regardless of the level of retail sales the utility would -eaeexperience each year.
BPA power costs would go up or down depending on the energy sales each year however, debt
service costs and much of the other operating expenses of the utility would remain. In years when
energy sales are lower the net margins of the electric system would be expected to be lower
whereas in years when energy sales are higher, the net margins would be expected to be higher. If
a lasting trend is detected either way, rates would need to be adjusted to reflect this change.
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The estimated annual revenue requirements for the City electric system derived in Table 6 are
representative of the average weighted rates for electric service that the City system would charge
its various customers. Comparing these average charges to PSE’s electric system average revenue
requirements allows for an evaluation of the net benefits that electric consumers on Bainbridge
Island would realize with the City electric system. With a public power utility the benefits are
very long-term in that they are realized far into the future. For a new utility with a fairly high
initial investment, the full level of benefits may not be realized until the initial loans are repaid.
The long-term benefits are potentially many years in the future and as a result, are valued less
today. Although an estimation of net benefits in the first ten years of new utility operation are
presented in this analysis it is important to acknowledge that benefits would typically be greater in
the future.

The estimation of revenue requirements for the new City electric system have been developed
based on the assumptions and variables defined in the previous section of this report. PSE’s future
revenue needs and resulting rates are dependent on many complex factors. Although PSE’s current
electric rates are published in detail, we are unaware of any detailed projections of future PSE
electric rates. As such, to compare the estimated future rates of the City electric system to the
future rates for PSE electric service, it is necessary to develop an estimate of PSE’s future charges.

A compilation of rate adjustments?’ from the Washington UTC indicates that PSE’s charges for
electric service were adjusted a number of times between April 2002 and January 20175. Many
of the adjustments were minor and were for specific changes in direct costs such as conservation.
Over the fifteenthirteen year period shown in the UTC rate compilation, tit-appears—that-the
adjustments to electric rates averaged-approximately 2.345% per year®.

As another comparison, PSE’s monthly charge for electric service to residential customers with
average power consumption increased at an average rate of about 1.76% per year between January
2009 and May 20170etober 2016, exclusive of the residential energy exchange credit.

In recent years, PSE’s electric rates have remained relatively stable. PSE filed a general rate case
on January 13, 2017%°. In the rate filing PSE indicates that the net impact to customers’ rates is
anticipated to be an increase in electric rates of 4.1%. PSE adjusted its rates on May 1, 2017. As
indicated by PSE, residential rates (Schedule 7) increased 3.7 percent Fherevisedtariff sheets

27 Source: Electric and Natural Gas Rate Adjustments since 2000. Washington Utilities and Transportation
Commission.
https://www.utc.wa.gov/regulatedIndustries/utilities/Documents/2016%20Electric%20and%20Gas%20Rate%20Incr
eases%208ince%202000.xls : e was St Hities : -as

28 Without adjustments noted to be associated with the residential exchange credit, which primarily impacts
residential rates, the average annual increase is approximately 3.03-2% over the fifteenthirteen year period.

2% http://www.pse.com/aboutpse/Rates/Documents/prop_2017 01 _and 02 2017_GRC elec_gas.pdf
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Eebraary13;:26+and small and medium general service rates (Schedules 24 and 25) increased 2.1
percent on May 1, 2017.%

PSE’s FERC Form No.1 for 20165 indicates that the average unit revenue from its customer classes
in 20165 were as follows:
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TABLE 7
PSE Average Unit Revenue in 20165 for Representative Customer Classes
(Compiled from PSE 20165 FERC Form No. 1)

2015 Revenue

(¢/kWh)
Residential ' 10.44
SmallCommercial 2 Q /4
Industrial ® 9.08
Street and Highway Lights 22.82
Total for all Sales 10.06

2016 Revenue

(¢/kWh)
Residential ' 11.12
Commercial ? 9.81
Industrial 9.54
Street and Highway Lights 23.49
Total for all Sales 10.50

" Includes combined Residential Service customer classes, primarily Schedule 7.
2 Includes Farm General Service and Commercial Schedules 24, 25, 26, 49 and other
commercial tariffs.

3 Combined industrial revenues

The WUTC requires the utilities it regulates to develop an integrated resource plan (IRP). In a
recent presentation®” related to its current IRP development process, PSE indicates that its input
assumption for average annual electric residential rate growth is 2.1%. Using this value along with
the historical adjustments for the purpose of comparing future rates we have assumed that PSE
rates will increase 2.23% per year beginning in 20198. The impact of the May 1, 2017 rate
adjustment has been applied to the PSE rates- shown in the table above, however, for the purpose
of our analysis, no further adjustments to PSE rates are assumed to occur for the remainder of 2017
and in 2018have been-assumed to-inerease4-1% in 2017 pursuant to-the January 13, 2017 rate
Lk

Based on the unit revenues shown in Table 6 with adjustments for current charges and the
estimated energy sales in the City electric service area as shown in Table 3, the total cost of electric
service to residents and businesses in the City with continued service from PSE has been estimated
for a ten year projection period.

302017 IRP Advisory Group presentation, Page 35. November 14, 2016.
http://pse.com/aboutpse/EnergySupply/Documents/Post IRPAG Nov14 IRPAG_Distribution.pdf
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The cost of continued electric service with PSE is compared to the cost of electric service from
the City electric system assuming the City electric system were to establish rates to recover the
estimated revenue requirements as shown in Table 6. The comparison of charges is shown in
Table 8 for the twentyen year period, 20210 through 2040. 29It is important to note that the
average unit revenues shown in Table 8 for PSE are reflective of the estimated sales by customer
class in Bainbridge Island.
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TABLE 8
Comparative Charges for Electric Service and Estimated Savings
With City Electric Service
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2021 2022 2023 2024 2025 2030 2040

Energy Sales (MWh)
Residential 143,700 144,700 145,700 146,700 147,800 153,000 164,100
Commercial 83,100 83,700 84,300 84,900 85,500 88,400 94,900
Industrial - - - - - - -
Other 100 100 100 100 100 100 100
Total Energy Sales (MWh) 226,900 228,500 230,100 231,700 233,400 241,500 259,100
Peak Demand (MW) 69.3 69.7 70.2 70.7 71.2 73.7 791
Estimated PSE Revenues from Energy Sales in City

Assumed Increase in Rates 2.20% 2.20% 2.20% 2.20% 2.20% 2.20% 2.20%

Revenues ($000) ' $ 2690 $ 27,700 $ 28500 $ 29400 $ 30,200 $ 34,900 §$ 46,500

Unit Revenues (¢/kWh) 2 11.86 12.12 12.39 12.69 12.94 14.45 17.95

Estimated City Electric System Revenues from Energy Sales

Revenues ($000) 3 $ 26750 $ 27,800 $ 28,1770 $ 29,290 $ 29,690 $ 34,420 $ 45,600

Unit Revenues (c/kWh) 2 11.79 12.17 12.24 12.64 12.72 14.25 17.60
Savings with City System ($000) $ 150 $ (100) $ 330 § 110 § 510 § 480 $ 900
Savings with City System (¢/kWh) 0.07 (0.04) 0.14 0.05 0.22 0.20 0.35
Savings with City System (%) * 0.6% -0.4% 1.2% 0.4% 1.7% 1.4% 1.9%
Average Annual Savings with City Electric Service - First 10 Years ($000) $ 358
Average Annual Savings with City Electric SeR0&0- Years 122081$000) 2022 $20231,021 2024 2029
Energy Sales (MWh)
Residential 120,700 121,500 122,400 123,200 124,100 128,500
Commercial 77,200 77,800 78,300 78,900 79,400 82,200
Industrial - - - - - -
Other 200 200 200 200 200 200
Total Energy Sales (MWh) 198,100 199,500 200,900 202,300 203,700 210,900
Estimated PSE Revenues from Energy Sales in City

Assumed Increase in Rates 2.30% 2.30% 2.30% 2.30% 2.30% 2.30%

Revenues ($000) ! $ 23100 $ 23700 $ 24500 $ 25200 $ 26,000 $ 30,100

Lot PURYVIRWA 4400 49.0 404 40 4407

44
e veRtesS~(grarvny oC Lmmeio) O T2 G 2o T ZT

Estimated City Electric System Revenues from Energy Sales

Revenues ($000) * $ 22470 $ 22780 $ 23,690 $ 23980 $ 24940 $ 27,970
Unit Revenues (c/kWh) ? 11.34 11.42 11.79 11.85 12.24 13.26
Savings with City System ($000) $ 630 $ 920 $ 810 $§ 1220 $ 1,060 $ 2,130
Savings with City System (¢/kWh) 0.32 0.46 0.40 0.60 0.52 1.01
Savings with City System (%) * 2.7% 3.9% 3.3% 4.8% 4.1% 7.1%
Cumulative Savings with City Electric Service - First 10 Years ($000) $ 13,110
Net Present Value of Savings - First 10 Years ($000) ° $ 8,721

' Calculated using average customer class revenue and estimated customer class loads with assumed increase in rates applied
uniformly to each customer class.
2 Revenues divided by Total Energy Sales.
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3 Estimated Total Revenue Required for the City electric system as shown in Table 6.

4 Relative to estimated PSE revenues.

5_Cumulativ t+ value-to-2017of esti d i with-City-electri i ver-the first ten-vears-of tion—2020
P H g 4 Peration;

As shown in Table 8, the estimated cost of electric service with the City electric system is estimated
to be_comparable but generally slightly lower than the cost of service from PSE. By 203029, the
annual savings are estimated to be about 1.47:0%. Over the first ten years of operation, electric
consumers in the City are estimated to pay pay-approximately $358.000 $43+4-millienless per year
in total with City electric service than they would with continued service from PSE. Over the first
twenty years of operation, the City system would save an estimated $690,000 per year in total
electricity charges for the residents and businesses in the City.

Rather than establish rates that would achieve the estimated savings shown in Table 8, the City
could establish higher rates and use the savings amount to invest in renewable generation
resources, additional energy efficiency programs or improvements to the electric system, such as
additional undergrounded power lines.

Alternative assumptions to the analysis would result in different results. Key variables include the
estimated cost of acquisition, the estimated cost of financing, and assumed increases in the number
of electric customers served and load growth on Bainbridge Island. As previously indicated, the
acquisition price will be either negotiated or established in a court proceeding. The base case
analysis assumes the acquisition price is 2 times the estimated OCLD of the system facilities.
Alternative cases have been developed to evaluate the net costs and benefits with acquisition at
1.35 times OCLD (Case 2) and at the estimated RCNLD value (Case 3).

The cost of financing related to the initial system acquisition will be a significant cost. If the City
could obtain a lower interest rate loan through the federal RUS it could realize a lower revenue
requirement. An alternative case assuming a 3.256% interest rate loan from the RUS with a 30
year repayment has been developed (Case 4). With an RUS loan there would be no loan origin
fees and it is not expected that there would be a debt service reserve fund. This lowers the overall
financing requirement. To determine the impact of lower customer and load growth in the City a
case with customer growth at 0.35% per year, half the assumed base case growth, has been
developed (Case 5).

Table 9 provides a comparison of the estimated net benefits with City electric service using
alternative assumptions for certain variables. It should be noted that for each alternative case, only
the specifically identified variable is changed. All other assumptions are kept at the base case
values. Scenario analysis or sensitivity analysis can help the City identify the most important
variables or where the most risk/reward to forming an electric utility resides.
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TABLE 9
Comparative Net Benefits with Alternative Assumptions

Average
Average Annual
First Year | Average Annual Annual Savings with
Unit Savings with City| Savings with | City System
On-line |Initial Financing Revenue System Over City System [ Over First 20
Case Basis of Initital Acquisition Cost Year Requirement Interest Rates (¢/kWh) First 10 Years | Years 11-20 Years (%)
- . " 5.0% taxable, o,
1 (Base) Initial Acquisition at 2 times OCLD 2021 $62,441,000 4.5% tax-exempt 11.8 $358,000 $1,021,000 1.8%
o
2 Initial Acquisition at OCLD +35% | 2021 | $46,566,000 | , >:0% taxable, 113 $1,419,000 | $2,082,000 4.8%
4.5% tax-exempt
3 Initial Acquisition at RCNLD 2021 | $66,920,000 | , 0% taxable, 119 $44,000 $711,000 0.9%
e 4.5% tax-exempt ) ’ 7 B
Initial Acquisition at 2 times OCLD,
4 Initial loans financed through RUS 2021 $57,480,000 | 3.25% on all debt 1.4 $1,324,000 $1,991,000 4.6%
Initial Acquisition at OCLD + 35%, 5, o,
5 Initial loans financed through RUS 2021 $42,880,000 | 3.25% on all debt 11.0 $2,126,000 $2,791,000 6.9%
Initial Acquisition at 2 times OCLD, 5.0% taxable, o,
6 Customer growth at 0.35% per year 2021 $62,441,000 4.5% tax-exempt "8 $107.000 $455,000 0.8%
First Year Unit Savings with City
On-line | Initial Financing Revenue System over first 10
Case Basis of Initital Acquisition Cost Year Requirement Interest Rates (¢/kWh) Years
. . " 5.0% taxable,
1 (Base) Initial Acquisition at 2 times OCLD 2020 $57,687,000 4.5% tax-exempt 1.3 $13,110,000
o
2 Initial Acquisition at OCLD + 35% 2020 | s42730000 | 50%taxable. 10.8 $23,000,000
4.5% tax-exempt
. . 5.0% taxable,
3 Initial Acquisition at RCNLD 2020 $61,329,000 4.5% tax-exempt 11.5 $10,620,000
Initial Acquisition at 2 times OCLD, Initial loans o
4 financed through RUS 2020 $53,100,000 3.0% on all debt 10.8 $23,000,000
Initial Acquisition at 2 times OCLD, Customer 5.0% taxable,
5 growth at 0.35% per year 2020 $57.687,000 4.5% tax-exempt 14 $10.170,000

As can be seen in Table 9 the total estimated savings with the City electric system are significantly
higher in the lower acquisition cost case (Case 2) and in the lower financing cost case (Case 4)
than for the base case. If the acquisition cost is higher (Case 3) the savings are less. Lower load
growth (Case 5) also reduces the estimated savings of the City electric system since there are fewer
units of sales from which to recover revenues needed to pay the fixed costs of the system.

For the alternative case in which the City electric system would only acquire the distribution lines,
meters, services, etc. and PSE would continue to own and operate all the transmission lines and
substations, the first year unit revenue is estimated to be 11.6 cents per KkWh and the average annual
savings with the City electric system over the first ten years of operation is estimated to be
$835,000 and the average annual percentage savings over the first 20 years of operation is
estimated to be 3.0%. For this case, the total financing requirement is estimated to be $55,266.000
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based on the assumption that the distribution facilities are acquired at two times the OCLD value
of these facilities.

BPA’s GTA charge, presently at $0.94 per kW-month, would be incurred by the City system if it
did not own the substations. Transmission O&M expenses would not be incurred by the City and
distribution O&M expenses are estimated to be about 4% lower if substation maintenance is not
incurred. Further, the City system would have a lower cost associated with annual renewals and
replacements without the need to replace the substation and transmission facilities over time. It
should be noted that BPA has indicated that for an operating scenario involving low-voltage
delivery such as this, there may some additional charges related to PSE’s costs of operating the
transmission and substation facilities. These potential additional charges cannot be estimated at
this time.

It should also be noted that if PSE’s rates do not change as assumed in this analysis, the estimated
savings with the City electric system will be different.

Comparative Electric Rates

A comparison of charges for electric service for several electric utilities primarily in Western
Washington has been made. Rates effective on MayJanuary 1, 2017 were used to determine the
cost of monthly service for a residential customer consuming 1,000 kilowatt-hours and a small
commercial customer receiving 6,000 kilowatt-hours per month. The monthly charges are
shown in the following table:

TABLE 10
Comparative Monthly Charges for Electric Service
(Based on Rates Effective on MayJdanuary 1, 2017)
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Commercial

(15 kW,

Puget Sound Energy
Public Utility Districts
Jefferson County PUD
Mason County PUD No. 3
Clallam County PUD

Residential

6,000 kWh) '

(1,000 kWh)

$587.15

$104.71

$106.94
$105.70
$94.05
$98 79

$587.43
$517.20

$436.30
$537. 60

—Snohomish County PUD
Municipalities
City of Port Angeles
City of Ellensburg
Seattle City Light
Tacoma Power

Cooperatives
Orcas Power & Light

$96.11

$82.02

$107.07
$84.65

$136.44
$94.00

$461.41

$397.64

$554.19
$481.56

$660.31
$529.50

Commercial
(15 kW,

Lakeview Light & Power

Puget Sound Energy

Public Utility Districts
Jefferson County PUD
Mason County PUD No. 3

Clallam County PUD
Snohomish County PUD

Municipalities
City of Port Angeles

City of Ellensburg
Seattle City Light
Tacoma Power
Cooperatives
Peninsula Light Company
Lakeview Light & Power

Residential
(1,000 kWh)

6,000 kWh) '

$108.63

$106.94

$105.70
$98.03
$102.50

$101.00
$85.58

$117.79

$90.37

$97.84
$94.00

$581.54

$568.84

$517.20

$447.53
$545.70

$484.24

$418.64

$554.19
$489.57

$485.60
$529.50
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' Assumes single phase service. SummerWinter rates used where applicable.

As can be seen in Table 10, there is significant variation in the charges for electric service among
the various utilities. It should also be noted that additional local taxes may apply to electric

charges.

A comparison of residential electric rates effective on Maydanuary 1, 2017 for the same group of

electric utilities is shown in the following table:
TABLE 11
Residential Rates for Electric Service
(Based on Rates Effective on MayJdanuary 1, 2017)

e ‘[Formatted: Indent: First line: 0.38"

{ Formatted: Centered, Space Before: 0 pt
!

Basic Energy
Charge Charge ;
($/month) (¢/kWh) )
Puget Sound Energy1 $ 7.87  8.93 first 600 kWh, !
10.81 all other kWh !
Public Utility Districts //
Jefferson County PUD $ 14.50  8.50 first 600 kWh, !
10.36 all other kWh |
Mason County PUD No. 3 $ 33.00 7.27 /’
Clallam County PUD $ 25.75 6.83 |
Snok ich O ||nh,: RLID $ 988 ¢/
Municipalities
City of Port Angeles $ 19.11 7.70
City of Ellensburg $ 17.26  6.26 first 600 kWh,
6.80 all other kWh
Seattle City Light $ 486  7.01 first 480 kWh,
12.88 all other kWh
Tacoma Power $ 10.50 7.41
Cooperatives
Orcas Power & Light $ 40.54 9.59
akeview |l ight & Power $ 19.00 7.50 As
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Basic Energy
Charge Charge
($/month) (¢/kWh)
Puget Sound Energy’ $ 7.87  8.93 first 600 kWh,

10.81 all other kWh
Public Utility Districts

Jefferson County PUD $ 14.50 8.50 first 600 kWh,
10.36 all other kWh

Mason County PUD No. 3 $ 33.00 7.27

Clallam County PUD $ 28.33 6.97

Snohomish County PUD $ - 10.25

Municipalities

City of Port Angeles $ 20.10 8.09

City of Ellensburg $ 20.82  6.26 first 600 kWh,
6.80 all other kWh

Seattle City Light $ 4.86  7.01 first 300 kWh,
12.88 all other kWh

Tacoma Power $ 13.50 7.69

Cooperatives
Peninsula Light Company $ 23.00  7.17 first 399 kWh
7.69 next 1,100 kWh
7.91 all other kWh
Lakeview Light & Power $ 19.00 7.50

" Energy rates include net effect of applicable credits and charges including the energy exchange credit. -Rates-shown-do-not
- . £ pSE i 3 2017,

It is noted that there is significant variance in the monthly basic charge. For some utilities, a
higher basic charge can be used to recover necessary revenues when many customers are part-
time or seasonal residents.

As previously indicated, actual rates would need to be developed for the City system that would+ - - {Formatted: Justified

recover the estimated revenue requirement. Rates usually include a monthly customer charge and
an energy charge. Larger commercial customers typically have a demand component in their rates
related to the largest level of power use during the month. Demand charges require a demand
meter.

Although the rates to be charged by the City system have not been derived for this analysis, if the
estimated unit revenue requirement of 11.79 cents/kWh shown in Table 8 for 2021 were charged
uniformly to all customers served by the City in that year, the monthly cost of electricity for a
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residential customer using 1,000 kWh would be $117.90. Deflating this cost in 2021 to 2017 at
2.0% per year would result in a monthly charge of $108.92 in 2017. This is comparable to the
monthly charge for 1,000 kWh charged by PSE at the present time as shown in Table 10. As a
further example, if the City system were to establish a $15.00 per month basic charge for all
customers, the energy rate would need to be 10.78 cents per kWh to achieve an overall unit revenue
of 11.79 cents per kWh.
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High-Speed Broadband

The City could develop and finance its own high-speed broadband network to serve its residents
and businesses. See In Re City of Edmonds, 162 Wn. App. 513 (2011) (upholding code city’s
authority to complete and finance its fiber optic network as part of a city-owned broadband
network). The potential benefits include cost efficiencies, community service, economic
stimulation, enhancing public safety, and others. As with the City of Edmonds, it is not a
requirement that the City have an electric utility to engage in telecommunications.

There can, however, be advantages to having an electric utility system and engaging in
telecommunications activities. Thus, for example, where some of the telecommunications
activities are related to services needed by the City for its internal purposes, such as automated
meter reading, connecting different City facilities with one another, security, etc., some of the
telecommunications expenses might appropriately be attributed to the electric or other
system. The same generally would be true, perhaps in varying degree, of a separate water or other
system, even in the absence of an electric utility system.

Some public entities conduct their telecommunications activities as a separate utility system;
others do so as a department or division of other of their utility systems. Further detail on the
financial, practical, and political advantages and disadvantages of creating a separate
telecommunications utility, versus structuring it as a component of another system, is beyond the
scope of this report, but would merit further review if the City so desires.

Kitsap PUD began installing a high capacity fiber optic network throughout Kitsap County+ < /\/{Formatted: Font: Times New Roman, 12 pt, Font color: Auto]

beginning in 2000. The network, called KPUD Fiber, provides wholesale telecommunications

h Formatted: Justified, Space Before: 12 pt, After: 0 pt, Line
spacing: single, Pattern: Clear

fiber optic cable deployed throughout the county, including in the City.

Kitsap PUD's initial role as a wholesale telecommunications provider is to sell its services to retail
providers. The retail providers provide the services that homes and businesses require. PUDs are
restricted from selling full retail telecommunications services to county citizens, agencies and
businesses. Washington PUDs are only allowed to provide non-retail services, including wholesale
networks, community networks, and certain other telecommunications services.
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Kitsap PUD indicates that its fiber optic lines in the City are attached to PSE poles. PSE does not
assess the PUD any pole attachment fees because the PUD allows PSE use of the fiber network
for PSE’s internal communication system.,

N
D-Hittle & Asseciates, nc— 82 REVISED ___ PRELIMINARY /'
DRAFT- May 19, 2017Becember23-2046 1

235



City of Bainbridge Island

Electric Utility Municipalization Feasibility Study
Section 8

Other Factors

Energy Efficiency Opportunities_and Renewable Energy

BPA has historically provided a very robust energy efficiency program that touches all the various
sectors (residential, commercial, industrial) in an electric utility’s service area. If the City were to
become a customer of BPA, they would be assigned a BPA Energy Efficiency Representative
(EER). The EER would work with the utility to help identify energy efficiency or conservation
opportunities on Bainbridge Island. The EER would inform the utility of BPA programs and assist
the utility with reporting savings to BPA. BPA’s programs are reviewed for cost effectiveness and
funded in large part by BPA revenues.

The way the BPA energy efficiency programs work are that each utility is assigned an energy
efficiency budget amount for a BPA rate period, which is typically two2 years. Throughout the
term, as a utility completes energy efficiency or conservation projects, they report the energy
savings to BPA and get reimbursed for the savings achieved. The payment is from their energy
efficiency budget and the reimbursement is sent directly to the utility. There is an opportunity for
utilities that are aggressive in implementing conservation to make applications to use portions of
other utilities unused energy efficiency budgets. There is also a provision where utilities can join
together to pool their energy efficiency budgets. There are also opportunities to make
presentations to BPA for funding of energy efficiency measures that are not part of the BPA
measures, but meet the cost effectiveness criteria.

The current BPA energy efficiency measures can be found in the Implementation Manual on the
BPA website:  https://www.bpa.gov/EE/Policy/IManual/Pages/default.aspx. The number and
complexity of the programs and measures are significant. To a degree, a utility customer of BPA
can work with BPA to pick and choose energy efficiency measures that better reflect the needs of
its customers. Some Pacific NorthwestPNW consumer owned utilities focus their conservation
programs on low income elderly, residential, small commercial and governmental sectors as a way
of keeping maximizing societal benefits, and jobs in their service territory.

Based on conversations with Snohomish County PUD and Seattle City Light conservation
employees, the conservation programs sponsored by PSE, Snohomish County PUD, and Seattle
City Light are roughly comparable. As such, it can be concluded that the energy efficiency
programs sponsored and promoted by BPA that public utilities adopt are reasonably comparable
to those of PSE. PSE as both a natural gas and electricity provider can be more comprehensive
with its conservation programs in areas where it also serves natural gas. An example of energy
efficiency programs offered by a public power utility, Snohomish County PUD, can be found on
the PUD website at http://www.snopud.com/conservation.ashx?p=1100.

Historically, BPA programs have focused on weatherization (HVAC, windows, insulation) in the
residential sector, lighting in the commercial and municipal sector and variable speed motor
programs in the commercial and industrial sectors. BPA residential programs are shifting to LED
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lighting and energy efficient appliance rebates, as the other efficiency measures have saturated the
market. In the commercial section the shift is toward HVAC and web-enabled devices. Future
BPA programs are likely to focus even more on web-enabled devices as a way of providing
ancillary services and helping with demand management.

PSE also has a large number of energy efficiency programs. These programs can be found on a
series of web pages starting with:  http://pse.com/savingsandenergycenter/Pages/default.aspx.
PSE has historically provided a large number of energy efficiency programs on Bainbridge Island
and has attempted to implement demand side management programs to defer the need for an
additional substation on the island. In areas where PSE has natural gas service there are some fuel
switching programs. PSE energy efficient appliance rebates are similar to those of neighboring
public power utilities. PSE also has many LED lighting and HVAC programs as well.

In many respects the City of Bainbridge Island is a leader in many energy efficiency or “green”
areas. There are a large number of roof mounted solar panels, a large number of electric vehicles,
and a number of Tesla battery power walls being permitted. As such, through local control of the
building permit process a City electric utility could provide more focused energy efficiency
measures to meet the needs of the City residents and businesses.

[For example, even though the Washington State Energy Code is very aggressive, some cities, - { Formatted: Font: 12 pt

such as Seattle, have adopted even more aggressive energy codes. The City, could adopt a more ‘[Formatted Left

stringent energy code than the State. The City could also, if it chose to, aggressively require
remodeling permits to bring large parts of a structure or facility up to current energy codes.
Likewise, the City could require remodeling permits to include an energy efficiency analysis that
identifies cost effective energy efficiency measures that might be warranted. Alternately, the
City could encourage through reduced permitting fees with City Council approval, permitting
requlrements that Would encourage more nergy efﬁc1entﬁNePZer& bulldlngseH;EEDJeemﬁeé
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It is difficult to make a 20 year projection of energy efficiency impacts as codes and the market
place are making rapid changes. For example, the amount of electricity used by LED lights and
the improvement in this technology is dramatically changing the State of Washington Energy
Code. What would have been considered an impossibly low energy use per square foot a few
years ago is now part of the current building code that the City Planning Department reviews for
compliance with building plans and inspects to. Similarly, Energy Star washing, drying and
dishwashing appliances of today are far more energy and water efficient than those of just 5 years
ago and are projected to be even more efficient in the future. What we can say is that new buildings
will use far less energy than historically designed buildings and that retrofitted or remodeled
buildings will also use less energy than they use today.

It is noted that one of the reasons indicated to be contributing to lower market power prices being
experienced in recent years is lower demand due to energy efficiency programs, new energy
efficient lighting, appliances and electrical equipment being used today.

Although lower demand for power can be beneficial in lowering prices for market power, for a
utility the impact of energy efficiency programs can cause a different situation. Included among
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the factors to consider with regard to the promotion of energy efficiency programs by a utility are
the potential reductions in energy sales that will result. Since a portion of the revenue requirements
of a public power utility are fixed, the reduction in energy sales associated with energy efficiency
programs can put pressure on a utility to reallocate costs to make up the incremental loss in
revenue. As such, it would be important to acknowledge that the promotion of energy efficiency
programs is a policy of the utility for which the costs are to be shared by all customers.

do- {Formatted: Font: Bold ]

In 2006, Washington state voters approved the Energy Independence Act, also known as Initiative
937. [Initiative 937 requires electric utilities with 25,000 or more customers to use “eligible

renewable resources’ to meet the following annual targets:

e Atleast 3 percent of its load by January 1, 2012, and each year thereafter through Decembere - . - { Formatted: Font: 12 pt )
31,2015; h ‘{Formatted: List Paragraph, Bulleted + Level: 1 + Aligned at: }
e Atleast9 percent of its load by January 1, 2016, and each year thereafter through December 0.25" + Indent at: 0.5
31,2019; and

e At least 15 percent of its load by January 1, 2020, and each year thereafter.

Under Initiative 937, “eligible renewable resources” include wind, solar, geothermal, landfill and
sewage gas, wave and tidal power and certain biomass and biodiesel fuels. Electricity produced
from an eligible renewable resource must be generated in a facility that started operating after
March 31, 1999 and the generating facility must be located in the Pacific Northwest. Initiative
937 allows utilities to use “renewable energy credits” (RECs) to meet the acquisition targets. RECs

can be bought and sold in the marketplace.

As a smaller electric utility, the City electric system would not be subject to the requirements of
Initiative 937 but could certainly pursue similar goals. Opportunities to jointly participate in wind
and solar generating projects exist. Some utilities such as Emerald Peoples’ Utility District in
Springfield, Oregon have on their own developed renewable energy projects. In the case of

Emerald, the Short Mountain Methane Power Plant uses gas from a local landfill to generate
electricity. The plant has been operating since 1992 and produces about 15 million kWh per year.

PSE offers a green power product that is composed of a mix of 71% wind energy, 12% livestock
methane, 5% landfill gas, 6% low impact hydro, 5% solar and 1% geothermal. The product is sold
to PSE customers who pay a monthly premium on their power bills. For the average home, PSE
indicates that $10 per month is enough to fully supply the electricity requirements of the home
with green power. The actual generating facilities may be located some distance from the home,
however, the payment for green power is used to support the costs of developing and operating the
renewable resources. PSE indicates that 10.2% of electric customers in Bainbridge Island
participate in the green power program.

Prior to implementation of the tiered rate methodology, BPA used to provide a product to its utility
customers called Environmentally Preferred Power (EPP). At the present time, BPA indicates that
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a customer can request BPA to purchase RECs on the open market on behalf of the customer.
These RECs can be used to establish a renewable or green energy project that the utility could
offer to its retail customers.

Solar generation installed by customers at their homes and businesses is also gaining popularity in

many communities. Snohomish County PUD, for example, through a program called Solar
Express’!, offers cash incentives of $300 per kW for qualifying photovoltaic (PV) solar power
generating installations. Through “net-metering”, the customer can offset their own electricity
needs with their own generation and to the extent additional power is available at certain times,
receive a credit for this surplus generation that is delivered back to the PUD. Federal and state
credits and subsidies related to solar installations are subject to change as is the net metering credits
the PUD offers.

A problem that some utilities have with net metering is that the cost of providing electric service
to a house or business may not be fully recovered from a customer with a net metering installation.
If the customer’s generation unit provides a significant portion of the electricity needs of the
customer but the customer still relies on the utility for power at certain times, the revenue collected
from the customer on an annual basis may not cover the full cost of service to the customer.
Electric utility rates to residential customers are not typically designed to recover the cost of
service when electricity consumption is minimal much of the time and high only a little of the
time. In order to limit the cost impacts on other customers of the utility, this issue would need to
be addressed in the design of retail rates.

e ‘[Formatted: Right

Comparative Greenhouse Gas Emissions

The electricity used in the State of Washington is generated by a variety of power plants located+ - - {Formatted: Justified

primarily in the Pacific Northwest. Power plants using fossil fuels as the source of input energy
emit greenhouse gases (GHG). Four major GHG are regularly inventoried by electric utilities:
carbon dioxide (CO2), methane (CH4), nitrous oxide (N20) and sulfur hexafluoride (SFs). CO2
represents the largest component of GHG by volume. Federal regulations require the reporting of
GHG emissions from large sources and suppliers in the United States to collect accurate and timely
emissions data to inform future policy decisions.

The State of Washington through RCW 19.29A.060 requires that each retail supplier disclose the
fuel mix of each electricity product it offers to retail electric customers each calendar year. The
reported fuel mix can be used to estimate the amount of GHG emissions attributed to the use of
electricity for any utility. The Washington State Department of Commerce Energy Office (the

“Energy Office”) obtains fuel mix information from each utility in the state each year. The _ - - Formatted: Font: 12 pt
Washington “fuel mix” is the aggregate of fuel sources associated with the electricity delivered by
all electric utilities to end users in the state of Washington, including BPAs direct electricity sales. _ - - Formatted: Font: 12 pt

3! Snohomish County PUD indicates that the Solar Express program will be ending June 30, 2017.
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contract, or purchased on the spot market. The following chart shows the aggregate fuel mix for
Washington State electric utilities in 201432,

FIGURE 3
Aggregate Fuel Mix in 2014 for Washington Electric Utilities

Natural
Gas

11.4%

3

Public power utilities in the Pacific Northwest generally purchase the majority of their power
supply from BPA. BPA’s fuel mix is significantly different from that of PSE. As such, the
amount of GHG emitted to specifically supply power to the City would be different if the power
were supplied by BPA or by PSE. The following table provides a comparison of the fuel mix of
PSE and the City of Ellensburg, a representative full requirements public power customer of
BPA with a total load similar to the City, in 2014 as reported by the Energy Office:
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TABLE 12
2014 Fuel Mix for PSE and the City of Ellensburg Electric Utility - - - ‘[Formatted: Normal, Centered
e e ity — - ‘[Formatted: Font: Arial, Bold
City of

PSE Ellensburg
Biomass 0% 0%
Coal 35% 2%
Cogeneration 4% 0%
Geothermal 0% 0%
Hydroelectric 36% 86%
Landfill Gas 0% 0%
Natural Gas 20% 1%
Nuclear 1% 11%
Other 0% 0%
Petroleum 0% 0%
Solar 0% 0%
Waste 0% 0%
Wind 3% 0%

- - ‘[Formatted: Body Text, Justified

PSE reports its GHG emissions annually based on federal and state regulatory standards. In PSE’s
2015 Greenhouse Gas Inventory>?, it is reported that for all of PSE’s electric generation and electric

purchases, CO2 emissions were approximately 12 million metric tons. The GHG emission _ - { Formatted: Font: 9 pt

intensity was 1.03 pounds per kWh, slightly up from 0.99 pounds per kWh in 2014. The report

indicates that PSE’s overall COp emission intensity, which includes both electricity generated by _ - { Formatted: Font: 9 pt

PSE and purchased by PSE, is lower than the national average due to the large proportion of

hydroelectric generation utilized by PSE.

BPA’s ResowreeMix, i ‘[Formatted: Body Text
- ‘[Formatted: Font: Not Bold

For its preference power customers, BPA does not identify specific resources for specific sales.

Rather, the “mix” of BPA’s power resources is used to establish the overall power product. For

its fiscal year 2014, BPA indicates that the mix of its resources by generation type** wais as
follows:

e [arge Hydroelectric 83.3%
e Nuclear 10.4%
e Non-specified purchases 4.4%

3 Puget Sound Energy. 2015 Greenhouse Gas Inventory, September 2016. Prepared by Environmental Resources

Management, Seattle, WA. https://www.pse.com/aboutpse/Environment/Documents/GHG _Inventory 2015.pdf
34 https://www.bpa.gov/power/BPA_Fuel Mix/
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e Small hydro, biomass, -and-wind—— 1.9%

a 1,190 MW nuclear energy facility located about ten miles north of Richland, Washington. The
CGS began operation in 1984 and it is the only commercially operating nuclear facility in the
Pacific Northwest. Its output is provided to BPA and BPA pays the costs of operating and maintain
the facility. CGS emits virtually no GHG or carbon emissions commonly associated with natural
gas, coal and other fossil fuel power plants. Refueling and maintenance outages occur every other
year and CGS’s current operating license expires in December 2043.

The Energy Office provides an estimate of the non-specified purchases identified by BPA to
include some energy from coal and natural gas generating plants. The use of these resources is
reflected in the fuel mix shown for the City of Ellensburg, above. Based on the fuel mix shown
for Ellensburg in 2014 and the average emissions for fuel type in the Energy Office report for

attributed to the City’s electricity use would be approximately 116,000 tons per year based on
PSE’s average emission intensity in 2014%5. Based on the estimated 2014 average emissions

use would be reduced by about 94%.

The estimated impact on regional carbon emissions as a result of the City load being served by
BPA rather than PSE would be difficult to estimate. If it were not serving the City, it is not known
what generating resources or purchases PSE would or could reduce. The Sineethe-vast majority
of BPA’s power is from hydroelectric resources, for which power generation varies each year

based on regional precipitation and other factors. It is expected that the majority of power used
to serve the City load by BPA would be from hydroelectric resources, however, in some years the

amount of power needed to serve the City load would potentially be supplied by other sources of
generation. Fe i e ton—i e e

given—year—BPA has noted that in2014§ 12% of'its total revenues came from sales of power to
public and investor-owned utilities in the Southwest and California.

IIf the City were to become a new customer of BPA it could be that BPA’s sales outside the Pacific+ - - { Formatted: Body Text 2

Northwest region might be slightly reduced in some years when hydroelectric generation is lower.

35 Note that the total emissions attributed to the City load would be less as a result of customer participation in PSE’s
green power program. PSE indicates that 10.2% of the Bainbridge Island customers participate in this program and
assuming that all participants offset their entire power requirement with green power, the estimated GHGs attributed
to the City load would be 10.2% lower than shown, i.e. 104,000 tons as compared to 116,000 tons.
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According to PSE’s 2015 Greenhouse Gas Inventory, approximately 6.8% of total electricity

generated and purchased by PSE in 2015 and 17.1% of PSE’s total CO2 emissions from electric
operations were attributed to PSE’s share of Colstrip Units 1 and 2. PSE has indicated that it will
be closing Colstrip Units 1 and 2 by July 2022. It is not known at this time what energy resources
will be used by PSE to supplant its 50% ownership share (307 MW) of the closing Colstrip units.
It could be expected, however, that a combination of resources, including natural gas generation
would be obtained. Natural gas generation produces GHG but to a lesser extent than coal
generation. If the City were to establish its electric system, the reduction of PSE’s total energy
requirement by the City’s load would reduce the need for PSE to obtain that increment of power
from any GHG emitting resources after Colstrip is closed.

Miscellaneous IssuesSeciaty-Respensible-tnitiatives

Many consumer-owned utilities provide discounts to low income residents and seniors, as does
PSE. However, a new municipal utility can start with a “clean slate’” and explore options that PSE
has for historic reasons not chosen. The disadvantage of this is that there may be some Bainbridge
Island customer expectations and reliance of existing rate forms. The advantage is that a different
rate form may be better able to meet community needs.

There are many categories of electric utility rate programs for low-income customers. Some of
them include the following:
e Flat rate discount or an across the board percentage discount. Similar to the 50% low
income senior and low income disabled rate discount provided to the City water and sewer
customers

e Payment programs that cover only the variable costs of serving the customer and/or a
discount on the fixed costs.

e Percentage if income plans, where the maximum energy bill is set to a percentage of income
based on the Federal Poverty Level of household data.
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e Waiver of all or a portion of fixed or monthly fees.

e Blocked rate or lowest tier approach. This is where the customer purchases all power at
the lowest tier rate even if they exceed the low tier quantity.

o Lifeline rate, based on a minimum quantity of electric power.

e Seasonal discounts, either tied the winter heating season or in other parts of the country the
air conditioning season.

e Special discounts, specifically associated with the electrical consumption of certain life
sustaining medical equipment or equipment associated with preventing deterioration of a
medical condition.

e Direct vendor payment approach. Customers receive a rate discount when they agree to
allow utility bill payment to be taken directly out of a public benefit that customer may
receive, such as Aid to Families with Dependent Children or other programs. Similarly, if
there were arrangements with a Quest logo organizations, a bank or credit union funds
could be transferred from a Washington DSHS EBT Quest Card. The City already has
ACH and bank initiated Bill Payer methods of paying utility bills, so such methods or
extensions of them could be incorporated into an electric utility.

There are also federal programs to benefit this class of customers, such as the Low Income Home
Energy Assistance Program (LIHEAP), which is focused on helping low income households

PSE customers and locally controlled municipal utilities. PSE’s programs of this type need to
accommodate the needs of its service area and are subject to review by the WUTC.

—LIHEAP and other similar programs¥his can include one-time crisis oriented financial assistance,
weatherization grants to reduce heating or cooling needs, free energy efficiency upgrades to lower
utility bills while improving the health and safety of the household’s occupants, energy budget
counseling, education on energy efficiency practices, etc. Such kinds of programs can include
implementation of solar or other renewables in some jurisdictions.

There are also State and local programs that can be targeted at this customer class. They range
from Department of Commerce grants and Weatherization Assistance Program to local programs
offered by Kitsap Community Resources or specific charities.

Most consumer owned electric utilities target federal, BPA, state conservation programs and
conservation assistance at their low income elderly customers so as to create socially responsible
community programs. BPA has a long history of identifying conservation programs that its utility
customers can target to improve the lives of low income elderly customers. Also, the State of
Washington, through the Department of Commerce has conservation programs that target low
income residents of the state. The City as an electric utility could partner with both to deliver such
programs locally.
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According to the PSE website, PSE has two programs (beyond LIHEAP and local agency
programs) to keep bills low and income-eligible customers warm in the winter:

e HELP or Home Energy Lifeline Program provides qualified customers with bill paying+ - - { Formatted:

assistance beyond that offered by the federal LIHEAP program.

Space After: 0 pt

e The PSE Weatherization Assistance Program (aligned with the Washington State+ - - { Formatted:

Department of Commerce Weatherization Assistance Program) provides for upgrades to
home insulation, sealing air leaks, and lighting and refrigeration replacements.

ability to get customer contributions from across its broader service territory and distribute them °

fairly to those in need. This may or may not change the amount of such aid for those on Bainbridge
Island. What can be said about a local municipal utility, is that whatever aid can be obtained by
federal, state and local programs would be distributed to Bainbridge Island community members.
It is not expected that municipalization will dramatically change the ability of low income or
elderly residents to receive energy assistance. Some of the focus and emphasis within such

programs may change, though.

Again an important advantage of a City electric utility is local control and this means a focus on
local issues and concerns. This is especially true when it comes to Socially Responsible Initiatives.
That is, the City will be in better touch with the needs of its residents than almost any other
organization and can adjust programs for the unique mix and needs of Island residents. For
example, if life sustaining medical equipment is an especially important need within the City, rates
and methods of qualifying for such a rate can be implemented similar to those used by the Los
Angeles Department of Water & Power (LADWP). While a city utility like LADWP could
narrowly focus such a rate to their own particular city, PSE would need to have its rates approved
by the WUTC and be fair across a much more geographically diverse area with differing levels of

need. Also, what may be appropriate in Bainbridge Island might not fit the customers of Skagit
County or western Kittitas County.

Alternately, there can be multi-utility benefits identified by the City and factored into a socially
responsible rates or appliance rebates/grants-e+ programs. For example, for qualifying customers
who purchase electricity, water and-have wastewater services treated by the City-EOBI, there could
be a recognition that a new energy efficient dishwasher or clothes washing machine will jointly
save electric energy ;-and help avoid Tier 2 BPA power,-will reduce the quantity of potable water
that needs to be produced, treated and distributed by the City €OB} and further reduces the amount
of waste water that needs to be treated and sludge that needs to be disposed of by the CityCOBI.
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PSE can acknowledge and compensate for combined benefits where it has combined natural gas
and electric utility service. PSE does not provide natural gas service on Bainbridge Island.

Similarly, City governments can more easily in a combined utility way accomplish other kinds of
programs not usually implemented if different utilities provide services. An example of this is the
City of Anchorage, Alaska. The George M. Sullivan combined cycle power plant owned by
Anchorage Municipal Light and Power uses potable City water through an additional heat
exchanger to providing cooling for the steam condensers. This was done for a variety of reasons,
including enhanced electric utility power generation economics and winter fire protection, and fire
hydrant freeze protection. A conservation benefit of this integrated municipal decision was that
the potable water to the city residents is slightly warmer than it would be otherwise. This reduces
the need for home and commercial water heating by an incremental amount.

While such kinds of integrated multi-utility planning and cooperation can still occur with a+._ /{Formatted: No underline

privately held company like PSE, it would likely take more negotiations, as the different customer - { Formatted: Justified, Space Before: 12 pt

groups might have dramatically different perspectives. That is, a customer in Bainbridge Island
and their elected representatives would have a different perspective than say a WUTC
commissioner representing Skagit County, King County or Thurston County customers or even a
PSE employee representing the owners of PSE. Again, such multi-utility cooperation is not
impossible, it is just more difficult when a different set of stakeholders are involved in the

negotiations.

Synergies and Other Benefits
Synergies

One of the concepts almost always debated during municipalization feasibility evaluations is the

concept of economies of scale versus the efficiency of small nimble organizations. There is
business research on economies of scale of large bureaucracies and if at a certain point they start

losing economic efficiency. There is also research on small organizations in a rapidly changing
environment. While the electric utility industry has been stable in some sense for a long time, it
is also in an era of rapid change and enhanced pressure to provide a broader array of customer

initiated programs.

Many city electric utilities are very efficient. For example small municipal utilities like Sumas
and Blaine compete on the basis of electric rates very favorably with PSE_which serves the areas
surrounding these cities. Various synergies are a significant part of the reason for the
comparability of rates with a much larger utility.

Local control can reduce the complexity of regulation and the bureaucracy associated with a large
organization that is regulated by multiple layers of governing bodies (Security Exchange
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Commission, Washington Ultilities and Transportation Commission, Federal Energy Regulatory
Commission, corporate owners, and utility management). By having a City Council or utility
board as the primary regulatory body, various reports, studies, and costly legal proceedings are
potentially reduced. Considering that WUTC and FERC hearings are often before administrative
law judges with specially hired expert witnesses; and specialized law firms presenting the case,
costs per proceeding can easily reach six figures. Such costs have to be mostly borne by the utility
customers, however, the costs are admittedly spread over a broader base. Alternatetively,
presentations by City staff to a City Council or utility board are traditionally much less costly.

The other side of the coin is that expensive consultants and extra layers of regulatory review can
sometimes prevent bad decisions. As such, the expense may be sometimes worth the cost. This
is something to consider when municipalizing. However, the history within Washington State,
where the majority of electric utility customers are served by consumer or cooperatively owned
electric utilities, has shown that the added levels of regulation are not generally required except in
the field of bulk power supply (large generation projects, such as hydroelectric facilities) or
regional high voltage transmission that affects grid stability and reliability of large numbers of
customers.

Another form of synergy often found by municipal utilities is in customer billing and invoicing,
where water and/or sewer bills and/or meter reading costs can be combined or shared. While the
City only serves a portion of-the Bainbridge Island with water and sewer service there is still some

against the larger base of customers that can be used to amortize PSE billing software and
programs.

Alternately, national consumer owned electric utility organizations like the American Public
Power Association (APPA) have brought together many small electric utilities and created

standardized software packages that can also spread the costs over a broader base. A new City
electric utility can take advantage of billing and accounting systems used by other established
municipal utilities like Centralia, Blaine, Steilacoom, Ellensburg, or Eatonville. We would
strongly recommend investigation of such options.

Many small electric utilities the size of the City electric system would also not require full time
human resources staff, attorney, public relations, off hour call answering, or certain other
administrative functions. With a City electric utility a portion of an FTE (full time equivalent)
could be assigned to the electric utility for such positions and save the remainder of the FTE cost
for other City functions. The City of Blaine and Sumas municipal utilities shared a conservation

union negotiations for several Washington State PUD’s. These kinds of approaches can be used
to address areas where economies of scale may be significant.

Alternately, synergies can arise from coordination on public works projects. Some municipal
electric utilities of which we are familiar coordinate road paving projects with sewer line, water
main, and electric utility projects, especially undergrounding projects. The main cost in electric
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utility undergrounding projects are the costs associated with trenching and site restoration,
especially paving, at the end of the project. This kind of sharing has the benefit of reducing certain
shared expenses among all the utilities.

perform such coordinated efforts. The best way for the City to see if this might be an advantage
or disadvantage would be to examine its own interactions with PSE on road widening. pavement

restoration and joint planning. Some cities are able to coordinate with PSE and others have had
problems, so this represents both a potential advantage and disadvantage of municipalization

depending on the level of cooperation and commitment by PSE.

Whenever economies of scale are discussed one area is often focused upon: purchasing of

equipment and supplies. While everyone is familiar with bulk purchases and the Costco model of

getting large quantities at a discount, most people are also familiar with the of certain military
items like hammers and aircraft toilet seats that are manufactured to “milspec” requirements. The
point being that while there can be advantages of scale in the purchase of some items in a free

market, some large organizations or bureaucracies can induce diseconomies of scale.

When PSE orders power poles, conductor and transformers it can arrange for volume pricing
discounts. Some utilities band together to get group pricing and in a competitive environment
discounts for volume pricing may be offset by some of the purchasing related costs and
requirements. So there can be a disadvantage to purchasing. However, many cities have addressed
this problem through participation in various state contract programs where negotiated bulk prices
are achieved.

For example, the City is familiar with the Municipal Research and Services Center (MRSC) which
is a nonprofit organization that helps local governments across Washington State better serve their
citizens by providing legal and policy guidance on any topic. There are similar electric utility
organizations like the American Public Power Association (APPA) and the Northwest Public
Power Association (NWPPA) that also provide for the ability to act in concert with other municipal
electric utilities to capture economies of scale in regards to training, and certain products such as

financial software or engineering software. Hometown Connections, which is a subsidiary of
APPA designed to provide competitive advantage to public power systems has discount

agreements with many vendors of products used by electric utilities. A final example of group
buying power is the Washington State Department of Enterprise Services state negotiated blanket
contracts under which cities can purchase.

The concept of economies of scale for purchases is not new. Many individuals have historically
come together to form cooperatives to buy in bulk and distribute to their members. These kinds
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of programs are readily available to a new municipal utility and so the advantages and
disadvantages of economies of scale, efficiency or synergies are not one sided, but a mix of
advantages and disadvantages.

Other-Nen-Economic Benefits

Sometimes locally controlled utilities better understand their customers and the needs of their
community. An example of this is the City of Sumas. At one point the mayor and city council
wanted to encourage more jobs locally. During an electric rate proceeding, they directed their
consultant to establish industrial rates that did not change the cost allocations between customer
classes, but did change the rate form in a way that would reduce the cost impact of adding a second
or third shift of operation at a local industry. While the above is an example of an advantage of
locally controlled rates, PSE has become more flexible in its rates in recent history.

For example, the PSE custom program to monitor and work with the City on keeping loads on the
island under 58 MW is an example of a PSE program to meet local needs. Similarly, the recent
PSE rate agreement with Microsoft to allow that company and other similar companies to seek
their own wholesale power supplies is an example of PSE being customer focused. This means
that PSE may be able to provide some of the advantages normally associated with local control.

In communities such as the City of Blaine and the Town of Steilacoom, the governing board has
established resolutions favoring the undergrounding of new electric utility distribution lines.
These long term policies have gradually changed both utilities to mostly underground service,
which allows them both to have low storm outage rates and better electric reliability than a similar
overhead electric utility._ While an advantage of local control. there is no reason that PSE could
not adopt such a policy on its own or in negotiations with some of its franchise granting
government agencies if approved by the WUTC.

Another example of recognizing a local problem and implementing different local reliability
solutions can be learned from Grays Harbor County PUD, Peninsular Pewer-&-Light Company,
and Ferry County PUD. At Grays Harbor County PUD, there wasy-had a localized, but significant
high voltage reliability problem where a subtransmission line with distribution underbuild on the
same pole was subject to impacts from trees blowing over during wind storms. This resulted in
trees contacting both transmission and distribution lines at the same time and having significant
high voltage spikes occur within home wiring that destroyed televisionsTV>s, computers and
various electronics. Part of Grays Harbor County PUD’s solution was to offer meter socket, whole
house, surge protectors to customers in the affected area at cost., This does not mean that PSE
could not offer such a program, but that program would need to be approved by the WUTC and
apply to a potentially broader geographic area.

Another similar reliability example was where Peninsula Light Company offered a program of
supply auxiliary gas/diesel generators and isolation equipment as a package for customer in remote
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areas who desired back up power sources. Similarly, Ferry County PUD provided some remote
homeowners with non-grid connected solar photovoltaic systems. Again, the idea is that a locally
controlled electric utility can identify a community need or the needs of a small set of customers

customer needs. In fact the focused demand side management program that PSE implemented in
keeping Bainbridge Island loads to under 58 MW is a good example of PSE being innovative and
getting approval to focus on an area the size of Bainbridge Island.

Another synergy is associated with employees living within the City electric systemOB! service
area and being an important part and source of skills for the community. For example, electrical
line workers or engineers often have advanced skills that enrich a community. Each year the
NWPPA erthwestPublic PowerAsseetation gives out awards for various forms of community
service. Annually there are awards for line crew members or engineers with training in advanced
first aid that have saved lives of community members while either on the job or while they were
not at work. This does not mean that PSE employees or its contract employees, such as Potelco

employees, could not provide similar benefits. The City, however, through its hiring practices can
encourage or require employees to live within the City providing the knowledge of its employees

- { Formatted: No underline

- { Formatted: No underline

to benefit others more regularly in the community.

Another aspect of local control is local accountability. For example, many utility manages and
City Council members have had neighbors or friends ask about the causes of extended outages or
high electrical rates. This creates “peer pressure” on these leaders to focus their attention on
meeting local needs. It also provides for a local education and public relations. For example, a
person at a little league game or standing in line at the grocery checkout counter with someone
who works at the local electric utility who is known to the person, concerns and issues can be
discussed and the reasons why certain things are done the way they are can be learned.—Can-be
learned

A different perspective on this type of peer pressure is that city council or utility board meetings
are regularly scheduled and most have public comment periods. This allows meetings at which
customers can attend without spending a lot of travel time to personally express concerns about
utility policy or programs, gain an understanding of the issues and ask for change. The ability of
the decision makers and the regulators of a privately held electric utility are much more remote
and less accessible. That does not mean that there could not be changes in the future of how and
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Other Factors

where WUTC proceedings are held, but this would require pressure by the public and the regulated
utilities to make such changes which currently does not appear to be happening.

Another non-economic aspect of a City electric utility is community support. Many small electric
utilities provide parks, trails and other benefits to their community. Seattle City Light has provided
a number of small parks associated with abandoned substations and regularly includes public
spaces and picnic areas adjacent to new substations. Chelan County PUD, Lewis County PUD,
and the City of Blaine all have park facilities that were provided by the electric utility. Many

The AmericanPublic PowerAssociation{APPA) has a list of benefits that are also associated with
public power electric utilities. The APPA list is provided as Appendix C. APPA also has a very

good primer on forming a new municipal electric utility and the reasons and challenges that are
likely to be faced>®.

New Public Power Utilities

Many cities and municipal entities nationwide have established new public power utilities in the
past. Appendix B attached to this report is a list provided by the American Public Power
Association of new consumer-owned electric utilities that have been formed since 1973. The list
includes 88 publicly-owned electric utilities that began operations between 1973 and 2015.
Many of these new public power utilities were formed from the service areas of investor-owned
utilities.

In addition to the new public power utilities that have formed and are operating many other
communities have evaluated the potential costs and benefits of providing electric service in their
communities. The primary purpose in pursuing a public power utility has been to establish
reliable, cost effective electric service and allow for local community-focused input as to how
electric service is provided in their communities.

3%http://www.publicpower.org/files/PDFs/Summary_of Public Power for Your Community.pdf
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CITY OF
BAINBRIDGE ISLAND

PROCESS INFORMATION

Subject: 8:40 PM Agenda Review - Mayor Tollefson (Pg. 253)
Agenda Item: COUNCIL DISCUSSION

Proposed By: Council

|BUDGET INFORMATION
|Department: Executive HFund:
|Expenditure Req: “Budgeted? ||Budget Amend. Req?

IREFERRALS/REVIEW

|: ||Recomrnendation:

|City Manager: Yes ||Legal: Yes

DESCRIPTION/BACKGROUND
Discussion of the June 13th meeting agenda to determine if any changes are appropriate.

RECOMMENDED ACTION/MOTION
Direction to change the June 13th meeting agenda, if appropriate.
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