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Executive Summary

Colorado Springs Utilities has evolved from being a small department of the City of Colorado Springs,
governed solely by City Council, to being a large multi-service utility governed partially by a Utilities
Board and partially by City Council. Since Colorado Springs Utilities became an enterprise of the
Municipal Government in 1993, four separate studies have been considered to examine changing the
governance structure, each with a recurring recommendation that utilities should have an independent or
separate board of directors from City Council.*

Under the current structure, City Council has three main roles with respect to Colorado Springs Utilities
which include: sitting as the Board of Directors (comprised of all City Council members) to establish
policies and operational direction for the organization and monitor performance; meeting as City Council
to approve the budget, act in a legislative capacity to establish ordinances regarding utility services via the
City Code and to issue bonds; and meeting as City Council, in a regulatory role similar to the Public
Utilities Commission, to establish tariffs, rates, extension policies, etc.

Through policy governance, all management responsibilities reside with the Chief Executive Officer. The
CEO is bound by executive limitations, developed by the board, that establish specific limits on his or her
authority.

In April 2011 Colorado Springs Utilities governance will again evolve with the establishment of a full
time mayor who will work with a City Council comprised of a majority of new members, each with roles
and responsibilities that have not yet been fully defined. As the municipal government is changing, City
Council and our community have indicated a desire to investigate alternative governance structures for
Colorado Springs Utilities. This white paper explores forward looking opportunities to create an
oversight body that is utility business oriented in order to ensure that Colorado Springs Utilities continues
to be successful in an ever changing utility industry.

! Recommendations from Consultants and Citizen Commissions - Associated Utility Consultants report 1993,
Charter Review Committee 2005, Utilities Policy Advisory Committee Governance assignment 2007, Sustainable
Funding Committee 2009.

Governance Alternatives
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Section I: Introduction

Colorado Springs Utilities has a rich legacy of being intentionally owned by the citizens of Colorado
Springs; a legacy that stretches back to the very founding of the city. The City of Colorado Springs was
incorporated under the laws of the Territory of Colorado in September 1872, with the water system going
into operation the same year. Citizens established the water service in 1878 by approving an $80,000
bond issue for a water works project to improve the City’s water system, and in 1888 the City constructed
the first sewer mains for the wastewater system, with bonding for sewer pipe to be laid along streets and
alleys.

Like most other places in the nation, electric and natural gas service first came to Colorado Springs in the
late 1800s as a result of private companies seeking to establish markets for the then newly useful
commodities. In 1879, the Colorado Springs Gas and Coke Company received the first franchise for gas
service on July 23 and the El Paso Electric Company received the first electric franchise on July 12, 1886.
By 1910, all private gas and electric operations in the City were consolidated under the Colorado Springs
Light, Heat and Power Company (CSLHP).

In 1909 Colorado Springs voters approved a Home Rule Charter and a commission form of government
was adopted to replace the alderman form of government that the City had utilized from its founding.
This new charter established the right of the City to purchase, at fair valuation, such public utilities as the
people, through election, deemed it best to acquire. The people of Colorado Springs wasted no time in
exercising this new right, and in 1918 over 600 citizens unsuccessfully petitioned the City Council to
consider purchasing the assets of CSLHP.

In 1921 Colorado Springs voters approved changing from a commission form of government to a council-
manager form of government. This governance change was due in large part to a conflict between the
City and the CSLHP over who had priority to use the City’s water rights. As a result of this conflict,
Colorado Springs voters denied a new electric franchise to CSLHP in 1923 and in 1924 the citizens
approved a $1,250,000 bond issue to buy the existing electric and gas operations from that company.

On July 1, 1925, The City of Colorado Springs Light & Power Department was established. That same
year, the City took over operation of the Manitou hydro plant, opened a new steam power plant at 700 S.
Conejos (now known as Martin Drake Power Plant), completed construction of the Ruxton hydro plant,
and acquired and began operating the electric and natural gas distribution systems, thus launching a new
era of four-service municipal ownership.

Today, Colorado Springs Utilities provides electricity, natural gas, water and wastewater service to an
approximately 500-square-mile service area and employs more than 1,800 men and women. As of
December 31, 2009, Colorado Springs Utilities had total net assets of $1.3 billion with total operating
revenue of $744 million. The planned capital program will double the organization’s net worth in the
next five years. Because the utility industry by nature is capital intensive, capital and fuel together make
up 63 percent of the total 2011 budget.

Colorado Springs Utilities maintains an ‘AA’ bond rating (or its equivalent) from the three major bond
rating agencies. This is noteworthy because strong bond ratings significantly reduce the cost to finance
capital projects. Very few electric utilities in the nation have a higher bond rating.
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As Colorado Springs Utilities looks to the future, major business challenges include: environmental and
security regulations, aging infrastructure, renewable energy mandates, economic recovery, maintaining
customer satisfaction, rising energy costs, attracting and retaining a skilled workforce, safety, a large
capital program, electric transmission constraints and ensuring a long term water supply.

Governance Alternatives
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Section Il: Overview of Colorado Springs Utilities’ Services
Electricity

Colorado Springs Utilities electric system provides service to 211,331 customers in metropolitan
Colorado Springs and Manitou Springs and delivers special contract power to the Air Force Academy,
Peterson Air Force Base and Fort Carson. Electric sales totaled 4.6 billion kilowatt hours in 20009.

Electric generation facilities include Martin Drake and Ray Nixon (coal/natural gas), Birdsall (natural
gas/oil), four hydroelectric plants and Front Range Power (natural gas). Colorado Springs Utilities also
receives hydro-generated power from the Western Area Power Administration through long-term
contracts.

The electric system includes 1,083 miles of overhead lines, 55 substations and 2,368 miles of
underground lines. An average of 50 miles of line is added each year. Power is available 99.992% of the
time, on average, for the customer.

Natural Gas

The natural gas system operates a local distribution system supplying natural gas to approximately
187,079 customers. In addition to the City, the service area includes Manitou Springs, the Air Force
Academy, the northerly portion of Fort Carson and unincorporated portions of EI Paso County. Natural
gas is purchased under contracts with a variety of suppliers including nationwide marketing companies as
well as national and regional production companies. Colorado Interstate Gas Company transports the
purchased natural gas supplies to the gas system’s distribution facilities.

Supplementing the purchased natural gas is a propane-air plant (peak-shaving facility) and contract
storage services, including the Young Storage field, of which Colorado Springs Utilities is a 5% owner.

There are 2,400 miles of natural gas pipe mains and 165,000 services lines. An average of 49 miles of
pipe is added each year. Annual sales total 29.6 billion cubic feet at 12.01 psia.

Water

The water system serves 134,581 customers, including inside City residents and businesses and
customers living in Ute Pass communities west of the City, military bases and other suburban areas
outside the City limits. In 2009, the water system delivered 72,715 acre feet (23.7 billion gallons).
Currently, developed potable water supply sources, which consist of surface and ground water resources,
provide a dry-year firm yield of roughly 100,000 acre-feet. When fully developed as planned, the City’s
potable and non-potable water resources will provide a dry-year firm yield of approximately 152,000
acre-feet.

The water system consists of 25 reservoirs, 28 storage tanks, seven water treatment facilities and 2,010
miles of water mains. An average of 50 miles of pipe is added to the system each year.

Wastewater

The wastewater system provides wastewater services for 130,657 customers in the City and for those
areas approved by the City Council on a long-term, contractual basis, including Peterson Air Force Base,
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Manitou Springs and the Stratmoor Hills Water and Sanitation District. An average of nearly 42.7 million
gallons per day of wastewater is treated for a per capita treatment of about 116 gallons per day.

Rated treatment capacity is 95 million gallons a day (summer). Colorado Springs Utilities owns and
operates approximately 1,650 miles of sewer main and 17 wastewater pump stations. An average of 34
miles of pipe is added to the system each year.

Customer Service, Community Service and Competitive Rates

Excellent customer service has been a hallmark of the organization for a number of years. Colorado
Springs Utilities ranked fourth in the West Midsize utility segment, serving between 125,000 and 499,999
customers in the J.D. Power and Associates 2010 Electric Utility Residential Customer Satisfaction
Study*™. The organization has consistently been in the top five in this segment. Colorado Springs
Utilities also received the 16th highest score in the nation, regardless of utility size, placing us in the top
quartile for the eighth consecutive year.

Similarly, Colorado Springs Utilities ranked third in the West Midsize segment for the J.D. Power and
Associates 2010 Gas Utility Residential Customer Satisfaction Study*™ and received the 12th highest
score in the nation, regardless of utility size.

As a member of the community, the organization and its employees are committed to enhancing the
quality of life and contributing to the economic vitality of Colorado Springs through volunteer efforts and
providing in-kind and financial support to the nonprofit community including economic development.

One measure of organizational performance is keeping rates competitive. The Third Quarter 2010
ACCRA Cost of Living Index reports that a typical combined electric and natural gas bill in Colorado
Springs was $124.26 a month compared to an average of $142.78 for all Colorado cities included in the
Index. Energy bills averaged $172.60 nationwide in the Index.

Utility rates are an economic vitality driver. Low utility rates, particularly electric, attract primary
employers. Colorado Springs Utilities’ electric rates in the third quarter of 2010 were 21 percent lower
than the average of regional utilities (Xcel, Mountain View and Black Hills).

Governance Alternatives
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Section Ill: Current Governance Structure
Under the current structure, City Council has three main roles with respect to Colorado Springs Utilities
which include:

e sitting as the Board of Directors (comprised of all City Council members) to establish policies
and operational direction for the organization and monitor performance;

e meeting as City Council to approve the budget, act in a legislative capacity to establish
ordinances regarding utility services via the City Code and to issue bonds; and

e meeting as City Council, in a regulatory role similar to the Public Utilities Commission, to
establish tariffs, rates, extension policies, etc.

Through policy governance, all management responsibilities reside with the Chief Executive Officer
under executive limitations, developed by the board, that establish specific limits on the CEO’s authority.

Colorado Springs Utilities Overall Policy Framework
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Section 1V: Guiding Assumptions Behind a New Governance
Structure

As the City Council considers a new form of governance for Colorado Springs Utilities, they have
established assumptions that, along with legal parameters, will help guide their review of alternative
structures. They include maintaining municipal (government/not-for-profit) ownership; preserving local
control, including maintaining local rate regulation; keeping all four services together in one entity; and
providing some form of financial benefit to the municipal government.

The benefits of any governance change must be in the best interest of the customer and citizen-owner to
continue to meet expectations of having competitive prices; providing safe and reliable service;
encouraging local input; and supporting the local community and region.

As a Colorado home rule city, the City of Colorado Springs has broad latitude to create a new utility
enterprise. Maintaining municipal ownership of our utility ensures local leadership, oversight and
decision making while providing the opportunity to determine our future together. Local control provides
greater responsiveness to customer concerns and assures a strong customer voice in rates, polices and
customer service.

Remaining a municipal utility with local rate regulation allows the continuation of electric prices that are,
on average, 20 percent below those paid by customers of investor-owned utilities. Lower rates are
possible because as a not-for-profit, the community -- not an out-of-state corporation - is the shareholder.
Leveraging the operational and financial efficiencies of a four-service utility maximizes infrastructure and
savings to the customers.

Additionally, recognizing that citizen-owners should receive benefit from the organization, options exist
to provide a franchise fee to the municipal government or to transfer surplus funds as defined by the
current Charter.

Governance Alternatives
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Section V: Drivers and Benefits of Changing the Governance
Structure
Business Drivers

The complexity of running a utility, especially a multi-service utility, has greatly accelerated in the last
five years. Resource supply is uncertain, the cost of fuel and purchased power is volatile, environmental
compliance is expensive, financial scrutiny is great, potential risks and liabilities have increased, the
available work force is shrinking and is more transient, customer expectations have risen and the needs of
the community are increasing exponentially.

The organization faces significant capital requirements for the four utility services including construction
of the Southern Delivery System, installation of pollution control upgrades for existing power plants and
system extensions to support the economic vitality of our community.

Federal and state environmental regulations will place increased compliance burdens on the utility.
Current threats include greenhouse gas regulation, increased clean air and water standards and renewable
energy mandates. Requirements from the Federal Trade Commission and North American Reliability
Corporation place greater oversight on utilities’ fuel mitigation policies and electric reliability standards.

Political Drivers

Currently, City Council oversees both the municipal and utilities organizations. They spend the vast
majority of their time (four meetings per month) as City Council, changing focus once a month to meet as
Utilities Board in a different role and capacity. Council members are limited to two four-year terms
providing a narrow window to become experienced in utility industry issues, trends and strategies.

City Council members, as elected officials, necessarily endeavor to be responsive to individual
constituent concerns. Council members are traditionally focused on the issues and concerns that were
identified by the municipal government as problems or were brought up by constituents, with less time for
utilities matters. Current and future business demands require that Utilities Board members have the time
to understand the issues and be in the forefront of explaining their decisions to the community, bond
rating agencies and regulating agencies.

With passage of the Sarbanes-Oxley Act, Congress requires boards to have qualified, knowledgeable
members, who are held accountable, individually, for policy decisions. Although the Act does not apply
to municipal utilities as a legal matter, it has become a standard in the eyes of bond rating agencies and
the courts. It is unfair to ask City Council members, who rarely have expertise in the utilities industry, to
be accountable on utility matters and take on additional risk in their elected roles.

Continuity of leadership is important to the success of significant capital infrastructure investments and
deployment of operational systems. Some utilities projects take several years, or even more than a
decade, to bring to fruition. Examples include the Southern Delivery System, a major power or
wastewater plant, water resource development, or even internal efforts like new customer information
system deployment or complex training programs. When several -- up to a majority-- of new board
members must be educated and brought up to speed every couple of years, it increases operational and
financial risk.
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Benefits of Changing the Governance Structure to a Separate, Independent Board

With a separate board, City Council would be relieved from an extensive time commitment and obligation
to acquire a high level of experience and utility knowledge. Delegating governing authority would
provide more opportunity for City Council to engage in its core role on behalf of the City. Furthermore,
focused utility oversight would assure the public that policy decisions are driven by the Utilities Board.

A four-service utility governed by an appointed board would place the long-term interests of the utility
above short-term or political goals. Customer advocacy in decision making would be enhanced thereby
enabling balanced responsibility of representing ratepayers while furthering community goals. The public
would also have greater interaction with the Board because more time would be available for utilities
issues compared to the current City Council agendas that include utilities business.

For Colorado Springs Utilities, a dedicated governing body would be able to devote the necessary time
and oversight to provide strategic input in light of a rapidly changing utilities industry and regulatory
environment, evolving community expectations, major capital spending decisions and tightening financial
markets. Separate governance provides clear lines of delineation from the municipal government
operation allowing for additional focus on the utilities business.

Rating agencies support strong independent boards with industry expertise as a condition of service on the
board membership as the preferred governance structure. The agencies also look favorably on governing
boards that minimize political interference in the professional management of utilities operations and
establish sound rate policies, risk management programs, strategic plans and general fund transfer
policies. Governing boards that are focused on adapting the utility to the continued changes in the
industry and market environment represent an important credit factor.

Governance Alternatives
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Section VI: Alternative Public Utility Structures Authority and
Scope

The Colorado Constitution and Colorado Revised Statute exempt municipally-owned utilities from rate
regulation by the Colorado Public Utilities Commission (PUC).?2 To maintain that exemption from PUC
rate regulation, any new structure would have to be part of the municipal corporation of the City or be a
wholly owned governmental instrumentality of the City.

The Denver Water governance structure is an example of a separate municipal corporation of a city,
specifically established by the Denver City Charter. That board is separate from the municipal
government, and is not governed by the City Council. However, because it is part of the municipal
corporation and has no legal existence separate from the City of Denver, the separate board structure
qualifies for the PUC exemption.

Accordingly, the only method under present law to maintain the PUC exemption from rate regulation is to
create a separate board or governmental instrumentality under the City Charter. This maintains the
municipal nature of the enterprise and would then qualify for the PUC rate regulation exemption for both
the inside city and outside city service territories.

A basic assumption is that all four-services would be transferred to the new governance structure. Other
than the municipal utility provision referenced above, Colorado law does not offer a mechanism for other
governmental entities to provide all four utility services. A new governmental structure would need to be
created by the Colorado legislature, and could take different forms.

Perhaps the most likely candidate structure to be modified for a transfer of all four-services would be a
metropolitan district. At present, a metropolitan district has the broadest range of powers of any type of
special district. Metropolitan districts are established under Colorado Revised Statutes Title 32, Article 1.
These districts may be established for fire protection, parks and recreation, safety protection, sanitation,
water and wastewater.

However, while a metropolitan district can be established to provide water and wastewater services, a
metropolitan district is not authorized to provide electric or natural gas services. A change in the statute
would be necessary to allow the creation of a metropolitan district that could provide all four services
provided by Colorado Springs Utilities.

One other drawback of this format is that a metropolitan district is created to cover a certain geographic
area and is governed by the property owners in that area. If the metropolitan district was not solely
controlled by the City, then it is not certain that a metropolitan district would qualify for the PUC
exemption from rate regulation.

2 Article XXV of the Colorado Constitution and Colorado Revised Statute Section 40-1-103 1 (b) (I1) exempt
municipally owned utilities from rate regulation by the Colorado Public Utilities Commission (PUC).
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Another model under the Colorado Revised Statutes is a special district. Special districts have been
created for variety of specific purposes including water and wastewater services, however, none currently
provide electric and natural gas services.®

Accordingly, new legislation would need to be passed to permit the creation of a special district that
would fit the Colorado Springs Utilities four-service model.

The only energy model that exists in Colorado for a multi-territory municipal-type entity was established
under Colorado Revised Statute Section 29-1-204 to provide for electric generation and transmission
authorities, but not distribution services. Examples of these large generation and transmission authorities
are Platte River Power Authority and Arkansas River Power Authority. The Platte River Power Authority
provides transmission and electric generation for the cities of Estes Park, Loveland, Longmont and Fort
Collins. In a similar manner, the Arkansas River Power Authority was established under the same statute
in 1979 for a similar purpose for the cities of Holly, La Junta, Lamar, Las Animas, Raton, Trinidad and
Springfield. The Arkansas River Power Authority provides electric generation and transmission services
for the seven cities. In both cases the cities provide local distribution of electricity.

As with the metropolitan district structure, changes would need to be made to the existing legislation to
allow all four services to be provided by the governmental entity. Rather than adapt an existing
legislative structure such as the metropolitan district or the power authority legislation to the four-service
model (should City Council decide to move in that multi-district service direction rather than the
municipal model) an entirely new state statute could be created and passed that would provide the proper
vehicle for four-service model.

One option would be to create a new governmental authority structure formed via an intergovernmental
agreement with another city or town which is authorized to provide contemplated services. This is
potentially viable if considering the expansion of the service area for water and or wastewater beyond city
limits. Electric and gas expansion is restricted by the Colorado Public Utilities Commission (PUC)-
certificated service areas and state law governing take-over of another utilities’ service areas.

In sum, a new multi-community entity could be created. Partners would need to be found. Most
probably, the new governmental entity would not receive the municipal utility exemption from PUC
regulation. The new entity would not be part of a municipal corporation.

Because electric and gas regulation is with the PUC, the distribution services would be PUC regulated.
Water and wastewater rates would be set by the authority, but would need to be guided by general public
utility principles. Of course, if a new statute is enacted, then the rate-setting authority could be covered in

 Ambulance District, Section 32-1-103, CRS, Fire Protection District, Section 32-1-103, CRS, Forest Improvement
District, Section 32-1-103, CRS, Health Assurance District or Health Service District, Section 32-1-103, CRS,
Metropolitan Water District, Section 32-4-402, CRS, Metropolitan Sewage Disposal District, Section 32-4-502,
CRS, Park and Recreation District, Section 32-1-103, CRS, Sanitation District, Section 32-1-103, CRS, Tunnel
District, Section 32-1-103, CRS, Water and Sanitation District, Section 32-1-103, CRS, Water District, Section 32-
1-103.

Governance Alternatives
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that statute, as is done for the power authorities. Any franchise fee or similar payment would need to be
negotiated with the other partners in the new multi-community entity.

A public corporation was not considered based on the guiding assumptions. A cooperative was not
considered as well based on the guiding assumptions because it is restricted to providing electric services
within a certificated service area under Colorado Revised Statutes 840-9.5-101. Customers must
affirmatively join a cooperative before service may be provided.

If Colorado Springs Utilities were to remain under a municipal model, complete control of the utility
enterprise could be transferred to a separate board within the municipal corporation as established in the
City Charter or by a separate Charter-authorized board. Examples of a single municipal corporation with
separate utility-related boards that control all of the assets of the utility are Denver Water and the Pueblo
Board of Water Works. The City of Lamar also has a separate electric board. These are independent,
Charter-established bodies that have authority over the property and the rates of the utility.

The transfer of the enterprise within the municipal corporation would maintain home-rule authority.
Because Colorado Springs Utilities would remain part of the municipal corporation, PERA would
continue and existing bonds would not have to be paid off because the entity issuing the bonds—the
municipal corporation, would not change. Only the governing body within the municipal corporation that
controls the utility assets would shift.

Issue 300 would still apply because Colorado Springs Utilities would remain an enterprise of the total
municipal corporation. However, in any Charter change necessary to establish the new board, a
franchise-type fee could be included to provide a funding source for the municipal government portion of
the municipal corporation.

Pueblo’s City Charter provides that title to the properties of the system is in the name of the City of
Pueblo, Colorado, but that the entire control, management and operation of the system shall be exercised
by the Board of Water Works of Pueblo, over which the City Council shall have no jurisdiction or
control. In addition, the Charter provides that the City of Pueblo shall adopt all ordinances requested by
the Board of Water works which shall be reasonably necessary in the management of the system. The
Denver Water Board has a similar delegation of authority in its Charter.

Under Colorado law, the rate-setting authority of the City Council may be delegated to another body. That
body must be politically accountable to an elected official or officials, or is elected itself. Additionally,
proper standards for the power delegated must be established. These would be very similar to those
standards already within the City Code regarding rate-setting requirements for the City Council. This
includes the “just and reasonable, and not unduly discriminatory” language that the City Council uses in
each rate proceeding.

A City Charter Change would be needed to accomplish the delegation of the City Council’s rate-making
authority. In July 2004, the City Attorney provided an opinion to City Charter Advisory Committee on
rate setting authority of an independent board.* Colorado law does provide authority for a utilities board,
appointed by City Council or separately elected, to act as the regulatory authority for utilities, as long as
that authorization is granted in the City Charter.

* Colorado Springs City Attorney Opinion of Rate Setting Authority
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A move to a different municipal enterprise structure is supported through the Colorado Constitution and
Colorado Revised Statutes. The municipal exemption from Public Utility Commission regulation flows
from the Colorado Constitution, Article 25.° That article vests regulatory control of public utilities under
the PUC, but the article expressly exempts out municipally-owned utilities.

That exemption then flows into the PUC’s enabling statutes. Colorado Revised Statutes, Section 40-1-
103 defines public utility to include a municipal corporation. But, that statute then incorporates the
Constitutional exemption for municipal utilities. This exemption generally applies to the municipal
corporation’s inside city services.

Colorado Springs Utilities has service territory outside the city limits that has been granted by the PUC.

A separate section of the Colorado Revised Statutes governs rate-setting for those out-side city areas.
Colorado Revised Statues Section 40-3.5-102° places that rate-setting authority within the governing body
of the municipal utility. To maintain these exemptions from PUC rate-setting authority, Colorado Springs
Utilities must remain part of a municipal corporation such as the City of Colorado Springs.

Scope of Authority

To be effective in a complex and demanding business environment and to be held accountable by the
citizen owners, full authority and oversight for governing the utility needs to be vested in the separate
board. (Layering an additional governing body into the current governance structure would set up a
largely dysfunctional split authority between City Council and a separate board.)

To align responsibilities with the requisite authority to meet those responsibilities; a separate utilities
board would serve as a dedicated Board of Directors establishing policies and operational direction for the
organization, monitoring performance, approving the budget, hiring the CEO, issuing bonds, reviewing
audits, exercising eminent domain and engaging the public. The board would also serve in a regulatory
role similar to the PUC, to establish tariffs, rates and extension policies.

In addition, typical responsibilities of a utilities board described by the American Public Power
Association’ include four roles: trustee, representative, regulator and advocate. As a trustee, the board

® Article XXV — Public Utilities of the Colorado Constitution states that “...Until such time as the General
Assembly may otherwise designate, [the authority to regulate public utilities] shall be vested in the Public Utilities
Commission of the State of Colorado...and provided, further, that nothing herein shall be construed to apply to
municipally owned utilities.” In the Colorado Revised Statutes, C.R.S. §40-1-103 — Public Utility Defined, “(1) (a)
(I) The term "public utility”, when used in articles 1 to 7 of this title, includes every common carrier, pipeline
corporation, gas corporation, electrical corporation, telephone corporation, water corporation, person, or
municipality... (b) Nothing in articles 1 to 7 of this title shall be construed to apply to: ...(11) Exemptions provided
for in the constitution of the state of Colorado relating to municipal utilities...”

® Regulation of rates [Outside City Service Territories] state “The power and authority is hereby vested in the
governing body of each municipal utility and it is hereby made the duty of each such governing body to adopt all
necessary rates, charges, and regulations to govern and regulate all rates, charges, and tariffs of its municipal utility
within its authorized electric and natural gas service areas which lie outside the jurisdictional limits of the
municipality...”

" “Handbook for Public Power Policymakers”, 2003, American Public Power Association
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acts in the long-term best interest of the utility and its community and exercises reasonable care and due
diligence in its decision-making responsibilities. The second role is representative, with the board
representing the owners of the utility and acting on their behalf to protect and maximize the value of the
utility asset. The third role is that of regulator which includes establishing the annual budget and setting
the rates for services along with issuing bonds and exercising eminent domain. The final role is that of
advocate where the board actively works to help the utility achieve its goals to successfully implement the
strategic direction and vision.
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Section VII: Implementation Considerations
Legal

As reviewed previously, Colorado has several examples of a single municipal corporation with separate
utility-related boards that exercise complete authority over the utility enterprise. For the City of Colorado
Springs, the enterprise could be transferred within the municipal corporation, to a separate board, as
established in the City Charter or by a separate Charter-authorized board.

To facilitate the transfer, both the City Charter and the City Code would need to be changed; with the City
Charter changes requiring a vote of the citizens and the City Code changes being accomplished by
Ordinance. Specifically, legal revisions in Article 6 of the City Charter® would include removing the City
Council as the Board of Directors for Colorado Springs Utilities and establishing what type of board the
City Council determined was appropriate. Article 10 of the City Charter ° would also be revised to
establish a franchise-type fee payable from the new board or entity to the municipal government.

In addition, Article 12 of the City Code®® would need to be revised to change the rate-setting authority
from City Council to the new board and to remove other references to the City Council from the utility-
related sections.

Utilities Board Member Selection Options

Once a legal structure for governance has been chosen, three primary options exist to select utilities board
members: election, appointment and appointment followed by a retention election.

Election

Board members would stand for election with staggered terms allowing for continuity from year to year,
much as occurs on the present City Council. Utility or business background, most probably, would not be
able to be mandated for a candidate. The process would be similar to the method by which present City
Council members are chosen. Petitions would be filed by each candidate, followed by a campaign and
then an election. Board members would then stand for re-election. Existing term limits would not
necessarily apply to a new board, but could be included within a Charter establishing a new elected board.

Citizens most likely would not be able to elect utility-qualified board members with industry expertise
through the voting process. Although an elected board would appear on the surface to be a direct

& City Charter Article VI - Utilities, Section 40, (a) “City Council shall serve as the Board of Directors for
Utilities...”

° City Charter Article X — Franchises and Licenses

19 City Code §12.1.107 — Regulation of Electric, Streetlight, Natural Gas, Water and Wastewater Rates,
Charges and Regulations, A. “Determined By City Council: The rates, charges and regulations, including
conditions, for all classes of regulated electric, streetlight, natural gas, water and wastewater services shall be
determined by the City Council for customers and users inside and outside of the corporate limits of the City...”
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connection from the board to the citizens of the City, elected board members are likely to face invariable
dilemmas regarding political decisions that could affect their re-election prospects, and performance of
their fiduciary responsibility to ensure the operational and financial stability of the utility.

Given the need to seek re-election, board members might not be able to forgo short-term rate issues for
longer-term infrastructure needs. Moody’s recognizes that too much political intervention in the rate
setting process is a credit weakness. They also view rates that are less than sufficient to meet debt
service coverage levels a credit weakness as well.**

Appointment

Board members would be appointed to staggered terms on the board, providing continuity from year to
year. With an appointment, the elected appointing authority may consider the background of the
candidate and, accordingly, require a business or utility background. This provides for a professional
board with industry expertise centered on the business aspects of the utility.

The elected appointing authority would most probably be City Council. However, with the new full-time
Mayor form of City government, the method could be to have the Mayor appoint the board members with
the consent of a majority of the City Council. A relevant example is Denver Water Commissioners are
appointed by the Mayor with no involvement by the Denver City Council.

At the conclusion of a board member’s term, the board member could be re-appointed or the elected
appointing authority could choose another person for appointment. The board members could, of course,
be immediately removed by the elected appointing authority for improper behavior or malfeasance.

Uncertainty with having an appointed rather than an elected board is the potential loss of direct public
influence on decisions. There is a perception that an appointed board would be less likely to obtain public
input and could be less responsive to the needs of the community. Concerns over an appointed board’s
receptiveness could be addressed by having specific Charter language that requires public hearings and
due process just as though City Council were conducting business. And, the transparency of an appointed
utilities board is certain because it would still be subject to the Open Meetings Act and Open Records Act
requirements. The citizens maintain a direct connection to utilities’ governance through the elected
appointing authority as well.

With an appointed board, a safeguard is created between immediate political opinions and advocating for
what is best for the customer. Similar to the Public Utilities Commission, the appointed board is removed
from day-to-day political considerations and the need to seek re-election at a popular vote. This would
allow the board to concern itself with the business of the utility and long-term goals for the business of
the enterprise. However, the board member must still seek re-appointment from an elected body or
official, keeping them mindful of political considerations within the community.

Appointment Followed by a Retention Election

A hybrid of the elected and appointment method of board member selection is also utilized in Colorado
regarding judges. An elected appointing authority reviews the qualifications of candidates, potentially

' As noted by Moody’s U.S. Public Finance, Rating Methodology, U.S. Public Power Electric Utilities, April 2008,
pages 13-14
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including interviews, and makes appointments to the board for a staggered term. At the conclusion of the
term, the appointed board member would stand for re-election to the position. If the citizens of the city
were unhappy with the board member’s performance on the board, the citizens could then vote to remove
the board member. If the board member was not re-elected, then the elected appointing authority would
appoint a new candidate to the board, who would then stand for a retention election.

Appointments could be made as previously discussed. As with an appointed board, appointment with a
retention election provides a method to create a professional board with utilities experience. The result is
a board that focuses on a long-term view of the utility and the community’s needs instead of day-to-day
political issues. However, the retention election aspect allows the Citizens to directly control membership
on the board and to express their viewpoint through voting. The retention election provides a direct
connection between the board and its constituents.

Board Specifics

At the outset the guidelines for selecting and appointing board members, determining qualifications,
length of terms, setting compensation and the authority to remove board members for cause would need
to be developed and established in municipal government documents. Adequate compensation for utilities
board members is beneficial to help attract and retain qualified candidates. Board terms should be fairly
lengthy and staggered, with the opportunity to serve multiple terms to provide continuity in Colorado
Springs Utilities policies and strategies.

The composition of boards and the qualifications of its members has been the focus of significant
attention in recent years. The Sarbanes-Oxley Act of 2002 increased scrutiny of the boards governing
publicly traded companies and has also increased expectations for the boards governing all organizations.
Boards are now expected to be composed of professionally competent individuals that are independent of
the organization and who judiciously exercise their fiduciary duty to serve in the best interests of the
shareholders. This requires robust skill sets and specific industry knowledge or expertise relevant to
governing a specific organization. Other qualifications typically address citizenship and residency.

Board Qualifications and Experience

Boards should include diversity of experience and professional backgrounds and be composed of
qualified individuals with backgrounds in large businesses, engineering, utilities, customer service, public
relations and finance in order to assure seasoned judgment. Typical members are current or former senior
executives with significant leadership, management and financial experience; independence from the
organization; and individuals who will represent the best interests of the stakeholders. Board member
qualifications often address or consider previous board experience; relevant industry experience and
commitment to length of board terms.

Single Point of Authority Example

The Rand Corporation published a report*? highlighting the difficulties of effective organizational
leadership in a fairly extreme case of fragmented governance. The report focused on the challenges facing

12 “Governance in a Changing Market: The Los Angeles Department of Water and Power (LADWP)” , 2001, The
Rand Corporation.
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Los Angeles Department of Water and Power (LADWP) in a rapidly changing and increasingly
competitive electric market. While LADWP has a separate Board of Commissioners, political trends over
the years have resulted in a situation where any decision of the Board is subject to review by the Council
after the fact or at the request of the Mayor. Seventy-five years ago, the City Charter established a strong
commission with primary authority to oversee the department. But through amendments passed over the
past two decades, the mayor and council have gained more control at the expense of the commission.”

The report noted that: “Governance of the DWP is shared among the Board of Water and Power
Commissioners; the office of the mayor; the city council and its staff; and the city attorney. In effect, the
DWP general manager must report to all of these entities, which may themselves have conflicting
objectives.” Decision processes are extended, subject to political whims and sometimes are detrimental to
the long term health of the organization. The CEO at the time described the situation as, “There are 31
people who can tell me no, but no one who can tell me yes.”

The report noted that this fragmented governance approach has led to a number of issues resulting in an
interest in changing the model used. The report’s concluding statements noted “Establishing a single
governing board, with clear authority and considerable independence from day-to-day political
influences, seems a prerequisite for success in a more competitive marketplace.”

In a December 14, 2010, Los Angeles Times storyls, Los Angeles Mayor Antonio Villaraigosa selected
Ron Nichols to run the Department of Water and Power, offering him up as the sixth general manager to
lead the agency since he took office. Councilman Herb Wesson, voiced confidence that Nichols would
serve as a “nonpolitical” executive for the DWP, which has been in turmoil as it attempts to meet the
mayor’s renewable-energy goals. “He won’t try to play the politics, and that might be the breath of fresh
air the department needs,” Wesson said. If Nichols is approved by council members, he will take the post
at a time of political tensions between the nation’s largest municipally owned utility and ratepayers,
business leaders and various elected city officials.

The story states that DWP had a bruising rate fight with the City Council earlier this year, one that nearly
took the city to the financial brink. More recently, the utility took steps to back away from Villaraigosa’s
promise to make renewable energy, such as wind and solar, 40 percent of its energy portfolio by 2020,
drawing an outcry from the environmentalists that backed the mayor when he ran for office. The
department has had four commission presidents since 2006 and five general managers since 2007.

3 “v/illaraigosa to nominate private energy consultant as his sixth general manager of DWP”, Los Angeles Times,
December 14, 2010
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Section VIII: Rating Agency Perspectives™
”This rating methodology report explains Moody’s rating approach for public power electric utility

revenue bonds. Moody’s currently rates some 300 public power electric utilities, with an average rating
of A2.

Sub-factor 11l.a: Governance

Moody’s reviews the record and actions of the governing board to assess its effectiveness. Strong
independent boards with industry expertise as a condition of service on the board membership are the
soundest governance structure. More generally we look for governing boards that minimize political
interference in the professional management of utility operations and establish sound rate policies, risk
management programs, strategic plans and general fund transfer policies. Governing boards that are
focused on adapting the utility to the continued changes in the industry and market environment represent
an important credit factor.

Sub-factor I11.b: Cost Recovery Process-Rate Setting

Independent and local rate setting is fundamental credit strength of most municipal utilities. When
determining the certainty of cost recovery for debt repayment, Moody’s assesses the rate setting process
and practices of the governing board. Because retail rates for public power electric utilities are usually not
subject to approval by state regulatory boards, consistent, timely rate actions can be taken to ensure costs,
including debt service are recovered.

A key factor in our evaluation of the rate setting process is the number of days its takes to implement new
rates and to begin collecting additional revenues. A demonstrated willingness to charge rates required to
recover current costs and to maintain adequate margins and system liquidity is a credit positive in our
opinion. We expect rate-setting independence and willingness to be tested over the next several years as
fuel prices continue to rise. We view automatic energy cost and fuel cost adjustment charges as a positive
factor as well. Too much political intervention in the rate setting process is a credit weakness. Conversely,
Moody’s also views as a credit weakness rates that are less than sufficient to meet debt service coverage
levels appropriate for the rating category. State regulation of public power utility rates may be a
significant weakness since uncertainty and delay in rate setting may result from such regulation.

% The information is quoted in its entirety from Moody’s U.S. Public Finance, Rating Methodology, U.S. Public
Power Electric Utilities, April, 2008 pages 1, 13-14.
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Rating Methodology | Moody's U.S. Public Finance
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Section IX: Public Utility Governance Trends

City Council requested a review of peer, not-for-profit utility governance structures to be aware of how
other locally-owned utilities and their boards operate. For relevant comparisons, we focused on utilities
across the nation, including Large Public Power Council members that have generation capacity,
Colorado water utilities that are most similar to Colorado Springs Utilities and multi-service municipal
utilities. In total, twenty-seven peer utilities were surveyed. Comparisons were made based on size to
include the number of customers and population served, utility services offered and scope of operations.

The research points toward an independent utilities board as the prevailing governance approach for large
municipal utilities. The common practice for large municipal utility enterprises is having substantial
legislative powers delegated to a separate board of directors, with the majority appointed by elected
authorities.”® Most peer governance structures have been in place for a number of years.

Other findings include the number of board members, which ranges from three to five up to 10 or more,
with terms from three to seven years. Some boards are unpaid while some earn stipends for service. In
addition, the majority, but not all, of typical independent boards have full authority to govern. This
includes setting rates and regulations, approving budgets, issuing bonds, exercising eminent domain,
hiring the CEO, establishing strategic direction and directing policies.

Supplementary information from peer utilities provides additional context and is included below.

Orlando Utilities Commission (OUC) has been governed by a separate, appointed board, confirmed by
City Council since 1923. OUC is a municipal utility owned by the City of Orlando providing electric and
water service. Their five-member governing Board, known as the Commission, is responsible for setting
the utility's rates and operating policies. All Commissioners, with the exception of the Mayor of Orlando
(an ex officio member), can serve up to two consecutive four-year terms. They serve without
compensation.

The City of Orlando Nominating Board submits three names to the Commission, who makes the Board
member selection. Except the Mayor, the person selected cannot be an elected official. City Council
confirms or denies the selection and cannot make a substitute. The process starts over if they vote to deny
the selection. In addition to their role in confirming new Board members, City Council is only involved
in property and easement issues, as all OUC property is jointly owned by the City. Therefore, the City
must be involved if there is a property sale or easement issue. A portion of OUC’s net income is given to
the City to cover franchise fees and taxes that would have been received from an investor-owned utility.

Jacksonville Electric Authority (JEA), has been governed by a separate, appointed board, appointed by
the Mayor and confirmed by City Council since 1968. JEA is an independent agency of the City of
Jacksonville, Florida, providing electric, water and wastewater services to citizens. The JEA seven
member Board of Directors is appointed by the Mayor and confirmed by the City Council with staggered

1 Primary research of 27 peer utilities, using the 23 peers in LPPC and five other similar utilities. Two utilities are
governed by city councils and 25 are governed by Independent boards with 11 elected and 14 appointed.

Governance Alternatives

~




Governance Alternatives

/

Tab 1: Governance Models

four year terms. Members are business and community leaders that serve in a voluntary role with no
compensation to govern the vast majority of JEA operations and functions.

JEA Board meetings are noticed public meetings and the public attends to address the Board on various
issues including rates, service levels and purchasing practices. Public meetings are held both to fulfill
regulatory requirements and gain public support for large projects such as a new plant construction. City
Council members sometimes attend public meetings to provide information or express views on projects
or policies. The Council President appoints a City Council member to act as liaison to JEA for the
Council. That Council member receives all JEA agendas and is encouraged to attend JEA Board
meetings. JEA also makes presentations on specific projects or policies at the request of the City Council
or at JEA’s request to the City Council to inform and educate.

Denver Water Board has been governed by a separate, appointed board, appointed by the mayor with no
involvement from City Council since 1918. Denver Water is a separate entity from the City of Denver,
deriving its authority from the Denver City Charter. Denver Water supplies water service to the City and
County of Denver and surrounding suburbs. They are responsible for the collection, storage, quality
control and distribution of drinking water.

Denver Water is governed by a five-member Board of Water Commissioners, appointed by the Mayor of
Denver to staggered six-year terms. Board members are paid $25 per Board meeting. The Board
appoints a manager who is chief executive officer of day-to-day operations; the manager also serves as
secretary to the Board. Current Board members have expertise in fields that benefit the governance of a
water utility: an attorney with an environmental and land use background; a former public works
manager with construction experience; a banking and investments expert; a developer; and a former
public planner.

Water rates and fees are set by Board of Water Commissioners. Since its inception, the Board has set rates
at a level sufficient to service its debt and to meet its expenses of operation and maintenance. With the
exception of being appointed by the Mayor, City Council has no role in Water Board business. The
public, including elected officials, are invited to attend the Board’s meetings each month.

Knoxville Utilities Board (KUB) has been governed by a separate, appointed board, nominated by the
Mayor and confirmed by City Council since 1939. KUB was created by an amendment to the Knoxville
City Charter in 1939. As an independent agency of the City of Knoxville, KUB provides electric, gas,
water and wastewater services. KUB is governed by seven unpaid commissioners who serve seven year
terms. Commissioners are nominated by the Mayor and confirmed by City Council. Other than
confirming Commission members, City Council has limited involvement with KUB. The Commissioners
submit semi-annual reports to City Council and are available for discussion and query as necessary. City
Council members do, at times, choose to attend monthly public meetings held by the Commission.
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Section X: Conclusion

As a Colorado home rule city, the City of Colorado Springs has broad latitude to create a new utility
enterprise. If Colorado Springs Utilities remains under a municipal model, complete control of the four-
service utility enterprise could be transferred to a separate board, independent from City Council. The
organization would still be a not-for profit entity within the municipal corporation as established in the
City Charter or by a separate Charter-authorized board and would maintain home rule authority.

Additionally, in the Charter change necessary to establish a new board, a franchise-type fee could be
included to provide a funding source for the municipal government portion of the municipal corporation.
Assets would still be owned by the City of Colorado Springs. Because Colorado Springs Utilities would
remain part of the municipal corporation, PERA would continue and existing bonds would not have to be
paid off because the municipal corporation would not change. Only the governing body within the
municipal corporation that controls the utility assets would shift.

City Council would be able to appoint Utilities Board members with specific industry and business
expertise that are able to serve with continuity, creating a local oversight body to ensure Colorado Springs
Utilities continued success in an ever changing utility industry.
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Appendix A: Recommendations from Consultants and Citizen
Commissions

Associated Utility Consultants report 1993
Recommendations

Place a Board of Utilities Commissioners between the City Council and CSU. (High priority)

In contemplating a revised organizational arrangement for CSU, we reviewed a number of
municipally-operated utilities with characteristics similar to CSU. In addition, research, studies
and data collected by utility associations and others relative to the most optimal organizational
configuration and working relationship for CSU and its policy body were reviewed.

Alternatives identified include a direct reporting relationship of CSU to the City Council (status
quo), an Advisory Board, a Management Board, privatization of the gas and electric utilities, or
privatization of all four utilities, with capital recovery of a significant magnitude to the City.
Review and analyses were also conducted of the work of the City of Colorado Springs Charter
Review Commissions over the years, and of the most recent deliberations of the 1992 Charter
Review Commission. Throughout this research and analysis, a business versus political
perspective was employed.

Research of 13 municipally owned and operated utilities with similar characteristics to Colorado
Springs (e.g., population, form of government, customers, multiple utilities, complex operations,
etc.) indicated that a majority utilized a utilities board between the City Council and the utility.
The average life of such boards was 56 years, and about half required an initial charter
amendment to put them in place. The vast majority of these boards are appointed by the City
Council, with the qualifications of individual members being evenly split between those with
business experience and those who represent the diverse interests of the community. Residence
was required in some instances as well.

On average, board members served four-year terms of office, with some limitations to two terms.
In almost all cases, the board chair was elected by board members, and board members received
compensation for their service ranging from none to $9,000 annually, with $2,800 annually being
the average. The number of board members ranged from 3 to 11, with 5 being the average.

In a majority of cases, the Utility Director or General Manager was selected and appointed by the
board. The General Manager most frequently served at the pleasure of the board, but a
contractual arrangement was used in some cases.

Advantages of a board are as follows:

e Relieve Council from extensive time commitment and obligation to acquire high level of
technical knowledge

e Assist the utilities with strategic direction by having the time and expertise to develop a
unique and specialized understanding of issues
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e Offer an additional process for public input

e Provide a buffer to Council on sensitive issues

e Actas a forum for public education regarding utility issues
e Provide Council with an additional perspective on utilities

Disadvantages include:
e Removal of direct control of utilities from the overall policy-making body of the City
e Possibly elongate the decision process on rate and debt issues.

The above research results are consistent with our secondary research from various utility
associations and like organizations. We also found from our analysis that the present Financial
Advisory Committee to CSU does not provide all of the advantages described above.

Charter Review Committee 2005
Recommendations

ARTICLE VI. UTILITIES

6-10. Utilities Governance This section was removed entirely and four new subsections 6-10.(a) thru
6-10.(d) were added. RATIONALE: In an effort to reduce Council members’ workload and yet maintain
accountability of Colorado Springs Utilities (CSU) to the citizens, we propose that Council appoints a
separate Utilities Board but that Council will still have the final say over CSU budget and rates.

(a) Organization of the Utilities Board. “City Council shall appoint a separate Utilities Board consisting
of not more than fifteen (15) members who shall be appointed to staggered terms. The initial board shall
have its members appointed for varying terms to achieve the staggered succession of members. The
board shall serve at the pleasure of City Council. The board shall adopt its own by-laws subject to the
approval of City Council.” RATIONALE: In response to presentations from CSU and various surveys
that we reviewed, we determined the Board should be comprised of approximately 9 members. The
Board should contain representatives from the following professional sectors: financial, local business,
accounting, engineering and a local attorney with utility experience. In order to promote diversity, the
Board should also have citizen ratepayer members. However, we also decided that these specifications
should not be written into the Charter. Council should determine the number of Board members, their
make-up, length of service and whether they should receive a stipend. Committee Vote: 19 in favor; 2
opposed

(b) Duties of the Utilities Board. “Subject to the general supervision and control of City Council, and to
the extent provided by law, the supervision and management of Utilities shall be vested in the Utilities
Board. The Board’s powers and duties shall include but not be limited to the appointment of the Utilities
Director who shall serve at the pleasure of the Utilities Board, and the authority to recommend rates,
charges and regulations for services provided by Utilities through rate cases and recommend approval of
the budget to City Council. The Utilities Board shall be empowered to do all things not in conflict with
the City Charter, City Code or other applicable laws, for the operation, maintenance and development of
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utilities.” RATIONALE: The new Board will have all the powers and duties of the previous Board (City
Council) except that it will RECOMMEND rates, charges, regulations for services, and approval of the
budget — for City Council’s ultimate approval. The new board will appoint the CSU Director.

(c) Duties of City Council. “City Council shall retain jurisdiction for Utilities for all other legislative
matters, including the authority to pass ordinances, issue revenue bonds, institute eminent domain
proceedings, set rates, charges and regulations for services provided by Utilities, appropriate funds and
adopt annual budgets, approve intergovernmental agreements or as otherwise required by the Colorado
Constitution, the City Charter or other controlling law.” COMMENT: We recommend that City Council
retain jurisdiction for all legislative matters and intergovernmental agreements of CSU. Committee Vote
for (b) and (c): 17 in favor; 1 opposed,;

1 abstention

(d). Duties and Powers of Utilities Director. “Except as otherwise set forth in this Charter, the Utilities
Director shall appoint, suspend or remove any City employee subject to the Utilities Directors direction
and supervision. The Utilities Director may authorize any administrative officer who is subject to the
Utilities Director’s direction and supervision to exercise these powers with respect to subordinates in that
officer’s department, office or agency. Employees of Utilities shall remain City employees.”
COMMENT: The duties and powers of the Utilities Director are to remain unchanged. Committee Vote:
19 in favor; 2 opposed

6-20. Definitions. The word “Utility” is changed to the word “Utilities”. RATIONALE: This is a clean-
up item. Committee Vote: 21 in favor; 0 opposed

6-40. (@) Utilities — Accounting — Reserves. The requirement to place revenues and deduct expenses of
each Utility System into the Utilities Gross Income Fund remains unchanged; as does the requirement that
Utilities funds should be kept separate from other funds of the City. RATIONALE: The substance of this
clause was not changed but the language was cleaned up to suit other changes in the article. Committee
Vote: 14 in favor; 6 opposed

Utilities Policy Advisory Committee Governance assignment 2007
Recommendations

Elected City Council officials also serve as members of the Utilities Board, governing Colorado
Springs Utilities, a municipally-owned enterprise. In the mid-1990s, City Council developed
interest in exploring a change in the form of Utilities governance due to:

increasing challenge of guiding a larger and more complex organization;

perceived difficulty in managing the many City Council responsibilities and priorities;
competitive pressures demanding a more focused and responsive Board;

legal and physical constraints in developing water resources;

energy restructuring; and

City Council term limitations.

Today these same pressures exist with the added uncertainty of market conditions for natural gas,
coal and electric purchases due to volatility in prices, an aging infrastructure, retention of
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qualified employees and an extensive capital project program to meet the demands of our
rapidly-growing community. For example: total assets have increased from $1.26 billion in 1993
to $2.85 in 2006, and employee count has grown from 1,610 in 1993 to 2,054 in 2006. Springs
Utilities customer base has grown during that same period from 434,859 meters served to
644,583; a 33 percent increase.

At the Board’s direction, UPAC has reviewed Utilities current governance model based on
Policy Governance (Carver), studied other governance practices, reviewed APPA’s 2001 and
2005 governance survey results, attended a presentation on Memorial Hospital’s governance,
reviewed the City Charter, City Code, Utilities Board bylaws, and the 2007-2011 Strategic
Business Plan. Based on the above information and discussions, UPAC unanimously favors
modifications to current Utilities governance and RECOMMENDS:

Long-Term (five years):

e Appoint independent expert Board

0 Appointees based on knowledge, experience, and time availability
e Independent Board regularly reports to City Council
e City Council maintains regulatory and rate setting authority

Near-Term (within one year):

e Modify existing governance model

e Facilitate engagement between Utilities Board and CEO to create mutual ownership on:
0 Board-CEO Linkage
o0 Governance Process
0 Executive Limitations

e Provide core curriculum education for all Board members

e Utilities Board elects Chair

Sustainable Funding Committee 2009
Recommendations

Governance Model Consideration

The City Assets and Enterprises subcommittee unanimously endorses a recommendation to the
full Sustainable Funding Committee that the City Council Take the steps necessary to adopt a
change in governance of Colorado Springs Utilities to include replacement of the current
Utilities Board with the concurrent appointment of independent individuals with management
expertise in the several services fields (electric, natural gas, water and wastewater) and that such
transition be made as soon as practical, consistent with the general welfare of Colorado Springs
Utilities” organization, its employees and its customers.

The subcommittee’s recommendation considers:

Governance Alternatives
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The general welfare of the community and Colorado Springs Utilities” customer base
The charge to the Sustainable Funding Committee to ensure, as much as practical, a
sustainable source of funds to the City entities consistent with the cost of providing
quality services

The increasing size of the organization, its service area and customer base, as well as the
complexity of the regulatory and technical environment in which it operates

The subcommittee noted the following factors:
1. A four-service utility governed by elected public officials may place short term goals and

reaction to local economic conditions above the long term interest of the entity.

For the majority of municipal utilities similar in size to Colorado Springs Utilities,
governance is provided by independent boards, either appointed by their city council or
independently elected. The establishment of an independent board governing Colorado
Springs Utilities may provide the flexibility to optimize revenues consistent with the
philosophy of an independently owned utility. City Charter states the City Council by
ordinance or resolution establishes the rates.

Total assets of Colorado Springs Utilities have increased from $1.26 billion in 1993 to
$3.0 billion in 2008; Colorado Springs Utilities forecasts an additional $1.7 billion in
construction, including SDS in the next five years. Colorado Springs Utilities’ customer
base has rapidly risen in that same period from 435,000 meters served in 1993 to 540,000
in 2008.

The subcommittee further notes that this proposal is the third such recommendation made to City
Council, which is consistent with, and follows, similar recent study groups recommendations:
2004 Charter Review Committee and 2007 Utilities Policy Advisory Committee. The
subcommittee also noted that a recent APPA survey indicates that CSU’s governance model is an
anomaly as only 1 of 4 municipally-owned utilities with greater than 50,000 customers are
governed by a city council.
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Appendix B: Charter of The City and County of Denver

ARTICLE X
CHARTER

OF THE
CITY AND COUNTY
OF DENVER

Amended November 5, 2002

810.1.1 Board of Water Commissioners created. There shall be and hereby is continued and created a
non-political Board of Water Commissioners of five members, to have complete charge and control of a
water works system and plant for supplying the City and County of Denver and its inhabitants with water
for all uses and purposes.

(Charter 1960, C4.14; amended May 19, 1959)

810.1.2 Appointments to Board. On the second Monday in July of odd-numbered years, the Mayor
shall appoint one or two Commissioners, as the case may be, for terms of six years each to succeed
those whose terms are expiring. The members of the Board of Water Commissioners shall each continue
in office until their successors are appointed and qualified. Any vacancy on the Board shall be filled
promptly by appointment by the Mayor. Each appointee shall be a citizen of the United States , a resident
of the City and County of Denver , and at least 25 years of age. If a member of the Board shall cease to
be a resident of Denver , the individual shall thereupon cease to be a member of the Board.

(Charter 1960, C4.15; amended May 19, 1959; Ord. No. 428-02, § 1, 6-3-02, elec. 8-13-02; Ord. No. 659-
02, § 1, 8-26-02, elec. 11-5-02)

810.1.3 Compensation and bonds. The commissioners shall each receive compensation of $600.00 per
annum. Each Commissioner shall give an oath or affirmation and give an official bond in an amount and
conditioned and approved as provided by the Board by resolution. The Board may require the Treasurer
of the City and County of Denver to give bond conditioned in such manner as shall be determined by the
Board. The premiums on all such bonds shall be paid out of the Water Works Fund.

(Charter 1960, C4.16; amended May 19, 1959; amended November 3, 1998; Ord. No. 659-02, § 1, 8-26-
02, elec. 11-5-02)

810.1.4 Board Meetings. The Board shall hold two regular meetings each month on such days as it may
by resolution determine, and special meetings at such other times as it may deem necessary. All
meetings shall be open and public. If any member of the Board shall be absent for three successive
regular meetings, unless excused by vote of the Board, he or she shall cease to be a member and the
office shall be deemed vacant.

Governance Alternatives
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(Charter 1960, C4.17; amended May 19, 1959; Ord. No. 428-02, § 1, 6-3-02, elec. 8-13-02; Ord. No. 659-
02, § 1, 8-26-02, elec. 11-5-02)

810.1.5 General powers. The Board shall have and exercise all the powers of the City and County of
Denver including those granted by the Constitution and by the law of the State of Colorado and by the
Charter in regard to purchasing, condemning and purchasing, acquiring, constructing, leasing, extending
and adding to, maintaining, conducting and operating a water works system and plant for all uses and
purposes, and everything necessary, pertaining or incidental thereto, including authority to dispose of real
or personal property not useful for or required in the water works operation. The Board shall have
authority to generate and dispose of electric energy for water works purposes or any other purpose of the
City and County of Denver . The Board may lease water facilities or the flow of water for generation of
electric energy and may sell surplus energy, provided that nothing herein shall be construed as permitting
the Board to distribute electric energy to the general public. The Board shall have power in the name of
the City and County of Denver to make and execute contracts, take and give instruments of conveyance,
and do all other things necessary or incidental to the powers herein granted, and in so doing may make
such special designation in such instruments as will indicate the capacity in which the City and County of
Denver is acting when such actions are taken by or on behalf of the Board of Water Commissioners. The
customary practice of dealing in the name of "City and County of Denver , acting by and through its Board
of Water Commissioners" is hereby confirmed and approved. The Board shall institute and defend all
litigation affecting its powers and duties, the water works system and plant, and any of the Board’'s
property and rights. In any matter affecting the powers, duties, properties, or trusts of the Board,process
shall be served on the Board. The Manager of Denver Water is hereby designated as the officer upon
whom process may be served in any matter in which the Board of Water Commissioners has the sole
authority for the municipal corporation.

(Charter 1960, C4.18; amended May 19, 1959; Ord. No. 428-02, § 1, 6-3-02, elec. 8-13-02)

810.1.6 Manager and personnel. The property and personnel under control of the Board shall be
referred to generally as Denver Water. The Board shall designate a Manager, who shall cause the
Board's policies and orders to be executed and shall bring to the Board's attention matters appropriate for
its action. The Board shall have power to employ such personnel, including legal staff, and fix the
classifications thereof as it may deem necessary. All such personnel shall be hired and dismissed on the
basis of merit. The Board shall define the duties of each of its employees and fix the amount of their
compensation. It shall be the duty of the Board to carry out the intent and requirements of Article XX of
the Constitution of the State of Colorado with respect to civil service for public utilities and works and to
perform the customary functions of a civil service commission with respect to all Board employees. In
performing the functions of a civil service commission, the Board or its designee shall have the power to
conduct hearings, administer oaths and issue subpoenas enforceable in the County Court of the City and
County of Denver . The Board may establish classifications of employment for persons outside the civil
service system who serve solely at the pleasure of the Board. Such employees shall include the number
of temporary employees the Board deems necessary and not more than 2% of all regular employees of
the Board.

(Charter 1960, C4.19; amended May 19, 1959; amended November 3, 1998; Ord. No. 659, § 1, 8-26-02,
elec. 11-5-02)

810.1.7 Water Works Fund. There is hereby created a Water Works Fund into which shall be placed all
revenues received from the operation of the Water Works system and plant together with all monies
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received by the Board from other sources. The Board shall maintain records in compliance with generally
accepted accounting principles sufficient for reliance by the Treasurer and the Auditor in faithfully
accounting for the Water Works Fund. The Board shall promptly deposit all receipts into a bank account
in the name of the City and County of Denver acting by and through its Board of Water Commissioners.
The Board may invest such funds until they are required for operations of the Board. Monies shall be paid
out of the account only upon the authority of the Board and evidenced by warrants drawn upon the
Treasurer by the Auditor of the City and County of Denver , except as to general obligation bonds and the
interest thereon, which the Treasurer shall pay using procedures approved by the Manager of Revenue.

(Charter 1960, C4.20; amended May 19, 1959; amended August 11, 1992; Ord. No. 659, § 1, 8-26-02,
elec. 11-5-02)

810.1.8 City Auditor. The Auditor of the City and County of Denver shall audit the accounts of the Board
at least annually and make a report of his or her findings to the Council of the City and County of Denver .
The Board shall make all of its accounts and records fully available to the Auditor to enable him to carry
forward these duties that shall be performed without interference with the water works function. The
Auditor, or some person designated by him or her, shall sign all warrants, countersign and register all
bonds and written contracts (with the privilege but without the necessity for keeping copies thereof). The
Auditor may authorize the affixing of his or her signature by mechanical means.

(Charter 1960, C4.21; amended May 19, 1959; Ord. No. 428-02, § 1, 6-3-02, elec. 8-13-02; Ord. No. 659-
02, § 1, 8-26-02, elec. 11-5-02)

§10.1.9 Water rates. The Board shall fix rates for which water shall be furnished for all purposes within
the City and County of Denver , and rates shall be as low as good service will permit. Rates may be
sufficient to pay for operation, maintenance, reserves, debt service, additions, extensions, betterments,
including those reasonably required for the anticipated growth of the Denver metropolitan area, and to
provide for Denver's general welfare. The rates may also be sufficient to provide for the accumulation of
reserves for improvements of such magnitude that they cannot be acquired from the surplus revenues of
a single year.

(Charter 1960, C4.22; amended May 19, 1959)

810.1.10 Uniformity of rates. Except as herein otherwise specifically provided, rates charged for water
furnished for use inside the city limits of the City and County of Denver shall be uniform as far as
practicable and so related to the service furnished or the volume of water used as to bring about a fair
and equitable distribution among all water users of the total amount to be realized from revenues derived
from the sale of water used within the City and County of Denver. No special rate or discount shall be
allowed to any property, entity, person or class of persons except as in this charter specifically provided.

(Charter 1960, C4.23; amended May 19, 1959)
810.1.11 Enforcement of charges. The Board may enforce the payment of any charge by discontinuing
service to the premises at which the charge arose without regard to the ownership or occupancy of such

premises.

(Charter 1960, C4.24; amended May 19, 1959; Ord. No. 659-02, § 1, 8-26-02, elec. 11-5-02)

Governance Alternatives
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§ 10.1.12 City rates. Commencing January 1, 1960 , the Board shall furnish water to the municipal
government of the City and County of Denver at rates which shall approximately equal but not exceed the
cost of the water furnished, not including items in such rate for debt service, additions, extensions or
betterments. Such rate shall not be applicable to agencies or authorities sponsored by or supported by
the City and County. The Board shall own, control and operate all water, water rights, structures and
facilities of the City and County of Denver pertaining to the Farmers and Gardeners Ditch and the City
Ditch. The Board shall furnish water out of the City Ditch or some equivalent source for the use of Denver
in City Park and Washington Park , without any charge whatsoever.

(Charter 1960, C4.25; amended May 19, 1959)

810.1.13 Water leases. The Board shall have power to lease water and water rights for use outside the
territorial limits of the City and County of Denver , but such leases shall provide for limitations of delivery
of water to whatever extent may be necessary to enable the Board to provide an adequate supply of
water to the people of Denver . Every such lease shall contain terms to secure payment of sufficient
money to fully reimburse the people of Denver for the cost of furnishing the water together with an
additional amount to be determined by the Board. Sales at amounts less than the above minimum may be
made if warranted by economic conditions, but a contract providing for such lesser charge shall not
extend for more than one year.

(Charter 1960, C4.26; amended May 19, 1959; Ord. No. 659-02, § 1, 8-26-02, elec. 11-5-02)

810.1.14 Expenses. The entire cost of the operation and maintenance of the water works system and
plant under the control of the Board shall be paid from monies of the Water Works Fund. The monies and
other assets of the Water Works Fund shall not be used for any purpose except for the management,
operation and maintenance of the water works system and plant, including additions, extensions and
betterments, for recreational opportunities incidental thereto, and for the payment of interest and principal
on bonds and other obligations, the proceeds of which were or shall be used for water works purposes.

(Charter 1960, C4.27; amended May 19, 1959; amended August 11, 1992; Ord. No. 659-02, § 1, 8-26-02,
elec. 11-5-02)

810.1.15 Bonded indebtedness. The board of water commissioners in its sole discretion may issue
revenue bonds, the proceeds of which shall be placed in the Water Works Fund and expended for water
works purposes, for establishing reserves in connection with such bonds or for refunding the principal of
and interest on bonds previously issued by the Board. Revenue bonds shall be payable as to interest and
principal solely from the net revenues of the Board. The Board shall pledge to pay the principal and
interest on such bonds from revenues of the Board, which pledge shall be irrevocable. The bonds so
authorized shall be sold and issued by action of the Board and no other ratification or authorization shall
be required. The Board shall have power to refund, pay or discharge the principal of any general
obligation bond it issued prior to November 5, 2002, when such bond becomes payable, and may use
proceeds of a new revenue bond issuance to refund, pay or discharge the general obligation bonds.
Existing or future bonds issued by the Board shall continue to be excluded from the determination of any
limit upon the indebtedness of the City and County of Denver .

(Charter 1960, C4.28; amended May 19, 1959; amended May 17, 1983; amended August 11, 1992; Ord.
No. 659-02, § 1, 8-26-02, elec. 11-5-02)
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§10.1.16 [Reserved]

Editor's note: Ord. No. 659-02, § 1, adopted August 26, 2002 , repealed § 10.1.6, which pertained to
bonds of annexed areas and derived from the Charter of 1960, C4.29; amended May 19, 1959 .

810.1.17 Board organization. The Board shall adopt rules governing its organization, the calling of
special meetings and the conduct of its business. A majority of the Board shall constitute a quorum and
all action by the Board shall be taken by a majority of the whole Board and not otherwise.

(Charter 1960, C4.30; amended May 19, 1959)

810.1.18 Rules and regulations. The Board may adopt rules and regulations with respect to any matter
within its jurisdiction as defined by Charter. It may provide for enforcement of its rules and regulations by
imposing special charges in an amount reasonably calculated to secure compliance or recompense for
water loss, to achieve water conservation and to reimburse the Board for expenses arising out of
violation. In addition to any other lawful remedy, enforcement procedure may include refusal to supply
water to a property involved. The City and County of Denver by ordinance may supplement Board rules
and regulations and provide penalties for the violation of such an ordinance in the same manner as
penalties are provided for the violation of other ordinances. Rules adopted by the Board and within its
authority shall supersede any conflicting ordinance provision.

(Charter 1960, C4.31; amended May 19, 1959; Ord. No. 659-02, § 1, 8-26-02, elec. 11-5-02)

810.1.19 Publication of rules and regulations. Rules and regulations adopted by the Board shall be
effective after they shall have remained posted in a conspicuous public place in the principal business
office of the Board for a period of fifteen calendar days. Whenever immediate application of a rule or
regulation by the Board is necessary for the preservation of the public peace, health or safety, the Board
may so declare, and such rule or regulation shall thereupon become effective immediately upon being
posted as provided in this section.

(Charter 1960, C4.32; amended May 19, 1959; Ord. No. 659-02, § 1, 8-26-02, elec. 11-5-02)

§10.1.20 Continuity of control of water. The Board may make provision for retaining dominion over the
water supply under its control through successive uses of such water, such as reuse and exchange.
Such dominion shall not be affected by treatment of wastewater produced by use of the water supply.
(Charter 1960, C4.33; amended May 19, 1959; Ord. No. 659-02, § 1, 8-26-02, elec. 11-5-02)

§10.1.21 Reserved.

Editor's note: Ord. No. 659-02, § 1, adopted August 26, 2002 , repealed § 10.1.21, which pertained to
public liability and derived from the Charter of 1960, C4.34; amended May 19, 1959 ; and Ord. No. 428-

02, adopted June 3, 2002 , and approved by the electorate August 13, 2002 .

§10.1.22 Conflicting Charter provisions. The provisions of this Article X shall supersede any conflicting
provision of the charter existing on May 19, 1959 when this article was adopted.

(Charter 1960, C4.35; amended May 19, 1959; Ord. No. 428-02, § 1, 6-3-02, elec. 8-13-02).
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Appendix C: Colorado Springs City Attorney Opinion of Rate
Setting Authority
Rate Setting Authority for Municipal Utilities — July 8, 2004

City Attorney opinion to City Charter Advisory Committee

Facts: Colorado Springs Utilities (the “Utilities™) operates five regulated utility systems and offers
several non-regulated products and services. The utility systems offered include electric, natural gas,
water, wastewater and streetlight services. Utilities is recognized as a municipal utility under Colorado
law as it provides electric and natural gas within service territories that lie, in part, outside the
jurisdictional limits of the City of Colorado Springs. See: 840-3.5-1-1, C.R.S. City Council serves as the
Board of Director for Utilities. City Charter, Art. VI 86-40(a). City Council also establishes rates, rules
and regulations, and extension policies for the services provided by Utilities. City Charter, Art. §VI, 6-
70.

Issue: The question has arisen as to whether a separate Utilities Board, either appointed by City Council
or separately elected, could act as the regulatory authority for Utilities.

Conclusion: Yes, Colorado law does provide authority for a Utilities Board, wither appointed by City
Council or separately elected, to act as the regulatory authority for Utilities, so long as that authorization
is granted in the City Charter.

Analysis: Additional analysis supports the conclusion.

~




Tab 1: Governance Models

Appendix D: Charter of The City of Colorado Springs ARTICLE
VI. UTILITIES

Charter of The City of Colorado Springs*
ARTICLE VI. UTILITIES

(Ed. note: Article VI, including Sections 30 through 34, as originally adopted in the 1909 Charter,
referred only to Water and Water Works. In 1925, the City acquired the electrical generation and
transmission systems serving the City. In 1929, the City developed its own gas distribution system. In
1939, the people of the City adopted a Charter provision numbered 79(a) which established a Public
Utilities Department consisting of the Division of Water and Water Works, the Division of Electric Light
and Power, and the Division of Gas and "any other public utility acquired by the City." In 1948, the
Wastewater Division, then known as the Sewer Division, was created as yet another division of the
Department of Utilities. The 1977 amendment to the Charter attempted to draw all these divergent
provisions together into one location.)

6-10. Utilities Director, Appointment.

The City Council shall by a majority vote of its entire membership employ a Utilities Director who shall
serve at the pleasure of Council and who shall be responsible for the operation of Utilities. The Utilities
Director shall have the power to appoint and remove all employees of Utilities who shall be City
employees. ' (1993)

" At the General Municipal Election in April 1993 and additional Council Appointee was created;
"Utilities Director." This removed the control of the Utilities from the City Manager to the Utilities
Director.

6-20. Definitions.

For the purposes of this Article, the term "Utility" shall mean the acquisition, erection, construction,
operation, or maintenance by the City of water systems, wastewater systems, electric light and power
systems, gas systems, and such other systems designated by Council which are necessary for the citizens
and owned by the citizens of the City of Colorado Springs. (1977)

6-30. General Powers.

The City shall have and exercise with regard to utilities, all municipal powers, including without
limitation, all powers now existing and which may hereafter be provided by the Constitution and laws of
the State of Colorado. (1977)

6-40. Utilities--Accounting--Reserves.

(a) City Council shall serve as the Board of Directors for Utilities. Utilities shall include the Departments
designated by the Manager of Utilities and approved by Council. Each of said departments shall, as
far as practicable, be administered as an entity. All revenues of each department shall be placed in
the Utilities Gross Income Fund, from which all operating and maintenance expenses shall be
deducted. The funds of Utilities shall be kept separate from the funds of all other departments of
the City. (1977; 1985; 1991; 1995)

(b) The net earnings of Utilities shall be appropriated for the necessary requirements of any of its
departments, or of Utilities as a whole, and any remaining surplus may be appropriated to the
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general revenues of the City by the City Council in its Annual Budget and Appropriation Ordinance.
(1977; 1991)

(c) Adequate reserves for the replacement of obsolescent or depreciated property shall be provided
annually in the accounts and budgets of several departments of Utilities in accordance with the
Uniform Classifications of Accounts as now or hereafter adopted by the Public Utilities Commission
of the State of Colorado. All such reserves not utilized for the replacement of obsolescent or
depreciated property, or for additions or betterments to the plant or equipment of the several
departments of Utilities shall be funded, and such funded reserves shall not be appropriated for any
other use than the replacement of obsolescent or depreciated property, for additions or
betterments to the physical property of Utilities, or for the payment of principal bonds of Utilities.
(1977; 1991)

(d) Nothing herein shall affect the requirements of any existing bond ordinance or the obligations of the
City with reference to any outstanding bonds. (1977; 1991)

(e) The Council shall cause to be printed annually for public distribution a report showing all costs of
maintenance, extension, and improvements; all operating expenses of every description; the
amount set aside for sinking fund purposes; the value of any utility service given without charge;
allowance for interest, depreciation, and insurance, and estimates of the amounts of taxes that
would be chargeable against such property if owned by a private corporation. (1939; 1977; 1991)

6-50. Water Rights.
The City shall have the authority to buy, exchange, augment, lease, own, and control water and water
rights. (1977; 1985)

6-60. Emergency Warrants.

If at any time since the passage of the last annual appropriation ordinance the monies appropriated and
available for Utilities shall be insufficient in the judgment of the Council to meet any Utilities emergency,
the Council may upon passage of a resolution declaring an emergency cause warrants to be issued payable
out of the receipts of Utilities for the ensuing year, including the proceeds from the sales of bonds. Said
warrants and monies realized thereon shall be applied only to meeting the emergency so declared. (1909;
1977; 1991)

6-70. Utility Rates.
The Council shall by ordinance or resolution establish rates, rules and regulations, and extension policies
for the services provided by Utilities. (1909; 1977; 1991)

6-80. Sale, Conveyance or Leasing of Utilities.

Council shall not sell, convey or lease all or any substantial part of the property of Utilities or any
Utilities department without an affirmative vote of the electors of the City; provided that the foregoing
shall not apply to the sale, lease, or conveyance of property of Utilities or any Utilities department (i)
which occurs in the ordinary course of business, or (ii) which shall cease to be necessary for the efficient
operation of the utility, or (iii) which shall have been replaced by other property serving substantially the
same function. (1995)

! http://www.sterlingcodifiers.com/CO/Colorado%20Springs/index.htm
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Public Finance Rating Methodology

April 2008

U.S. Public Power

Electric Utilities

Summary

This rating methodology report explains Moody's rating approach for public power
elecinc utility revenue bonds. Moody's curmently rates some 300 pubdic power
elechnic utilibes, with an average rating of AZ.

The credit quality of the public power sector has historically been very stable. Ower
the past 40 years there have been only two bond defaults in the public power sector.
Both defaults were due to uneconomic power projects that resulted from construction
and regulatory risk which created political pressure and an unwillingness of ratepayers
to repay bondholders. This methodology incorporates the lessons leamed from these
events and provides investors with a road map detailing the credit factors that could
lead to future public power electric utility credit deteroration or improvement.

It should be noted that public power eleciric utilities also cannct file for Chapter 11
bankruptcy, but can only file under Chapter B, which provides relatively favorable
treatment for bondholders. This track record and legal framework, as well as the
fundamental strength of near monopoly prowision of an essential service with
unregulated rate-setting, suggests a fundamentally high probability of continued
payment of debt service despite possible economic and regulatory changes in the
power industry or fiscal distress that an individual utility might suffer.

Howewer, there are numerous: political and operating risks that can affect credit
quality, given the continued evolution of the electric indusiry and the possibility of
future regulatory reform.

Pubilc Power Supply System default on 5 2.25 billion of revenus bonds for Mudear

Masdy's lovaaiuors Sarvien
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Rating Methodology | Moody's U.S. Public Finance
LS. Public Power Electric Utilities

Overview of U.S. Public Power Electric Utility Sector

Mondy's currenify maintains publiished ratings on debt ssued by some 300 U5, public power electric utilies
with over 5100 billion of debt outstanding. Moody's raings on public power electric ulities range from Aza o
Ba1, with a median rating of A2. Public power lectnic utilities serve about 12% of the total ULS. population,
while U.5. investor-owmed ulilibes. (IOU) serve almost 70 with the remainder served by electric cooperatives.
See figure 1 for the key characteristics that distinguish public power electric utlities from 10LUEs, the dominant
provider of electricity services in the LS.

Figure 1.

+ Average rating in Baa range on Moody's global rating - :Lu!aeltatigdﬁzm Moody's LS mumicipal raking

scale
+ Rate regulated + Mot rate regulated
+ Profit seeking; operated for the benefit of
shareholders with cbligation to serve regulated « Dperated for public benefit of the region served with
TatEpayeErs obligation to serve customers

+ miost are large and may have multiple subsidiaries  + Most are small relative to 10Us

+ subject to competition in the wholesale market, with - Lﬁrmlmﬂﬂwmmm
smme CcoEmpetition in retail market competition in wholesale market.

+ Some history of defaults, wually as a reault of the
need for lange rate increases that regulators or

customers do not approve or accept « Defaults have been infrequent
+ Cannot file Chapter 11 bankruptcy but can file under
+ Can file Chapter 11 bankruptcy Chapter 3

« Tend o have lower rates due W tEx-exempt debt
« Tend to have higher rates compared to mumicipal or  financing; preference power; lower salany structure;
public power utlities and lower earmings requirement
+ Mo private equity; may have access to local government
+ Private shareholder equity; no government support  fiscal support in times of fiscal stress

In our analysis, we differentiate between two kinds of public power electric utiities: distribution-only and public
power electric utlities with dstibution and generafion assets.  Most of the 2,000 public power electric uiiities
in the LIS are small municipal eleciricity distributors with no cutstanding direct debt. Some distribution utilities
issue a relatively small amount of revenue bond debt to finance distribution facilibes such as substations and
transformers.  In many cases distribution utlities also provide water, sewer, gas or other senices such as
cable or phone service. Some municipal distibutors have a dose financial relationshap with the city they
serwe, such as Greenwille Utilities Commission, North Carolina, (rated A1), Ofher utilities are onganized as.
special purpese districts such as Benton Cownty Public Uility District 1, Washington (rated A2).

The primary responsibidity of distributor utiities is to purchase energy and to deliver the electricity through local
distribution lines to retad castomers. These distributors frequently obtain their power requiremenis from joint
power agencies(JPAs), federal power marketing agencies ke Tennessee Valey Authorty [TVA rated Aaa) ,
or from investor-owned utilities. Although they are not capital ntensive and do not directly face the cosis of
generating power, municipal distributors do face nsks relative to power procurement contracts and

Hmm u RaSng Meftodology ¥ Mocdy's LS. Publc Fimance - UL, Public Power Eleciric LitiSes




Tab 1: Governance Models \

Rating Methodology | Moody's U.S. Public Finance

LS. Public Power Electric Utilities

Meost of the eleciric revenue bond debt cutstanding for the public power sector has been issued by distribution-
pgeneration utities, ke the Los Angeles Depariment of Water and Power (rated Aa33) or Seattle Light (rated
Aa3), that own both distribution lines and power generating fac#ifies, and have ongoing capital programs.
integrated ufilities, like Salt River Agricultural Improvement and Power District (Salt River Project)(rated Aal),
which serves a large geographic area and owns and operates generabon and transmission faclities as well as
local distribution lines. Some public power electnc utilities, such as Mebraska Public Power District (rated A1)
senve both wholesale and retail cusiomers.

These utilites have strengths and weaknesses related to their generation ownership such as fuel or regulatory
risk.

About 30% of the 100 billion cutstanding public power eleciic utility debt has been issued by municipal joint

Moody's evaluated its rating approach on this group of utilities. i its recent methodology on U_S. Municipal

Joint Power Agencies, published in September 2006

Cwr rating assessment of a public power electnc utility begins with the recoagnition of the following

characteristics:

= Mear monopoly posiion in providing an essential service

= Unreguiated and independent local rate-sefting

= Lower cost structure due to the ability to issue Bx-exempt debt and for some due to availability of federal
preference power

= Lack of profit motive and need bo generate a retumn on equity

= A stong link between the utility and sponsoring becal govemnment

In our anakysis we distinguish between utiities that are municipal electnicity distnbutors and those that own

transmission assets generally hawve higher debt levels and are subject fo more technological and operabonal

risks than distributors whose sole responsibility is to deliver elecinicity.

In an effort fo make our rating process more transparent, we have outined our fundamental analycal

framework and the key rating drvers as they pertain to the different nsks we weigh for municipal electricity

distributors and utiities that own generation. We have broken these drivers into six categories, which are

outlined in detail and listed in the relative onder of importance in the following section.

Hmm u RaSng Meftodology ¥ Mocdy's LS. Publc Fimance - UL, Public Power Eleciric LitiSes

Governance Alternatives




Governance Alternatives

-

Rating Methodology |
U_5. Public Power Electric Utilities
Key Rating Drivers for U.5. Public Power Electric Utilities
1. Market Position
a. Competitveness.
b. Service temitory credit characteristics and demand
c. Scope and refiabity of power supply, transmission and distribution
2. Local Government Credit Characteristics
a. Degree of legal and financia relaionship of wlility with local government
b. General obligaon credit quality of local govemment
c. General Fund Transfer
3. Governance and Management
a. Govemnance

3. Debt and Capital plan
a. Power supply and capital plan
. Debt management:
¢. Constnuction risk

6. Covenants and Legal Framework
a. Bond security
b. Rate covenant
¢. Additional bonds test

d. Debt service reserve and other required resenes

Tab 1: Governance Models

Moody's U.S. Public Finance
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The Key Rating Drivers For U.S. Public Power Electric
Utilities

Factor I: Market Position

sub-factor La: Competitiveness

The degree of competition in a utlity's operating environment represents an important credit factor. While the
LS. wholesale ebectnicity market is deregulated, retad service areas for public power electric utiities reman
closed o competition in most states. In a few states, such as Texas and Massachusetts, and in a few
jurisdictions such as Cleveland, Ohio and Lubbock, Texas, there are retal electricity choice programs.
However, municipal electric utilities in Texas (except Lubbock) and in Massachusetis, have thus far not
elected o enter competitive retail markets. Therefore even in states where retail competition is permitted,
mast municipal electric utiliies have maintained a near monopoly in ther senvice area Bmiting competitive
theeats, positioning the sector well for continued strong ratmgs.

In some states, legislative dscussions continue about opening retail electncity markets to compeftion. A more
market prices for power. The market could determine the rate a uility could change and it might be nsufficient
to recower the wlility's costs especially if its costs are above market. Also, there would be more competitive
pressure on a ulility's revenues and debt service coverage, if its rates are abowe market.

Drespite the closed retail market, one of the most mportant elements of a uility's general compelitive position
is its price compefitveness for the power it sells to retal customers. We would expect mereased risk if the
utlity is uncompetitive.

We compare a utlity's retail rates against the regional market and the rates of magor compefiors and focus on
the utlity’s competitveness versws neighbonng utdities. A comparison of retad rates s generally expressed as
the average revenue per Kiowatt howr (centskWh). This unit measwre has some Emitations since it doesn't
distinguish between different koad factor customers. Newertheless, it is a useful benchmark that can allow
Hagh retad rates could cause pressure io kwer rates which i tum could affect the utility's ability to recover
costs through rates and weaken debt senvice coverage margins.

High retad rates may also discourage economic development and confribute to a stagnant or decining
revenue base, which could hurt debt service coverage. The primary driver of the competitiveness of a public

power electric utility is the cost of power supply. Moody's closely examines a utility's cost structure:
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performance reconds of its generating units, terms of power purchase contracts and the effect of vanouws
indusiry risks on the forecasted cost of power supply. We compare the utility's power supply cost to the
regional market price as well as io the cost of other potential supply opportunities for enengy and capacity. This
comparison has become more comphicated as regional markets have deregulated. We evaluate a utility’s cost
of power against the median, but also against real me and projected information about the marginal cost of
new capacity or energy. A detailed assessment of how we evaluate power supply is reviewed in the
methodology sub-factor that follows on Scope and Reliabiity of Power Supply, Transmission and Disinbution.

If a utility has significant wholesale revenues, Moody's will consider not just retad rate compettiveness but also
the competitiveness of the rates charged for the wholesale power to be sold. Wholesale rates are expressed n
5 per megawatt howr (5/Mwh). For example, the wholesale power rate charged by the Mebraska Public Power
Disirict to its wholesale customers during much of the past decade was compeftive in the $35/Mwh range. The
amaount of revenue derived from wholesale sales for a public power elecinc ulility may be an important credit
factor if wholesale rewenues are used to significantly subsidize retail rates or should a utlity expenence slower
than forecasted growth that results in excess capacity and energy which then must be sold possibly at below
st in an uncertain dadly wholesale power market.

Although public power electric utlities typically have a compefitive cost structure and have a near monopoly
senvice role in its senvice temitory, we evaluate the dynamics of the regional enengy market, state and federal
laws regarding the marketplace stschure and the importance of evolving federal and state reguiations. For
example, Moody's is cumently evaluating the potential cost impact of greenhouse gas emission laws on
electric utilities. (See Moody's report Regulation of Greenhouse Gases: Substantial Credit Challenges
Likely Ahead for UL.5. Public Power Utilities, published June 2007.) Also, the abfity of public power electric
utdities to manage compliance with renewable encrgy portfiolio standards is an emerging credit issue that
requires close assessment given the potential of reliabifity and cost issues associated with maintaning a large
renewable portfolio.
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Sub-factor Ib: Service Territory Credit Characteristics and Demand

b) Service Territory betwesn 11-20% of
CE‘EI?I Customer revenues and greater than HE
Characteristics and Ho oustomes dominanoes of revenues and
Demand ot greater than ¥
1 greater than 106
4 Bl & i Maramsable Urenaniageabl=
Customer demand & growth at demand grovwth or
i historioal average deoltine

The charactenstics of the utlity's service area population and economy are key rating considerations. In
particular we evaluate the wealth ndicators of the popaulation that a utility serves o gauge the ability of
castomers to pay thesr electric bills both curmendly and n the future should rates rise. Affuent resideniial
customers generally have a hagher tolerance for higher overall mtes and rate increases since the elecinc bl is
a smaller part of thewr disposable income. However, this relative strength may be offset sormewhat by an
increased propensity io use pofiical influence to affect the ate setting process.

Public power electric utiliies that serve a primarily residential customer base should benefit from a more stable
load pattern and revenue stability given the typical usapge trend fior that customer dass.

Weak economic characteristics and limited economic diversity weigh heavily as credit rating factors. For
example, the only below imwestment grade pulblic power electnic utility rating is Guam Power Authority {rated
Bal). The key rating driver has been a limied economy and an electnic systemn financial strength that has
been adversely impacied by the costs of natwral disasters.

Customer base concentration is also a key credit ssue parbicularly for smaller municipaliy-owned electric
utiities. [Milities that hawve a few cusiomers who account for a large portion of operating revenues could face
fmancial challenges if a single large customer were to depart. Moody's considers whether there is a positive
margin eamed on the customer—eamings above the cost of senvice—and whether the ufility has any
contractual recourse to offset any loss for capital improvements that were undertaken o connect and serve
the large customer that departs from the system.

Whie economic growth trends are important to consider, the benefits of growth mast be weighed against how
well the utlity manages the growth. Growth that exceeds the uility’s capability to procure competitive and
rediable energy could be a credit weakness. A stagnant or deciining economic trend would likefy be a3 credit
weakness since it might lead to higher rates or excess supply, particul arly i the excess power supply is
expensive or there are ransmission constrants that prevent the sale of the excess ensrgy.

mm u RaSng Meftodology ¥ Mocdy's LS. Publc Fimance - UL, Public Power Eleciric LitiSes

Governance Alternatives




Governance Alternatives

-

Rating Methodology

LS. Public Power Electric Utilities

Sub-factor 1c: Scope and Reliability of Power Supply, Transmission and

Tab 1: Governance Models

Moody's U.S. Public Finance
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may be lessened.

The two major objectves of a public power elecinc ulility are to provide reliable power supply and
competitively priced electnc senice to customers. Pulblic ownership establishes a poliical framework which s
based on how well the ulility meets these two objectives. In situations whene the objectives ane not met,
jpolitical rsk increases and the certainty of Bmely cost recovery through rates including payment of debt senvice
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When evaluating the scope and relabiity of a utility's power supply, Moody's considers the sources of power
supply, and the cost struchere and reliabdity of each source. We review each generabion unif's performance
record, including availability (% of ime a unit is operational); capacity factor (% of reted capacity the
generabion unit runs); and heat rates (efficiency of a generator o convert fuel info electrical enengy). A low
average heat rate means the generating unit is more efficient and will use less fuel; it will cost less o operate
and s more Bkely to be dispatched. Moody's will evaluate these performance measurements in the context of
the utility’s overall cost struchere. The all-in cost of the power supply is a key factor which drives the overall
retail price changed to the end-use customer. Higher-than market power supply costs typically lead to higher
retal charges for cusiomers.

Howi the regional market is structured and whether changes in transmission regulation and govemnance will
hawe an impact on power delivery is another key area of ouwr assessment of competitveness. Regional enengy
markets in more than one-half the LS. have been crganized by independent system operators (150) that have
implermented day-ahead and real-ime markets such as the Midwest 1S0. But some regions still have
implermnentation risk relative o the introduction of these new energy markets. For example, California has
introduced a locational marginal pricing plan that will begin in late 2008. The Blectric Reliability Coundl of
Texas (ERCOT) expects o implement a market redesign by 2000 that would include a nodal wholesale energy
market to improve price signals and dispatch efficiencies and directly assign the costs of local congesBon.
Additionally, new market rules may in some cases create new risks which could pose credit challenges.

A= a result, managing peak demand s 3 ontical aspect of operating in the new dereguiated enengy markets.
Moody's focuses on the degree of exposure a utility has o market pnces including whether it has the fliexibility
to ramp down peak period purchases particularty during a volatle market period and utlize kocally owned
peaking generation to cap that exposure.

Another important factor is whether a utlity's fuel and resource mix is diverse. Fuel diversity, indiuding the
fiexibility to manage peak demand, limits the utlity's exposure to volatility in global energy market prices or
disruptions in the delvery of a single fuel.

Moody's carefully considers the type of power generation used by the utility. since each type ininoduces its.
own set of nsks which mast be properfy managed. For example, we evaluate the nsks associated with a
particular generation asset, as shown in figure 2 on the following page. Particular nisks include forecasted fusl
price and fransportation issues, as well as factors unigue fo each fuel type induding radicactive waste storage
issues for nuclear generation facilities. or drought conditions fior hydroslectne generating units or environmental
project, we then look at the mitigation measures that are in place—or that are anticipated to be used by
management to reduce risk. Flexibility to switch fuels, transportation routes or maintenance of fuel storage
faciliies, for example are mitigation measures to lower exposure o price volatlity and potential financial
losses. Also, a favorable resenve margin (the amount of power supply capacity that exceeds system peak
demand) allows the ulility io better manage an unexpected forced outage of a lage generaling facility. Langer
resenge margins also allow the utlity to better plan for mamntenance outages to ensure system refiahility.

and could result in weaker credit ratings.
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Figure 2
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Generation Risk for Major Fuels and Mitigation Table

COAL-FIRED GENERATION

tClean Ajr Act compliance
tClean Water Act compliance
truel delivery disruption

tpaintenance of strong availability and capacity factors

*Proactive and economic approach to meet MO, 502 and mercury
standards including capital program for environmental
compliance

‘Proactive approach to water quality isames

*Coal imventory on site of 60 days or appropriate level to manage
rish of transportation disruption

ic planning effort. to evaluate 002 reduction options and
ohjectives to meet optimal levels for plant age and condition

HUCLEAR GENERATION RISES

ssafe storage of radicactive waste
*Operating record within MRC safety and performance quidefines
*Decommissioning of retired plant

tpaintenance of high plant @pacity factors

*Provide adequate on-site of waste to license expiration
th!dﬁul:enlmizﬂm i =
*ianage compliance including improving low scores on Muclear
Regulatory Commission (HRC) review

*Evidence of funding of decommisskoning costs pursuant to NRC
Tormula

o minimize outages

HYDRO GEMERATION FACILTIES RISKS

*Drought conditions and low or below average water

*Fish and wildlife protection

potential impacts on local wildlife so limited regulatory
constraints on waker flow

*Prudent management. of hydro record; strong reficensing planning
including participation from stakeholder groups

HATLURAL GAS FIRED GEMERATION
*Fuel availability and deliverahility
*Matural gas price risk

tClean Air Act compliance

toptionality of delivery points, suppliers and contracts
storage facilities
‘Preparation of engineering assessments and cost estimates of

We look closely at electric distributor power purchase contracts io understand the risk exposures. For
example, power purchase contract expiration or “edge risk” is a key credit concem. How a utility manages the
transition to a new supply contract after the existing contract term expares s important, paricul arly given that
the utility may have o purchase all replacement enengy in a volatie wholesale power market if new confracis
are not in place. Another critical factor in contract assessment is the economics of fhe contract and how it fits
into the: owerall power supply neseds of the utility. For example, changes in pricing and allocalion of federal
preference power by the federal power marketing agencies, ke Westemn Area Power Administration [WAPA)
or the Southeast Power Administration (SEPA), have created both supply and competitveness issues for
some public power electnc ulilibes. Also impaortant is the creditworthimess of the counterparty supplying the
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power and collateral requirements under the contract. In addition, we will also evaluate the capability of the
utdity to assess counterparty risk exposure and begal protections in the power purchase conbract.

We will also evaluate the type of power purchase confract based on three broad categonies.: take-or-pay,
example ¥ there is a toling agreement which requires the distributor to pay separately for the fuel cosis or if
Take-or-pay confracts require the distribution utility io pay all operating and maintenance expenses and debt
SENWicE on 3 generation project from which the utility has contracted for energy and capacity. Typically the
distribution utiity masst pay for such costs regardless of whether or not the project is operating, and even i the
project s not constructed.

Take- and -pay contracts are more common, thowgh more vanable in their specific terms which are generally
based on the needs of the ulility. In many cases, the distribution wiility will have an allkrequirements contract.
which is a take-and- pay obligation for enengy and capacity from the seller for all of the wtility's power
requirements. But the buyer has no set annual payment obligation or minimum purchase requirements as with
a take-or-pay contract. Tradiional take-and-pay confracts are less resfrictive and generally only require the
distribution uliity to pay only for the energy they take.

Factor IT: Local Government Credit Characteristics

0} General Fund Transfer

- tandierof | 5o gs i)
Lz thian TEEI ahove 7% of gross
4% of grom revenues
revenues

Sub-factors IL.a, b: L egal and Financial Relationship between the
Utility and the Local Government and General Obligation Credit Quality
of Local Government

Moody's considers the extent to which the electnic ufility and the local govermnment that owns it are legally and

fmancially related. If the two entibes are closely related, the bocal government rating will weight heavly as a
rating factor. This will not always be a major factor since some utiliies have no fiscal relationship with a local
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government sponsor.  We also consider the extent io which a utility serves customers kocated in a
mamnicipality’s jurisdichion and are subject fo te same population and economic fachors.

We consider who govemns the utlity and sets its rates and who issues the revenue bonds fior the ullity, as well
as, assess the degree to which the general government is responsible for supporting the ulility in Gmes of
financial stress. Moody's will review with bond counsel the legal obfigation the kecal government may have to
support the utility i order io prevent any default on bond repayments. We recognize that bondholders. of
electric revenue bonds are typically only provided a pledge of the net revenues of the elecinc system; but
eleciric service is an essential good which a parent mamacipality will go to great lengihs to protect. Local
governments have a strong record of supporting public power uliities in times of fiscal siress. While less
commeon, the relationship also works the other way; in times of general govermment’s fiscal siress, uilifies
hawve provided financial support to parent local governments. This support may be in the form of inceased
revenue transfers or increases in ndirect costs or fees. A chronically weak local government with a low credit
rating would therefore exert downward pressure on the utility's rating, all else being equal.

‘Some public power eleciric utdity ratings may be higher than the general obigation rating of the related city
because the utility may have demonstrated a stronger financial position and may be govemed independenily
of the city. A rating kower than the municipality's may signal that the utility has a weak competitive position or
lack pofitical support by the governing board for setfing rates, which uitimately will be reflected in weak debt
SENVICE COVETAQE.

Sub-factor II.c; General Fund Transfer

The sirength of the relationship between a utility and local govemment can also be measwred by the General
Fund Transfer (GFT). GFT is the transfer of surplus utility revenues from the wutiity to the city's General Fund.
The transfer can be significant both directly and indirectly. If fransfers from the utility represent a lange part of
the city's overall operating revenues, then there is a greater likelihood that the city will ensure the elecine
enterprise remains healthy. However, when the transfer represents a substantial portion of the utility's cwn
resources, this could have a negative rating impact. The U5, median of the GFT as a percentage of uility
Qross MEvenues is 7.

Moody's believes an established GFT transfer poficy that is drawn wp and accepted by both the utility and local
govemment adds credit strength for both entiies. While it is reasonable that some form of financial return be

provided by the utlity enterprise io the general gowermment, GFT ransfers that are set politically on an annual
basis are less predictable and more challenging for the uiility to budget for and can be a negative credit fachor.
Furthermore, GFT levels that lead o high or uncompetitive electnic retail rates or that drain mternal funds from

: [P Apre 2008 ™ FaSng Mefodoiogy @ Moody's LS. Pubic Firance - LS. Pubiic Power Eledric LtiSes

~




Tab 1: Governance Models

Rating Methodology | Moody's U.S. Public Finance
LS. Public Power Electric Utilities

Factor II1: Governance and Management

Sub-Factors Measurement Aan A A Ean
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wl=oted or experience af Elected or
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Sub-factor II1.5; Governance

Mondy's reviews the record and actions. of the govemning board to assess is effectiveness. Strong
independent boards with indusiry expertise as a condition of service on the board membership are the
interference in the professional management of utility operations and establish sound rate poficies, msk

on adapting the wiility o the continued changes in the industry and market environment represent an important
credit factor.
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Sub-factor IILb: Cost Recovery Process-Rate Setting

Independent and local rate setting is fundamental credit strength of most municipal utlities. When determining
the certainty of cost recovery for debt repayment. Moody's assesses the rate setfing process and prachices of
the governing board. Becawse retail rates for public power electric utlities are usually not subject to approval
by state regulatory boards, consistent, timely rate acbons can be taken to ensure costs, ncluding debt senvice
are recovened.

A key factor in our evaluation of the rate setting process is the number of days its akes to implement new
rates and to begin collecting additional revenues. A demonstrated willingness o charge rates required to
recover cument costs and to mantain adequate margins and system Bguidity is a credit positive in our opinion.
We expect mte-setting independence and willingness to be tested over the next several years as fuel prices
continue io nse. We view automatic energy cost and fuel cost adpstment charges as a positive facior as well.
Too mauch political intervention in the rate setting process s a cedit weakness. Conversely, Moody's also
views as 3 credit weakness rates that are less than sufficient i meet debt service coverage levels appropriate
for the rating category. State regulation of public power uility rates may be a significant weakness since
uncertainty and delay in rate sefting may result from such regulation.

Sub-factor II1.c: Management

Moody's closely evaluates management’s curment strategies as well as its rack record for mitigating the ufility’s

risks as reflected in the ability to meet operational budgets and bring capital projects in on-ime and under

budget. Enterprise risk management is an increasingly important focus given the uncertainties n the evolving

electric industry. Among the langer credit nsks. public power utilibes face are sudden natural gas price

increases, forced outages of major generation units and wholesale energy market volatility. Without effective

mitigation sirategies, these types of nsks can have an immediate financial mpact affiecting debt service

coverage and potentially leading to a lower credit rating.

A utility’s wel-defined risk management strategy, with stated tolerance lewels for identified risks, 5 a

noteworthy credit strength. If a utdity undertakes appropriate risk mitigation sirategies, it may reduce pressure

on its financial resources, thus helping to safeguard credit quality. (See figure 2) We review the numerous risk

exposures and their potential financial mpact relative to the characternistics of the ulility to determine the effect

on the owerall credit rating. The way in which management responds to actual problems and challenges as

they anse is equally important.

The following s a list of several findamental nsk areas that Moody's considers when assessing management

strength and its risk management plans:

= Commodity market wolatility, such as sudden purchased power or natural gas cost increases and collateral

! i ;

= Transmission access and reliability

= Resource adequacy

= Interest rate swap rafing mggers

= Changes to environmental regulations, such as the Clean Air Act or those gowemning water quality, which
can impact cost and performance

= Fusl ransporiation isswes, such as a disuption of coal deliveries

= Elecinic industry structure, including the stabus of retail deregulation

= Carstomer dominance, including the impact of losing a large industrial customer
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Sub-factor 3.d;: Regulatory Compliance

Public power electric utliies are substantially unreguiated in much of their operations and rate setting but face
the same level of federal and state regulation as investor-owmed wtilities when related to environmental ssues.
For exxample, public power electric utiities that operate coal-fired generating units face federal clean air and
water reguiations; utilities that own hydro-elecinc facliies mast get a federal operating icense to run hydro-
electric production faciities: and utiities that own nuclear generating units are heavily regulated by the Muclear
Reguiatory Commission (MRC). Moody's will assess the degres of regulatory compliance and the likely cost of
continued compliance relative to obher ufilities with othenasse similar credit profiles. A ullity’s relatively high,
future regulatony cost burden may result in a lower credit rating, all else being equal.

Management's strategic planning o prepare for industry changes and new regulaons is an important credit
consideration given that the electric mdustry is subject io broad public policy changes, such as the
deregulation debate in the past decade. A utlity’s proactve and adapiive managerment of regulatory risk
represents a critical credit strength that can influence a utility's success in achieving strong finances and
competitive position in spite of mdustry changes.
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Factor IV: Financial Position And Performance

Tab 1: Governance Models

Moody's U.S. Public Finance

Sub-Factors Measurement Ann Aa & Baa
Dbt Service:
Covernge (x)
Weak debt service
Sound debt wrvice “"""2'9:_""“'
Strong debt service ooverage ooverage with stable -
with stable trend; three- three-year tremd; thres-year
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Electricity e - 2 average deht
[ ratio in excess of debt servioe ratio -
3.000w; [ or 2200 to 250 betvwee=n I. 252 to i e
including GF transfers as 3.00=-{ or 1.50:-2 00x ﬁ"ﬁ“" Im""“
o) including GF transfers for
than 1.50x
as DEM) incliding CF
transfers o ORM)
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&) Financial year average debt cervice thres-year acerage average debt
2.25-3.00x; {or 2.000- betwesn 1.75-2.25 | or ratic less than
2,50 including GF 1.50x-t0 2.00 x 1.75x for less
transfers as O&M expense] inoluding GF transfers than 150
s OEM expense] inoluding GF
transfers oz &M
expence]
Mg sfter deBt | Greater than 15% Between 15% and 5% Les= than 5%
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hand:
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Distributor and Greater than 125 doys Between 125-60 days Le=x than 60 day=
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Aborwe 4 with
Ebectricity Less than 15% with limited Between 15-40% with significant
©) Leverage Dstributors. future borrowing modest homowing plans future
bomowing plans
Electrh L= tham 608 eagly Lzss than 70%; moderate
& mianageable capital o signifoant additional Mbove T
program capital reeds
% Next year's
Hﬂﬁﬁm TEE or more Greater than 5 and less EBe=tyree=n 0-50%
than 75%
d) Operating | through hedges
e ‘Whalesale
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LS. Public Power Electric Utilities

Sub-factor IV.a: Financial Performance

Moody's evaluates the financial performance and position of public power elecinic utilities o determine their
ability to manage business nisks while assunng payment of debt service. Utlities are obligated under thear
bond documents to meet certain financial parameters, but we take a positive view on financial performance
that excesds minimwm requirements. We ressew several years of financial statements in order to assess
whether there is a sofid track record over time and  also evaluate management's financial forecasts as a tool
to assess the ufility’s capability o meet potential future financial challenges. Well-defined financial projections
the projected rates needed fo support operations to maintain mangmns along with possible stress scenanos.
based on potential risks.

We also will evaluate the trend i the utlity's various financial and operating performance rabios as well as its
standing refative to Moody's public power sector medians. We also review trends in non-fued (fixed) operating
expenses and maintenance costs and capex and reviewed fo determine both how well management can
conitrol expenditure growth and if it is adequately resnwesting in plant. While this analysis is highly quanttatve
we always seek o balance quantitative measures with qualitative factors discussed n this report. We have
identified the most mportant core ratios, all of which are listed below and defined in Appendix 2.

Core Finandcial Ratios

= Debt sensce coverage rabo (x)

= Margin after debt senvice (%)

= Days cash on hand

= Met working captal

= Debt ratio (%)

= % next year's fuel price fixed through hedges
= Wholesale revenues as % total revenues.

Moody's analyzes short and long-tesmn trends in financial performance to assess the stability of the financial
performance. We use the debt service coverage ratio, which is defined as annual net revenue divided by debt
senvice, to measure the ability to repay debt senvice from operating revenues. We will calculate the debt
sEfvice coverage ratio as defined in the indenbure and also perform a calcadation that inchudes general fund
transfers, which are often subordinate to debt service payments, as an O&M expense. Consistently stable debt
SEMViCE coverage ratios are an important indicator of financial stability, whereas, declines in the coverage ralio
could be indicative of financial strain or an unwillingness or inability to raise rates to fully recover the cost of
seqvice, which in tum could lead to a rating downgrade.

A= showm in the rating matrix at the beginning of this sechon, the debt service coverage rabo for an A-rated
mamicipal electric generator would be in the 1.75 times to 2.25 times range.  The debt service coverage ratio
would be lower calculating it with General Fund transfers as an operating and maintenance expense. A lower
debt service coverage ratio calculated either way at the same rating level would be an cutlier that would need
to be explained by other rating factors.

We look at the margin after debt service (net revenues less annual debt service divided by gross revenues and
income) o evaluate how large a drop in revenues the enterprise can withstand and still pay debt senvice. For
example, the mangin afier debt senvice greater than 15% would be consistent with Aa-rated public power
electric utilities that own generation, while margins below 5% would typically characterize weaker Baa rated
credits. It is worth noting that given public power electric utliies monopoly position as prowsder of an essential
service and the ability to set rates, significant drops in revenues without offsetting decreases in costs are
highly unusaal.
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LS. Public Power Electric Utilities

2ub-factor IV.b; Financial Liquidity

Moody's uses financal liquidity as a measure of financial flexibility to manage through short term nsks_ While
days cash on hand is a useful rabio fior measuring the relative strength of a wlility's liquidity. the level of cash
marst be evaluated in conjunction with identified mmmediate nsks o cash flow as previously discussed in the
Management section.

We also calculate net working capital, which measures casment assets minus current liabilies, in order to
assess the owerall financial position of a utlity.

A key factor in our assessment of iquidity is comparning the days of cash on hand to the number of days it
takes for the utlity to raise its rates and begin to receive the addiional revenues. For example, uilities that
hawve exposure io natural gas pricing may require a greater amount of day's cash on hand gven the potential
for price spikes. A utlity with a significant amount of interest rate swaps with negative mark-to-market
exposure, ton, may require stronger balance sheet Bauidity.  If a utility has a pass-thoough mechanism that
permits monthly adjustments to customer's bills for fuel price increases it may mibgate the need for a higher
leved of avalable cash on hand.

Questions Moody's May Ask About Issuer Liguidity
= What are managemeni’s policies and track record for maintaining reserves and minirmem cash position?

= Tiowhat extent are soerces of external credit avallable, such as commercial paper and bank lines of
credit? What conditions are attached to these? When do they expire?

= What strategies and confingencies does management have in the event the expected sources of liquidity
are suddenly not avalable?
= What is the timing of any significant debt maturities and or payments to suppliers or debt holders?

= What type of inwestments is held and how Bquid and safe from market loss are those investiments?

Sub-factor IV.c: | everage

In general, public power electric utliies that own generating assets are more highly leveraged than electnc
distributors. Moody's utlizes several ratios to measure leverage including the Moody's debt ratio (the ratio of
net funded debt divided by net fixed assets plus net working capital). We compare the absolute kevel of the
utility's curment debt ratio to the median for the same type of utiity and also evaluate the recent and likety
future frend.

It s important io point out that a public power electnic utility's capital stnechere is heavily refiant on debt, which
confrasts with the substantial private shareholder eqguity that I0U's have. As a result, a public power elecinic
utiity’s debt to equity is usually well above much of the rest of the LS. electric indusiny.

Municipal eectricity distributors typically bomow capital by issuing debt to construct distribution fines,
substations and fransformers. The median debt ratio for a mamnicipal electricity distributor has averaged in the
retad rates i order fo recover the associated costs.

Public power utdities that own generation and transmission assets will be more heavily leveraged against ther
depreciated assets than distribubion systems. For example, utliies that own generation have a median debt
ratio of about 50%. The higher amount of debt does not mean that rates will be higher than a distributor's
rates. It simply refliects a different cost structure. This is because distributors will pay. as part of their
purchased power contract, a capacity charge roughly equivalent to the fived costs the seller incumed to
pgenerate the eleciricity sold to the distributor. Moody's does not calculate a fived charge ratio nor imputes the
fxed charge in power purchase contracts nio the debt ratio, but does dlosely evaluate the power purchase
contract
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LS. Public Power Electric Utilities

A public power electric ufility that owns generation and is leveraged well above the median may have less
fnancial flexibiity and rates that are not as competitive as less leveraged utilibes with similar amounis of
owned-generation relative to their size. High leverage may also prevent or Bmit the utifity’s abifity to obtain new

Sub-factor IV,d; Operating Ratios

Mondy's evahuates several operating ratios to gauge whether specific operating nisks may become
problematic. For example, we assess the vtility’s fuel hedging plan to better understand the impact of the
commeadity markets. on cash flow. A public power electnic utility with a comprehensive program to manage fusl
risk, particularly related to natural gas, through various types of hedges, would typically have relatively stable
total operating expenses. Also maintaining an inventory of coal on site could shield a utility from price spikes
in the event of a disruption in supply or rad transportation. and thus reduce the need for replacement sources
of energy on the spot market.

The level of spot wholesale energy market revenues as a percentage of total revenues s another ratio we use
to evaluate cash flow. The ratio is particularly important if the utlity is relying on margins eamed in the
wholesale energy market to meet operating expenses or provide for debt senvice coverage.
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Tab 1: Governance Models

Moody's U.S. Public Finance

Factor V: Debt and Capital Plan
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Messurement: Asm Aan A Baa
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Sub-factor V.a;: Power Supply & Capital Plan

The electric industry is capital intensive and the need to buld new facilities is demand driven. Moody's
assesses a utility's capital program and its bormowing plans o evaluate how this will mpact its operations and
rates. Capital planning to ensure the utlity can manage its senice area growth is a key analytical
consideration. Balancing fined costs, while ensuring compefitive rates, is important, particulary for a uility that
operates in an industry dominated by a competitive private sector.

The ability io provide competitively priced and refiable power supply i a key objective of a public power
electric utility's capital program. Moody's evaluates a utlity’s power resource plan to better understand supply
and demand trends and how they translate inte potential new bomowing requirements. We analyze histoncal
utiity is planning to address these..

Also, the long-term integrated power resource plan should detail how the utility expects to meset renewable
resource poetiolio requirements and environmental regulations, including regulations on poliutant removal and
greenhouse gas emission regulabons for coal-fired generation plants, relicensing requirements for
hydroelectric plants and nudlear waste storage for nuclear plants.
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Sub-factor V.b: Debt Management

Moody's also evaluates the existing and progected debt service profie of each utiity. Lewved or dedlining debt
senvice will allow for greater flexibility when integrating new bormowing, and we generally consider such debt
structures favorably whereas we see potential credit iisks in a backloaded debt structure that defer necessary
rate increases and could create potential financial pressures in the future.

Moody's reviews debt management and swap policies, board oversight of interest rate swaps and a utility's
disclosure of its risks and exposures. We believe detalled disclosure of the risks and exposures on a frequent
bass should be done.

We look at exposure o unhedged variable rate instruments. While Moody's does not place Bmits on the lewel
of variable rate debt a wtility may have for a gven rating level, we dosely evaluate the debt staternent and
evaluate the potential financial stress a change i interest rates may cause. A large amount of unhedged
variable rate debt exposure could impact the rating if the exposure analysis indicates a greater level of sk fo
the utlity’s financial position.

We will also assess the ulility's interest rate dervatives. We will focus on the crcumstances under which the
utiity would be required to post collateral and the night of the utility's swap counterparty to terminate the swap
should certain events occar, such as a downgrade of the utility below a certain rating level. In some cases, if
the swap & nsured, these rating tnggers may also be tied to the inswrer’s credit rating. In cases where
coliateral posting or termination events are assessed to be more likely either because of the uility’s rating or
an insurer's rating, we will evaluate the impact of changes in interest rates on the mark-to-market of the swaps.
and the abiity of the utiity to manage this cost exposure, which could result in a substantial drain on a utility's
liquidity. We also evaluate the type of swap and the reasons why the swap was undertaken along with basis
See Moody's Use of Interest Rate Swaps by U.5. Public Finance lssuers, published October 2007, for our
perspectves on this particular risk.

Sub-factor V.c: Construction Risk

A= with all debt issuers with lange capital construction projects, Moody's assesses each utiity's construction
risks both overall and those associated with a particular project. We look to management bo provide an
assessment of the rsks mherent in a project and how these risks will be mitigated. Moody's believes a well-
defined project feasabdity study is a critical component of a capital mprovement process. Risk miigation may
include fied-price, date-certain contracts with liquidated damage prowisions; performance and payment
bonds; strong program oversight and management; adequate reserves and contingency funds; and step-in
rights in the event of contractor fadure. A new generation project must also have adequate transmission
capabilities for the area it will serve.

We also look to contracior experience with similar projects and consader the technology being used. Unproven
technologies bring more risk and will Ekely result n weaker ratings unless very strong performance guarantees
are provided from a company with strong ratings. In addibon, Moody's will also evaluate whether there s
transmission risk in getting the new power plant’s eleciricity into the regional market. a rick that is particular to
the electric industry. Lastly, we will also assess pemmitting issuwes, inchuding those pemmits related to
environmental laws, transmission siing or in the case of hydroslecinc faclities, fish and wildlifie regulations.
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Factor VI: Covenants and Legal Framework

Sub-Faotors Meazurement An & Ban
Open loop flow
Gross or Ret revenue Grpati it
pledge of all —rr
a)Bond securtty 5 loop of all assets;
flow of funds nf“"'ﬁ”“'“" grin

) Rate covenant ooverage of debt 1.10x ooverage
SErvioe of debt servioce
Less than 1.75x
c . Bond: Greater than 1.25x and greater than
=) nl:tt ooverage of debt sum-sufficent
SErvioe coverage of debt
sErvioe
& menithe
2 12 months averaze annual
djDebt zervios 12 months maximum =
reserve annual debt seraos “*m debk servios or
debt servioe no debs
SErvioe reserve

Sound leved of rate ¥ Mo rate

stabilization or - stabilization or
e}dperating ressrves £ stabilization or =

oontingenoy 5 oontingency

TESETYES i rESErves

Sub-factor VI.a: Bond Secuority

Bond covenants represent the minimum security provisions that bond issuers agree to operate under and
abide by. Such covenants represent the financial and legal parameters within which management believes it
can operate the enterprise while providing bondholders with adequate protection, though not necessarily the
level consistent with the assigned rating. Typically, the assigned rating represents owr expectation of
performance at levels that are well n excess of some of the covenants, most notably the rate covenant
Weakened covenants in a debt restructuring may be a reflection of a more challenging operating environment.
Mondy's willl look at each bond security provision on a case by case basis, but we note that certain minimum
standards apply in owr rating methodology.

Sub-factor VI.b: Rate Covenant

The rate covenant is a kegal pledge to set rates and charnges such that annual recuming rewenues cover D&M
and debt service at a prescribed level. The rate covenant usually requires that after O&M costs net revenues
are some maltiple of debt senace_ |f the debt service coverage by net revenues falls below this level, the rate
covenant typically will require the utility to increase rates to ensure compliance. We will kook at the definition of
what constitutes operating rewenue for the purposes of ensuring that the test measures only cusment operating
revenues and excludes one-time or non-recuming revenues. Moody's places significant weight on this factor
jgiven that this is a minimum test of abfity and willingness to repay debt from annual operating revenues.
Fadure to meet the rate covenant will almost certanly lead to a rating downgrade.

Today, a rate covenant in which net revenues cover debt service by 1.25 times s consadered strong

leaves almost o margn for emor but agan represents a minimum legal requirerment. Moody's believes that
rolling coverage tests that are allowed as part of the rate covenant calculation, whille maintaining maximurm
fiexibility for the wiility, are witimately a weak. At a minimwm, when rolling coverage is part of the rate
covenant, at least sum sufficient coverage should also be provided. Some utilibes. have established roling
coverage covenants to refiect the potential presswre of deregulabion.
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LS. Public Power Electric Utilities

Sub-factor V1.c: Additional Bonds Test

The additional bonds test {ABT) identifies the financial conditions that must be met prior to a future issuance of
bonds. The test represents an assessment of the utility's Sinancial capability to afford new debt service, and
may include a historic and projected debt service coverage test matching the rate covenant, with projected
debt service inchuding the effect of the new bond issuance. The sironger AETs nclude an historical coverage
test along with a prospective test based on projected revenues based on rate adjustmenis.

Syb-facior VI.d and e; Debt Service Reserve and Other Required
Operating Reserves

The debt service reserve s an important security element in the bond indenture. The debt service reserve is
typically funded by bond funded deposits or a surety bond. The fund protects against extreme cash flow
shorffalls to prevent a default in the event of a catastrophe or some occumence leading to a shorifall in
pledged revenues and requires specific actions that officials marst take for the protection of bondholders.

The most common debt service reserve level is the lesser of 10% of bond principal outstanding, maximum
annual debt service (MADS), or 125% of anmeal debt service; which is set forth by Intemal Revenue Senace
regulations as the maximum that can be funded with tax-exempt bonds.

resenves that provide protection agaimst certain identifiable risks as a credit positive. Rate stabilization
accounts, decommissioning reserves for plant remediation, or insurance reserves for disaster responses are
examples of reserves that help shield the utility’s operations from rate volatlity and large capital expenses.
While we believe that these types of reserves contribute credit strength, they may not result in a rating
distinction.

v apri 2008 = Rafng Methodoiogy @ Moody's U5 Pubsc Firance - LS. Puilc Power Elecric UtiSes

~




Tab 1: Governance Models \

Rating Methodology | Moody's U.S. Public Finance

LS. Public Power Electric Utilities

Moody’s Related Research

Special Comments:

= Regulation of Greenhowse Gases; Substantial Credit Challenges Likely Ahead for ULS. Public Power
Electric Litilites, June 2007 (102358)

= Public Power Enterprise Risk Management-An |mportant Step in Liguadity Assessment. Februany 2007
(102231)

= Consineciion Risk; Miigation Strategies for U_S. Public Finance, December 2004 (82404)
= Envimnmental Reguiations increase Capital Costs for Public Power Electric Liiliies, June 2007 {103618)

= Credit Risks and Benefits of Public Power Liglity Paricipation in Nuclear Power Generalion, June 2007
{103522)

Rating Methodologies:

= ULS. Municipal Joint Power Agencies, September 2006 (99024)

« Evaluating the Use of Interest Rate Swaps by U.S. Public Finance Issuers, October 2007 (104186)
= L5, Public Power Electric Utiliies Credit Outiook Remains Stable Through 2007 (97823}

- The Role of Bond Covenants in Municipal Finance Credit Analysis, June 2005 (23038)

= Global Regulated Electric Wkilites March 2005 (91730)

To ScCess any of Mase reports, Cick on he enfry above. Mole thal these neferences are CUIment a5 of the dade of pubWcation
of ks report and that mare recent reparts may be available. Al research may nof be avalabie to all clents.
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Appendix 1: Moody’s Public Power Financial Definitions

= Days cash on hand
Cash and investments times 3085 divided by total operating expenses (not including depreciation and
amortizaion); measures the number of days an enterprise can cover its operating expenses using current
unresinicied cash and invesiments assuming no additional revenue is collected

= Debt ratio (%)
MNet funded debt divided by the sum of net fixed assets and net working capital

= Debt service coverage (x)
Met revenues divided by principal and interest requirements for the fiscal year

= Margin after debt service (%)
Met revenues less debt service costs divided by gross resenues and income (not including depreciation
and amaortization)

= Met fixed assets (§ 000)
Fizxed assets less accurmulated deprecialion

« Met funded debt (§ 000)
Long-term debt plus accrued interest payable less the balance in both the Debt Service Reserve Fund and
Debt Sence Fund

= Met working capital ($ 000)
Current assets minus current liabilites plus assets not devoted to debt serice—measure the funds
available for expansion, renewal and improvement to the enterprise. It is also a conservative measurement
of liquidity since it measures funds available after deducting fixed obligations

= Total power supply cost (c/MWh)
Sum of fized, vanable and purchased power costs divided by kilowatt hours of power sold
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Appendix 2: Key Rating Documents
Documents that Moody's uses in rating a public power electric utiity inchude:
= Threse years of financial statements.

= Atleast five years of financial projections

= [Integrated power resousce plan

= Risk management plan and polices.

= Core bond documents (resolutions and mdentures)

= Swap documents and policy, if applicable

= Five-year trend of power generation facility performance

= Power supply cost data
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LS. Public Power Electric Utilities
Appendix 3: Rating Definitions
U.S5. Municipal and Tax-Exempt Ratings

Mumnicipal Ratings are opinions of the investment quality of issuers and issues in the U5, municipal and tax-
exempt markets. As such, these ratings incorporate Moody's assessment of the default probabiity and loss
severity of these issuers and issues. The default and loss content fior Moody's municipal long-term rating
scale differs from Moody's general bong-term rating scale.

Municipal Long Term Rating Definitions

Aaa

|ssuers or issues rated Aaa demonsirate the strongest creditworthiness relaive to other U_S. municipal or tax-
exempt iSSUers O E5Ues.

Aa

|ssuers or issues rated Aa demonsirate very strong creditworthiness relative to other ULS. municipal or tax-
exempt iSSUers O ESUes.

A

Issuers or issues rated A present above-average creditworthiness relative to other ULS. or tax-exempt issuers
O [SSAES,

Baa

|ssuers or issues rated Baa represent average creditworthiness relative to other ULS. or tax-exempt issuers or
issues.

Ba

Issuers or issues rated Ba demonsirate below-average creditworthiness relative to other ULS. tax-exempt
IS5UETS OF IS5UeS.

B

Issuers or issues rated B demonsirate weak creditworthiness relative to other U_S. tax-exempt issuers or
is5Ues.

Caa

Issuers or issues rated Caa demonsirate very weak creditworthiness relative o other ULS. tax-exempt ssuers
OF ISEAES,

Ca

Issuers or issues rated Ca demonsirate extremely weak creditworthiness relative to other U_S. tax-exempt
ISSUErs or iSswes.

C
Issuers or issues rated C demonsirate the weakest creditworthiness relative to ofer ULS. tax-exempt issuers
OF iS510es.

Nate: Moody’s appends numencal modiiers 1, 2 and 3 i Bach genent rating category fOm A3 through C3a. Tha moditer 1
Inoicatos that the issuer or ohiigatien ranks in fe Aigher end of Its genaric categary: the modmer 2 ngicates 3 mid-range
raniing; and the modier 3 indicates a rEnking in Me ower end of thar genenc ratng category.

Emm u RaSng Meftodology ¥ Mocdy's LS. Publc Fimance - UL, Public Power Eleciric LitiSes
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Rating Methodology Moody's U.S. Public Finance

LS. Public Power Electric Utilities

Production Assockate

Author
Dan Aschenbach Cassina Brooks

& Coprrighs 2008, Mioody's inmvesions Senvice, Inc. andion iz Bcensors and affilsies Sogether, "GO0 ETL Al rights resenved. ALL INFORMATION CONTAINED
HEREM |3 PROTECTED BY SOPYRMEHT LAW AND NOME OF FUCH WFOREATION BAY BE COPIED OR OTHERWIIE REPRODUCED, REFACHADED,
FURTHER TRAKEMITTED, TRANIFERRED, (NESEMIMNATED, REDSETRIBUTED OR RE3OLD, OR ITORED FOR SUBBEGUENT UEE FOR ANY BUCH
PURFOZE. IH WHOLE DR IM FART, I ANY FORM OR HANNER OR BY ANY MEANE WHATEOEWER, EY ANY FEREOH WITHOUT BOO0Y'3 PRIDR
WRITTEN COMEENT. Al informabion contained hersin s obbined by BOD0YS from sources beliayed by B o be accursis and relabie. Because of he possiilEy of
human or mechanical eror as well 2 other Saciors. . SUCH an Is ded "as 5" wiout warranty of any Kind and MODOYE, In paricsiar, makes
no represesiation or wamanty, evpress oF impled, as o S accumcy, Emeiness, compisieness, merchaniabilty or Siness. for any parScsiar pUrpose of 2y Such
information. Linder no crcumstanoss shal MOODY"S kave any biily to any person o enSty for {a) any loss or damage In whols or In part caised by, resuling
from, or relaling 1o, 2Ry emor or ‘) or oiher oI = or confingency Within or ouEside Te confrol of BDODDY'S or any of s drecors, ofcers,
empioysss or agents in ConnecSon with the proc 1, coflection, complation, amalysis, pretation, o ation, pubicaion or defvery of any such
Information, or (&) amy direct, indieect, special, consequential, compensationy or Incidentsl darages whatsosver (NCuding withowt limitation, iost profis), even T
MODOT S & sdvised In achvance of S possibilly of such damages, resulting rom Fe use of or nahilly o wse, any such Information. The: oredE rmSngs and firencl
neporing anaiysis obsenatons, I any, corsituling part of the imkrmaton contaned herein are, and must be consirued solefy as, siabements of opinion and not
siafements of fact or ecommendations o purchese, =i or hold any seoribes, RO WARRANTY, EXPRESS OR BPLIED, A3 TD THE ACCURACY, TRAELINEES,
COMFLETENESE, MERCHANTABILITY OR FITHNESS FOR ANY PARTICULAR PURPOEE OF ANT BUCH RATING OR OTHER CFINION OR INFORIMATION 12
GHVEN DR MADE BY MDOOTE N ANY FORM OR MANNER WHATBOEVER. Each mating ar offer opinion must be weighed sclefy as one facor in amy nvestment
decizion made by or on hefail of any user of S Information contaired hersin, and each sach wser must accordingly make Bs owns sisdy and evakabon of esch
security and of sach issuer and guartior of, and sach provider of credl support for, each securky that it may consider purciasing, holding or sefing.

MOOOYS herety dscicses thet moest Sasaers of debi securites (inckading corporate and manicipal bonds, debeniures, nobes and commercial paper}: and
prefemed sinck raiedl by MOODYE Favve, prior o essigeement of any rafing, sgreed o pay io OO0 S for appraisal snd rming services rendered by B fess ranging
from §1,500 b approximately 52,400,000, Moody's Corpomation [MCO) snd B wiholly-owned oedit mafing agency subsidiany, Moody's Invessions Bervice (MIS], aiso
mainiain polices and pROCECUES 10 Bddress the independeno: of WES's malings and raling processes. informaSon reganding Cerlain aMiations that may evist
between direcors of OO and rated enifies, ond betwesn enties who hoid refings from 53 and have aso publicly repored o Swe BEC an owmership ingsr=st in
MICO of mor Fan 5%, b posizd snnualy on Moody's websibe at wwarmoodys.com under e heading “Eharehoicder Reiationrs — Corporate Gowemance — Direcior
and ErareSoider AN Eabon Pokcy.”

Roocdy’s ivvestors Sacvioe

A spel 2008 W FaSng MeStodoiogy @ Moody's LS. Pubic Firance - LS. Pubiic Power Eledric LtiSes
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Introduction

In Apml 2010 the American Public Power Association conducted its eighth “Governance Survey.” The
pupose of the smvey 15 to determmne the type of control local povernments exercize over publicly owned
electric systems. This report summanzes the survey data, presentmg information on the type of governng
and the authonties granted to ufility goverming bodies.

Crueshionnarres were mailed to almost 1,900 local publicly owned electric systems i the United States,
and 658 completed survey forms were returned to APPA Excloded from the survey are public power
systems, such as joint action agencies, that sell power promanly at wholesale Althongh 658 uhlifies
completed the survey, not all of the respondents answered every question.

Profile of Respondents

Since the composition of survey respondents 1s heawily weighted toward utilites with a relatively small
omnber of customers, most survey resulfs are presented by customer size class. As shown in Table 1, 86
percent of respondents serve less than 20,000 costomers, and the two largest customer size classes
account for the remaining 14 percent of respondents.

Table 1
Number of Respondents by Customer Size Class

Number of Percent of
Customer Size Class Responses All Respondents
Less than 5,000 Customers 408 62%
5,000 to 20,000 Costomers 161 24%
20,000 to 50,000 Customers 55 0%
Greater than 50,000 Customers 34 5%
TOTAL 658 100%

Mmety-three percent of respondents are mumcipally owned nhhiies. The other seven percent are state-
owned uhlhities or poliheal subdivisions, for example county-wnde uhlibes, public power disinicts or
public whity districts in Washmgton, Oregon and Nebraska, and imigation or uhbiy districts in Anwona
and Califormia.

The majority of respondents, or 5% percent, are governed by a city council, while the remaiming 41
percent are governed by an mdependent uhlity board. (The term “city commell” meludes simlar entihies
such a5 2 eounty council, town couneil, borough council or board of selectmen ) Resalts vary
sigmficantly when summamzed by customer size class as the smallest customer size class 1s the only one
m which the majonty of uhhiies are governed by a city couneil. Seventy-two percent of the respondents.
with less than 5,000 customsers are governed by city councils compared to onby 32 percent of respondents
with greater than 50,000 customers.

Independent uthty boards that are appomted are more than twice as comumon as whlity boards that are
elected However, all public ubhty districts and public power districts are governed by elected utility
boards. Virtually all city comneils are elected. Table 2 summanzes survey respondents by customer size
class and the by tvpe of governng body which exercizes pnimary control over the utility.

1
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Tahle 2
Type of Primary Governing Body
Number of Independent Uhlity Board
Customer Size Class Responses Elected Appomted City Council
Lass than 5000 Customers 408 5% 23% 2%
5,000 to 20,000 Castomers 151 0% 40% 40%
20,000 to 50,000 Customers 55 I3% 4% 33%
Greater than 50,000 Customers 34 24% 44% 3%
TOTAL 658 12% 29% 59%

City councils play a large part in determining the make-up of appointed utility boards as they either
appoint or approve the board in most cases. Fifty-nine percent of the boards are appointed by the mayor,
but 5 percent of the fime the mavor’s cholces must be approved by the ity couneil. The caty couneil
appoints the board jomtly with the mayor for six percent of the utilibes and on 1ts own for 27 percent of
the utlihes

Eighty-five percent of utilibes with independent whlity boards have esther residency or semvice temmtory
requurements for board members. These reqmre board members to be a resadent of the cityortobe a
customer of the ntility.

Independent whhty boards name their own chair m more than 20 percent of the cases, and this 1= true
whether or not the board 15 elected or appomted. In regard to cify councils, the mayor 15 the chair mm 68
percent of the cases, the city counell names 1is own chair m 22 percent of the cases, and m another mne
percent of the cases, the chanr is elected as chair in the general election. Table 3 summanzes ths
information.

Table 3
How Governing Body Chair is Named
Mayor Char Named m  Goverming Body Chair s
Type of Governine Body Lthe Charr  General Election = Names Chair Appointed
Elected Uhlity Board 1% 8% 21% 0%
Appointed Utility Board 2% {14 93% 5%
City Couneil 68% 9% 22% 1%

~
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Term Length of Governing Body

The average term length for povermng bodies 15 3.8 vears. Term lengths range from one to seven vears,
and nearly half of respondents report term lengths of four years. Almost all of the whlities reporting
governng body term lengthe of more than four years are poverned by independent utility boards. Table 4
shows, for each type of goverming body, the percent of respondents by length of governing body term

Tahle 4
Term Length of Primary Governing Body

Humber of 1to3 5 Years
Type of Governing Body of Besponses Years 4 Years or Maore
Independent Uity Board 266 29% 2% 44%
City Couneil in 3™ 63% 0%

Term Limit: on Governing Body

Omnby 11 percent of electric whlihes” govermng bodies are subject to term lmts. Restnctions range from
one to five terms, with two terms reported as the linut 67 percent of the fime Responses vaned
sigmficantly by customer size class, with nhlifies in the larpest classes most hkely to have term lmis
apphed to the governing body. Table 5 summanzes term homits by customer size class.

Tahle 5
Term Limits on Governing Bodies
MNumber of Percent With Temm Linuts
Customer Size Class Responses o Governinz Body
Less than 5,000 Customers 408 4%
5,000 to 20,000 Castomers 151 19%%
20,000 to 50,000 Customers 55 20%
Greater than 50,000 Customers 34 4T%
TOTAL 658 11%

Citizens Advizory Commities

Eleven percent of respondents reported that there 1= a crhzens advisory committes or board that serves n
an advisory capacity to the poverning body. Utlihes governed by city councils are more likely than those
governed by mdependent uwhlity boards to have a crhizens advisory board: 16 percent of respondent=
governed by a city council reported having a eitizens advisory board, as compared to 4 percent of
respondents governed by an mdependent utihity board.

The meidence of electric uhlities with a cifizens advisory board increases by customer size class, with the
percent ranging from 7 percent of respondents m the Less than 5 000 Customers size class to 38 percent
of respondents m the Greater than 50,000 Customers size class.
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Compenzation of Governing Body AMembers

Orverall, 86 percent of uiility poverning bodies are pard. Approsimately 38 percent of city councils are
pad, and this result 15 consistent across all customer size classes. Elected mdependent uhlity boards are
paid 1n 83 percent of the cases. There 1= some vanation in results by costomer size class; for example, all
respondents mn the Greater than 50,000 Customers class report that their boards are paud. For appointed
ublity boards, smaller uhilrhes are more hikely to have paid boards than are larger utihties: 89 percent of
utilihes m the smallest customer size class report that the nhility board 15 paid, compared to 67 percent of
utilibies i the largest customer class.

Survey respondents reported compensation data on etther an annual, monthly or per meeting basis, and
all responses were converted to an anmmal average. Table 6 shows the median compensation for each type
of povermng body and customer size elass. (The median amount represents the muddle observation: half
of the respondents reported a igher amount, and balf reported a lower amount than the median ) Median
compensation Increases as customer size class mereases, with the excephion of elected independent uhility
boards. The highest median compensation in this category 15 the 20,000 to 50,000 Customers class which
15 dominated by Washmgton public whlity districts.

Table 6
Median Annual Compenzation of Governing Body Members
(Mumber of Responses m Parentheses)

Tnd et Utility Board
Customer Size Class Elected Appointed City Council
Less than 5.000 Customers $2450 (14 § 900 (75 3 L300 (2M)
3,000 to 20,000 Customers 4,800 (24) LB0O (34 5400  (3H
20,000 to 50,000 Customers 21,600 (14) 2400 (13} 7200 (13)
Greater than 50,000 Customers 12730 (8) 2400 (10% 0243 (10
TOTAL $£5700 (60) § 1200 (152) §$ 2400 (301)

Survey respondents were asked whether goverming board members were ehgible for evther the city’s or
ublity’s medical benefit plans. Twenty-six percent of uhillities with independent uhlity boards and 20
percent of ntilifies with prmary oversight from the city council have governing bodies that are ehzible
for emploves benefit plans. The results differ sigmaficantly by costomer class, wath 11 percent of
respondents in the Less than 5,000 Customer class offenng medical benefits, nsing to 68 percent of
respondents in the Greater than 50 000 Cuestomer class.

Survey respondents were also asked whether sovermng board members were ehgble for retirement
benefit plans. Fourteen percent of utilihes with independent uhhity boards and 21 percent of utibties
governed by a city couneil have poverming bodies that are ehizible for retirement benefit plans. Seventesn
percent of respondents in the two smaller customer classes have governing bodies that are ehzible for
retirement benefits; m contrast, 29 percent of respondents m the two larger customer classes have
governing bodies that are elizible for these benefits.

HMote that the survey asked only about elimbility for either medical or retirement benefits. I did mot ask
who was responsible for payving for the benefit plans, the city/utility or the governing board member.
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Authority of Governing Body

Survey respondents were asked to mdicate whech govermng body or individual has final approval for
eight specific achons: setting retail elecine rates, approving the whlity budget, sethng salanes of key
utility officials, 1ssuing long-term bonds, making finranmal myvestments for the electne nhility, approving
purchased power contracts, exercising the night of enunent domain, and inng and finng nhbity
personnel. Except for the last funchon — hinng and finng — the authonty for these funchons
overwhelmngly resides with the city couneil for whlifies vnder city council control  However, for
utilities under the control of an independent ufility board, the results are more mixed Whale the
mdependent uhlity board has muthority for 2 majonty of whlites for seven out of the sipht fimetions, the
city council — esther on its own or jointly with the utbiy board — retains authonty for a sigmficant
mumber of ntlihes

The following descnphons and tables summanze the dismbution of authonty under mdependent whlity
boards as the primary governing body and under city councils as the promary governmg body.

Indspendent Ukility Board az Primary Governing Body

Approcamately 270 ufilities report that an mmdependent ufility board 15 therr primary governing body. A
majorty of these uhlites list the independant nhihity board as retainmg final authonty for all of the eight
functions except for 1ssuing long-term bonds=. Uity boards are most likely to have final approval over
sething salanes of key unility officials, approving whlity budgzets, approving purchased power contracts
and making financial mvestments. Boards are least bikely to have final approval over 1ssmng long-term
bonds and exercismg the nght of emument domain.

Table 7 summanzes the resulfs by customer size class. For each of the eight finctions, the table shows

the percent of responses indicating power of final approval for (1) the mdependent whility board (2) the
city council and (3) other entifies.

Most of the *“Other” responses shown m Table 7 indicate jomt authonty between the nhbity board and the
city council. Excephions include the authonty to make fimaneial mvestments for the uhhity, which often
resides with the financial director, city or fown treasurer or general manager, and authonty to hire and
fire, which typically resides with the peneral manager of the whlity or the city manager. In addibon,
authonty to set retail rates can reside with the state pubhic uhility commission, or with the Temnesses
Valley Authonty, in the case of TVA distnbution systems. For some small systems (mamly m
Massachusetts) a town meeting provides the final authonty to 155ue long-term debt and to exercise
emment domaimn.

There are differences when companzons are made by customer size class, but the same peneral pattern
remains. Larger percentapges of utthties report that the independent whhty board has final approval over
salames, budgets, financial myvestments and purchased power contracts, and smaller percentages report
that the board has approval over issmng long-term bonds and exercismmg the nght of eminent domam.
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Tahble 7
Exercize of Specific Authorities for Utilities with Independent Tdlity Boards
as the Primary Governing Body

Authonfies

Less than 5,000 Customers
Set retail electhnie rates
Approve uhlity budget
Set salanes of key uhhiy officials
Iszue long-term bonds
Make financial investments for whhity
Approve purchased power confracts
Exercise nght of eminent domain
Hire and fire utility personnal

5,000 to 20,000 Customers
Set retail elecine rates
Approve utibty budget
Set salanes of key uwtility officials
Iszue long-term bonds
Approve purchased power contracts
Exercise right of emunent domain
Hure and fire uhlity personnel

20,000 to 50,000 Customers
Set retail elecinic rates
Approve unlity budget
Set salanies of key uhhity officials
Issue long-term bonds
Make finanecial investments for whibity
Approve purchased power confracts
Exercize nght of enunent domain
Hire and fire uhlity personnel

Greater than 50,000 Customers
Set retail electnc rates
Approve uhbty budget
Set salanies of key uwhlity officials
Iszue long-term bonds
Make financial imvestments for whlity
Approve purchased power confracts
Exercise right of eminent domain
Hire and fire uhlity personnel
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10% 14%
13% 6%
13% 5%
3% 13%
11% 11%
12% 8%
41% 10%
9% 14%
15% 15%
13% 1%
% 3%
52% 10 %
% 14%
13% &%
T 11%
% 28%
14% £%
19% 3%
14%% 3%
4% 3%
6% 20%
% 17%
4% 5%
6% 3%
7% 8%
26% 4%
9% 0%
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City Council as Primary Governing Body

Apprommately 380 whlities report that the city coumeil 1s thewr primary goverming body. For all customer
size classes combined, 9 percent or more of these ntlhes indicate that the city couneil has final
approval for six of the eight functions suwrveyed. The two exceptions are making financial myvestments for
city council for the majornty of respondents, but an ndridual controls these decisions m many other
cases. The city treasurer, city manager, financial director, or other whlity staff ave the mndniduals most
often listed as making finanecial mvestments, while the nhlity zeneral manager or the city manaper most
often have final hiring and finng authority.

The “Other” category 15 of sipnificant size for two additional fimehons: seting retal rates and sethng
salanes. State whlity commmussion authonty makes up the largest part of the “Other” category for sethng
retail rates, and the city manager (or other oty admimstrator) s the “Other™ category for sethng salanes.

There are differences in the city council”s authonty when compansons are made between customer size
clazzes. For example, the smallest customer size elass is the onky one for which the eity couneil
mamtains authorty for hinng and finng for the majonty of systems. In addiion, city councils have final
approval over salanes and makmg financial investments for a smaller percentage of whhihes in the larger
customer size classes.

Table 8 summanres the results by customer size class. For each of the axght fonchons the table shows

the momber of responses and the percent of responses mdicating power of final approval for (1) the city
counci] and () other entihies.

Governance Alternatives
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Tahle 8
Exercize of Specific Authorities for Utilities with City Council: az the Primary Governing Body

Authonties

Less than 5,000 Customers
Set retail elecinc rates
Approve unlity budget
Set salanies of key uwhhity officials
Issue long-term bonds
Make finanecial investments for whibity
Approve purchased power confracts
Exercize nght of emunent domam
Hire and fire uhlity personnel

5,000 to 20,000 Costomers
Set retail electnic rates
Approve uhbty budget
Set salanies of key utihity officials
Iszue long-term bonds
Make financial mvestments for whbity
Approve purchased power confracts
Exercise nght of emiment domam
Hire and fire uhlity personnel

20,0040 to 50,000 Customers
Set retail electnc rates
Approve utibity budget
Set zalaries of key uwhlity officials
Iszue long-term bonds
Approve purehased power confracts
Exercise right of eminent domain
Hire and fire uhlity personnel

Greater than 50,000 Customers
Set retail electne rates
Approve utlity budget
Set salanes of key whhiy officials
Iszue long-term bonds
Make financial investments for whbhity
Approve purchased power confracts
Exercise nght of eminent domain
Hire and fire utility personnel

Tab 1: Governance Models

Mumber of City

Responses Council Crther
285 90% 10%%
286 909 1%
283 93% T4
283 9T 3%
285 91% e
286 9% 3%
280 98% %
282 T3% 2T%
&0 90% 1%
60 9T 3%
60 % 13%
&0 9% 3%
509 T1% 208
&0 90% 1%
509 98% %
59 31% 69%
18 100% 0%
18 100% 0%
18 67% 33%
18 100% 0%
18 61% 3%
18 T8% 2%
18 94% 6%
17 18% 8%
11 100% 0%
11 100% %
11 T3% 2T
11 91% e
11 45% 55%
11 B9 18%
11 100% 0%
11 18% 82%
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Tab 1: Governance Models

Referenda

Tables 9 and 10 present mformation on actions requred to 155ue bonds and to sell the whbity system.
Seventeen percent of respondent uhlihes require a voter referendum to 15sne bonds, and smaller systems
are more likely than larpe utihities to require a referendum.

Tahle 9

Referendum Required to Izmue Revenue Bond:
Mumber of Vater

Customer Size Class Responses Eeferendum
Less than 5,000 Customers 408 23%
5,000 to 20,000 Castomers 161 9%
20,000 to 50,000 Customers 55 T
Greater than 50,000 Customers 34 3%
TOTAL 658 17%

Forty-four percent of uhlities requre 2 voter referendum to sell the utility system, and larger uhlihes are
more hkely than smaller whhties to require a voter referendum. Of those requinng a referendum 78
percent need the approval of a suimple majonty to sell the whbity, and 22% require a supermajonty.

Fiftv-seven percent of uhilifies requre a vote of the goverming body to sell the uthity, and smaller utilifies
are more hikely to require a vote than larger uhlihes. Of those requinng a vote by the governing body,
£2% require a somple majonty of the vote and 1 8% require a supermajornty.

Tahble 10
Action Required to Sell the Utility

Vote of the

Humber of Voter Goverming
Customer Size Class Eesponses Feforendum Body
Lass than 5,000 Customers 408 39% 62%
5,000 to 20,000 Castomers 161 49% 50%
20,000 to 50,000 Customers 55 56% 51%
Greater than 50,000 Customers 34 50% 38%
TOTAL 658 44% 57%

Aggregation of Demand Response

Utilifies were asked if their regulatory body had passed an ordinance concerming the agereganon of
demand response for sale to the wholesale power market. Eleven percent of ufiliies have passed such an
ordinance. Most of these whlifies are n the two smallest customer size classes.

Governance Alternatives
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Payments in Lieu of Taxes

Seventy-four percent of survey respondents make payments 1 leu of taxes to thew state or local
govermments. (Payments m hen of taxes may be called by a different name. such as tax equivalents or
transfers to the peneral fund ) Results differ by customer size class, as only 69 percent of uhlities m the
smallest customer size class make payments 1n hen of taxes, compared to over 75 percent of the nhhifies
in the three largest classes. Fightyv-two percent of whlihies with mmdependent boards make payments
compared o 69 percent of uhilities governed by city councils. Table 11 shows, by customer class, the
percent of respondents that make payments in lien of taxes.

Table 11
Utilities that Make Payments in Lien of Taxes

MNumber of Percent that
Customer Size Class Responses Make Payment=
Less than 5,000 Customers 408 6%
5,000 to 20,000 Customers 161 6%
20,000 to 50,000 Customers 55 T6%
Greater than 50,000 Customers M 88%
TOTAL 658 T4%

Of the uhlities that make pavments in heu of taxes, 63 percent use a formula to determine the amount.
Utlshes m the smallest customer size class are least hkely to use a formmla, while nhhifies in the largest
classes are the most hkely to use a formmla. Seventy-six percent of whlities under the control of a whility
board use a formmula to determine the amount of payments m heu of taxes, compared to only 53 percent of
ublihes umder the control of a city councal. Table 12 shows, by size and poverning body tyvpe, the percent
of uhlities that wse a formmla fo determine the amount of payments in lien of taxes.

Tahble 12
Percent of Utilides Making Payment: in Lieu of Taxes
that Use a Formula o Determine the Amouni
(Mumber of Responses m Parentheses)

Ponmary Govermm.
Customer Size Class Utility Board City Council Total
Leazs than 5,000 Customers 63% (96} 43% (188 50% (2800
5,000 to 20,000 Castomers 4% (83) 69% (55) T8% (138
20,000 to 50,000 Customers BE% (25) B8% LN 88% 42y
Greater than 50,000 Customers 0% (207 B0% (107 8% (30
TOTAL T6% (224 53% (266) 63%  (490)

(More detailed mformation on payments m hen of taxes and other payvment= and contnbutions 15

available in APPA’s senes of reports, Payments and Contributions By Public Power Diztribution

Systems To State and Local Government. The reports mmclude data on the amount and tvpe of payments

and connbutions, summanes by customer size class and region, and compansons with mvestor-owned
s

14
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Utility Service to Customers Outside of Municipal Boundaries

The public power systems that completed APPA’s swrvey include both mumicipally owned wilihes and
other pohtical subdivisions — such as state-owned uhhbes, public power distnets, pubhe uhhity distncts,
and mumicipal utibity districts — that provide electric service. Of the 658 respondents, 613 or 93 percent
are mumicipally owned utibites, and these uthiies are the basis for information provided about serace to
customers putside of the pnmeipahity’s boumdanes. Soxdty-four percent of respondents from mmmapally
owned utihties — or a total of 393 systems — serve at least some customers located outside the
mumicrpality’s boumdanies.

Utilifies that served costomers outside of the mumicipality’s boundanes were asked to estimate the
percent of customers cutside of the boundaries. Table 13 shows that 55 percent of these whlihes serve a
relatively small number of customers — five percent or less — outside of the boundanies. At the other
extreme, nearly a quarter of the whhiies reported that more than 20 percent of thewr customers are cutside
of the mumicipal boundanes.

Tahble 13
Percent of Customers Ouiside Municipal Boundaries
{Some uhilities did not respond to this question)

Percent of Customers that are MNumber of Percent with Customers
Dl Maciciial Bosnd Utilitie R y Outside of B i
One Percent or Less 107 0%

More than One and Up to Frve Percent E8 25%

More than Five and Up to Ten Percent 47 13%

More than Ten and Up to Twenty Percent 31 e

More than Twenty Percent 83 231%
TOTAL 356 100%

The 393 uhlihies were asked about the relabonship betwreen the uwhhify and the customers located outside
of the mumicipahty. Two percent of these uhiliies mclude on the poverning body a representative for
customers outside the mumcipahty, and 14 percent make payments mn heu of taxes to junsdichions
outzide the mumicipal boundanes. The pattern 15 the same for both actions: larger uhlihes and uhlihes
with independent utility boards are the most hkely to have a govermng body representative for customers
outside the mumicipality and are most Likely to make payments to jurisdichions cutside the municpal
boundanies. (Seetables 14-A and 14-B.)

11
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Table 14-A
Utilities that Serve Customers Outside Municipal Boundaries
MNumber that Governng Body Utihty Makes Payments
Serve Ouiside Inchodes a Bepresentatve m Lien of Taxes to
Customer Size Class Boundanes From Cutside Mumcipality — Outside Junsdichons
Lezs than 5,000 Customers 245 1% £%
5,000 to 20,000 Costomers 101 4% 16%
20,000 to 50,000 Customers 30 3% 43%
Greater than 50,000 Customer s 17 12% 29%
Total 393 2% 14%
Table 14-B
Mumber that Governing Body Utility Makes Paymenis
Serve Chitsade Inchodes a Bepresentative m Lieu of Taxes to
Tipe of Coverinz Body Eoundanes Eom Outade Mupcpaliy  Ouinde Tunsdictions
Independent Utility Board 164 5 24%
City Coumenl 229 0% ™%
Total 393 2% 14%

Fimally, the 6§13 mumcipal electne utilines were asked which other nhlity services are provided by the
mumcipal povernment. A= shown in Table 15 below, water and sewer are the most common whlty

services provided by the mumicipal government.

Table 15
Other Unility Services Provided by the Municipal Government

HNumber that Parcent of Mumecipal
Utility Senvice Provide Service Electne Utility Respondents
Gas 97 16%
Water 564 9%
Sewer 518 5%
Wastewater 418 68%
Cable TV 38 6%
Cther 125 20%

Bespondents meluded services such as garbage, telecommmunications, Infernet, samtation, and storm
water m the “other” category.

12
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Appendix H: Comparison of Alternative Governance Structures

COMPARISON OF ALTERNATIVE FORMS FOR COLORADO SPRINGS UTILITIES ‘

District

Cooperative

Authority

Public Corporation

CRS 8§ 32-1-101, et seq.

CRS § 40-9.5-101 to 306
& CRS § 7-55-101 to
121.

agreement pursuant to
CRS §§ 29-1-201 to
204.2 & 31-35-402 to
417.

Governing Board elected by residents Board elected by Board created under Board of directors

Board of district. members of cooperative. | intergovernmental created by statute.
agreement.

Authorization | Powers authorized under Powers authorized under | Intergovernmental Organized pursuant to

statute.

Restrictions

Approval of service
plan by board of county
commissioners of each
county which has
territory in the district;
Petition signed by at
least 200 taxpaying
residents of district; and
Public Election.

» Unable to provide
electric, natural gas and
street light services.

» Ability to serve outside
of district and within
another water/sewer
district only upon

consent of other district.

» Violates existing bond
covenants, so must
obtain financing to
satisfy existing bonds.

» Must negotiate and
enter into new
agreements with
vendors, licensors and
contractors if not
assignable.

affirmatively join
cooperative before
service may be
provided.

» Restricted to
providing electric
services under CRS §
40-9.5-101. May be
able to form
cooperative to
provide water,
wastewater, gas, and
street light services
under CRS § 7-55-
107, however, we are
not aware of an
instance where this
has been done.

» Cannot provide
service outside of
service territory
under CRS § 40-9.5-
101.

» Violates existing
bond covenants, so
must obtain financing
to satisfy existing
bonds.

» Tax exempt financing
unavailable.

» Must negotiate and
enter into new
agreements with
vendors, licensors
and contractors if not
assignable.

with another city or
town which is
authorized to provide
contemplated
services.

» Violates existing
bond covenants, so
must obtain financing
to satisfy existing
bonds.

» Must negotiate and
enter into new
agreements with
vendors, licensors
and contractors if not
assignable.

Powers Provide water and Provide electric services Provide electric, water Provide services in
wastewater services inside inside service territory and wastewater services. | accordance with statute.
district and to property pursuant to CRS § 40-
outside of district which is 9.5-101.
not within the territory of
another special district.

Limitations/ » Formation requires: » Customers must » Required to partner » Passage of enabling

statute is a pre-
requisite.

» Corporate form
rather than citizen-
owned.

» Violates existing
bond covenants, so
must obtain
financing to satisfy
existing bonds.

» Must negotiate and
enter into new
agreements with
vendors, licensors
and contractors if not
assignable.

Governance Alternatives
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Managing Public Utilities:

The American Way

Abstract:

This paper examines how local decision makers perceive the governance structures of publicly-owned
utilities. The goal is to increase performance through improved public awareness, incentives, and
transparency—but it is necessary to understand how managers view threats and opportunities presented by
the external environment. Following a review of the theory on local governance, the study describes the
current regulatory framework. A state-wide survey of Florida municipal utilities was developed to identify
the potential sources of tension between managers and politicians. The responses from the survey were
supplemented by interviews with managers, enabling the authors to determine good practices of local
governance, including the de-politicization of the decision making processes affecting utility operations and
managerial attention to sustainable approaches to funding infrastructure. Nevertheless, it is important that
cities decrease their dependency on utilities revenue and that existing regulatory structures begin to play a
more proactive role in protecting the public interest.

Keywords: Florida; local governance; public ownership; public utilities.

Introduction

The important role of utility services for social welfare is well acknowledged. To be sure, the concept of
“services of general interest” [COM(2004) 374], usually employed within the European Union to refer to essential
services subjected to specific public-service obligations, also finds its counterpart in the United States (Defeuilley
1999). In particular, the availability of affordable utility services (services of general economic interest) with an
acceptable quality is a legal (and social) requirement in both jurisdictions (Clifton, Comin and Diaz-Fuentes 2005).
In Europe, the recent transference of general-interest services to local governments, driven by the subsidiarity
principle (taking decisions as closely as possible to the citizens), has been broadly documented (Devas and Delay
2006; Sorens 2009). In the U.S., on the other hand, in addition to providing water, sewage, energy, urban transport

and waste services, cities are also responsible for many other types of services. In fact, even the smallest U.S. cities



Tab 1: Governance Models

can provide services to which the majority of municipalities in Europe are traditionally not familiar with (e.g.
energy, communications and police services). The broad range of competencies required for technologically
sophisticated services and the growing budget restrictions facing local governments pose an important challenge to
local decision makers in the U.S. and EU: how to constrain costs while meeting public-service obligations.

Utility services are particularly problematic because they involve large investment outlays in specialized
infrastructure; quite often, local governments struggle with the economic sustainability of the systems (Chong
2006). Furthermore, pressures towards resource conservation and environmental awareness represent new
challenges to utility managers around the globe. Achieving economic and environmental sustainability in the future
will require new thinking and new policy approaches. We know that organizations matter (Menard 1996) and that
governance structures “must arise for some reason” (Arrow 1999, vii). Hence, to cope with these requirements it is
important that local political leaders make thoughtful choices regarding the appropriate governance models for the
utilities—if performance is to be a priority. Several options lay before local decision makers: (1) Whether to keep
production entirely in-house (direct provision) or to allocate service-provision to a separate entity (indirect
provision); (2) Whether to have public production or private production—a classic problem for local governments.
The goal of this paper is to identify trends in utility governance in the U.S. To keep the focus manageable, the study
examines Florida utilities, how their managers view performance incentives, oversight processes, funds transfers,
and operations of the utilities. These topics present challenges for politicians and managers everywhere, so the cases
contribute to the literature on local governance.

Although there are many models for utility service provision, there is little consensus among practitioners
and academics on what specific model is optimal for particular situations (and what criteria might be used to
evaluate those models). Furthermore, local history matters: each municipality has its own unique way of managing
utilities. Nevertheless, it is possible to categorize governance patterns that contribute to good performance (related to
containing costs, meeting service quality standards, and promoting access to essential services). To address these
issues, this study uses Florida public utilities to illustrate U.S. approaches to the provision of fair and efficient
services. To complement the empirical survey (and to improve its design), practitioners were involved throughout
the study process.

Analysts understand the importance of “craft[ing] governance structures that are better attuned to their

exchange needs” (Williamson 2002, 172). In recognition of this point, the paper begins by surveying the theory that



Tab 1: Governance Models

frames the governance and production of local public services. Of course, if the environment where the utilities
operate changes, the optimal governance models might change as well; thus, this paper also outlines the “rules of the
game” of U.S. municipal utilities. Utility governance is a highly complex subject, raising issues of law, economics,
political science, accounting, finance, and engineering; therefore the topic is best addressed from an interdisciplinary
perspective. Ultimately, this paper sheds light on the sources of tension between utility managers and elected city
officials and on the structures in place to separate managerial decision-making from political interference.

This study is organized as follows. Section two reviews some theoretical considerations regarding the
organization of local governments and surveys several empirical studies whose results have implications our
analysis. In section three we present the framework characterizing U.S. local administration, including the
regulatory environment facing municipal utilities. Then section four summarizes the analysis of data gathered from a

sample of thirty-one Florida utilities. Concluding remarks are provided in section five.

What do we know from Theory?

Utility services can be provided directly by the municipality (in-house production), or indirectly through
delegation to other (separate) structures. Typically, the choice is completely at the discretion of local governments.
If a municipality chooses to produce the services itself, it can still establish a simple municipal department or it can
create a structure with some degree of financial and administrative autonomy; in principle, neither of these two
models involve a corporate entity (the municipality is solely liable in the event of a problem), however the latter has
separate accounting. If, on the other hand, a municipality chooses to produce the services through an autonomous
entity, the array of options deepens. Figure 1 displays the various alternatives of local governments. The two most
common models of indirect provision of local infrastructure services are the public (municipal) company and the
private (concessionary) company.? In the former, the municipality is the owner of the company while the latter is an
investor-owned enterprise. Occasionally, another “hybrid” mode of provision has emerged in Europe, mainly in
Spain (Bel and Fageda 2010), Italy (Bognetti and Robotti 2007) and Germany (Oelmann et al. 2009), and in several
countries in South America (Marin 2009); mixed (municipal) companies are institutionalized public-private
partnerships (iPPP) where the public and private partners are equity owners; generally, the municipalities retain the

dominant influence over the company.
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Figure 1 — Menu of governance models

The process of moving from direct provision to public indirect provision is usually labeled corporatization.®
Moving from public provision (direct or indirect) to indirect private provision is called privatization. While the
benefits and drawbacks of privatization continue to be debated, the empirical evidence on the effects of
corporatization is also mixed. Indeed, despite some reports stating that the corporatization of services can result in
higher cost-efficiency and an increase in output, revenues, and employee productivity (Bilodeau, Laurin and Vining
2007), there is also evidence that moving from municipal services with autonomy to municipal companies may
result in a lower productivity (Cruz and Marques 2009).

The corporatization of utility services is also related to municipal interventionism; theoretically, the higher
the degree of corporatization (moving from left to right in figure 1), the lower the involvement of local governments
in the management of the utilities. At least in formal terms, the governance structures should be crafted in this
fashion, since the more entrepreneurial approach towards utility management (higher efficiency, flexibility and
accountability) requires a different relationship to elected officials (a notion of a freer market, with more rules). This
process is usually associated with several tools that emerged from the (now unfashionable, Christensen and Lagreid
2007) New Public Management ideas, including performance-based contracts, binding the utilities (and/or utility
managers) and the municipalities.

From a different standpoint, one can examine the relationship between municipalities and utilities “through

the lens of contract” (Williamson 2010, 673). Indeed, the bond linking utilities and municipalities depends on the
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sense of trust established between the parties; the relationship can be characterized by a more transactional (un-
cooperative) or relational (cooperative) type of contract (Reeves 2008). However, the utilities industry usually
reflects uncertainty, a high degree of asset specificity and frequent transactions; and these are the three conditions
that might make classical (and even neo-classical) contracting less effective, thus supporting a switch towards more
flexible arrangements in line with relational contracting (Macneil 1978, Williamson 1979).

Each mode of governance (bureaus, firms, hybrids and markets) has its strengths and weaknesses
(Williamson 2002). In short, one can say that markets are bounded by stronger incentives for efficiency, but
hierarchies respond better when there is a need for coordinated adaptations (Williamson 1975). Hence, as asset
specificity deepens (and uncertainty increase), vertical integration could become more attractive. Some empirical
results demonstrate the presence of “economies of vertical integration” in the utilities industry (e.g., in the electricity
sector, see Fetz and Filippini 2010 and, in the water sector, see Urakami 2007). Furthermore, the multi-utility
strategy characterizes many U.S. cities. Some studies find economies of scope in the utilities industry (Piacenza and
Vannoni 2004); however, other studies find the opposite (Stone & Webster Consultants 2004). In addition,
combining several services within the same operating unit poses important challenges to the measurement of the
services’ performance (Torres and Morrison 2006). Of course, these are severely complex issues where, since scale
economies are finite (Marques and Witte 2010), the size of the firms also plays a role. Nevertheless, a case by case
approach makes the best sense, given the complex roles played by customer density, income levels, topology,
geography, and history.

To craft the optimal governance structure for each particular case is beyond the scope of this study.
Nevertheless, it is possible to improve our understanding of the factors allowing for each governance structure to
function better. Other legal and institutional contexts can shed light on performance determinants and enhance

policy discussions within the EU.

Local Government in the United States

To better appreciate the reasoning of municipal authorities in aligning incentives and creating governance
structures that fit their needs, one has to understand the rules of the game (the political economy of local
government). In this section we discuss the local administration framework in the U.S. and the features of utility

governance, giving special emphasis to the case of Florida (the proxy in our analysis).
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Administrative Bodies and Regulatory Agencies

As Thomas and Marando (1981, 51) state, “the right of self-government is important to the very foundation
of the American system of government”. Indeed, although there is no reference to local governments in the U.S.
Constitution, in practice there are three levels of government: national, state and local (counties and cities). In
Florida, city or county commissioners or council members are generally selected via non-partisan elections
(especially at the city level). Candidates run for each position individually and in different time frames (usually
elected local officials serve terms that range from two to four years, sometimes with term limits). Hence, the elected
team of officials with the responsibility for regulating the activities of utilities might suffer considerable changes
over the years. Furthermore, the Council/Manager form of government is frequently used in municipalities; with this
framework, elected officials make policy decisions while the city staff, led by the City Manager, has the
responsibility for implementing these decisions.

States include a number of cities and counties. Each state has one regulatory agency for utilities (Littlechild
2009a); in Florida this entity is called the Public Service Commission (PSC) and, as in the majority of the states (37
of them), commissioners are appointed by the governor (in some of those states they are appointed by the legislature
and in most cases the legislature at least has to approve a governor’s appointment). These commissions have the
mission to ensure that every customer has access to safe, reliable and affordable services while allowing the utilities
to earn a fair return on investment, promoting the overall public interest. Generally, commissions oversee regulated
utilities through certification, regulation of rates and services, dispute resolution, and consumer protection services
(FPSC 2010). They carry out quasi-legislative and quasi-judicial functions when performing the duties assigned to
them by statute. However, the PSC’s regulatory authority is limited, as it only has fully rate base/economic
regulation power over investor-owned utilities. Hence, regarding publicly-owned utilities, the PSC’s activity mainly
encompasses the monitoring of safety and reliability issues.

The responsibilities of the Florida Department of Environmental Protection (DEP) encompass the
supervision of all environmental aspects of utility management. Thus, this entity performs “light regulation” over
water, wastewater and urban waste services mainly regarding the quality of service (and also safety, environmental
sustainability, among others). The DEP also supervises the five Water Management Districts (WMDs) in Florida;

these entities are responsible for managing groundwater and surface water resources. They have power to issue
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permits for water withdrawals and the responsibility to buy land to preserve or restore water resources. In the energy
sector, in addition to the Florida PSC, the main actors are the Federal Energy Regulatory Commission (FERC), the
North American Electric Reliability Corporation (NERC) and the Florida Reliability Coordination Council (FRCC)
which reports back to NERC. Again, the major concern of these entities is the quality of service and, in the case of
FERC, the inter-state transmission. Electricity services receive a great deal of attention by all stakeholders involved
and, as shall be seen, the decision to produce these services internally has important ramifications for governance.

At first glance, it seems that cities do not want to risk their monopolistic “gold mine”; so they oppose economic
regulation by non-local agencies. Some utilities might not be fully regulated because they are under a revenue
threshold or have a statutory right to be exempted (like publicly-owned local utilities and cooperative utilities in
Florida). Furthermore, some utilities can avoid economic regulation for public interest reasons (RCA 2009).
However, it is unclear why state commissions would not proactively benchmark and publicize the performance
results for all utilities operating in the state (including municipal and non-regulated utilities):* for instance, in
Portugal, the sector-specific regulator for the environment carries a “sunshine regulation” including publicly and

investor-owned utilities (ERSAR 2009).

Trends in the Utilities Industry

In the U.S., the governance models of publicly-owned utilities (traditionally called municipal utilities) are
not labeled as easily as presented in figure 1. In fact, the utilities observed in Florida often present variations of
those “pure models”. We identified three different types of utility governance in Florida. In Type | schemes, utility
services are provided by a department under the City Manager; however, the utility still has a designated top-
manager (usually called Assistant City Manager) and it usually retains some degree of autonomy (being similar with
the pure mode of “municipal services with autonomy”). Type Il utilities are separate entities that answer directly to
the city council or city commission. In this model, the elected officials determine policies and the utility managers
implement them; usually there is no difference between utility employees and city employees. Thus, such utilities
have a governance structure standing somewhere between the “municipal services with autonomy” and the
“municipal company” pure models. Finally, Type Ill utilities are the ones that resemble the “municipal company”
model; the utility top-manager (CEO or General Manager) does not interact directly with city officials but rather

with an independent commission (local Utility Authority) composed of specialists or citizens with broad public
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experience. Usually, the city mayor chairs this commission although he is not allowed to vote. Figure 2 illustrates
these three different governance schemes. Of course, variations might occur; for instance, for the Type | model,
sometimes there is a separate department for utilities; other times they are within the public works department or

engineering department.
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Figure 2 — Governance structures of publicly-owned utilities in Florida

While in continental Europe, electricity services are now mostly relatively centralized (corresponding to a
state level in America) in the U.S. local governments are in charge of franchised areas. In Florida, usually Type Il
and Type 111 entities are electric utilities or multi-utilities also providing energy services.” On the other hand, if
energy services are outsourced or provided by single-purpose structure, typically the remaining services (e.g. water
and wastewater) are produced by a Type | utility. Florida also has some not-for-profit cooperatives operating in the
electricity sector (like Seminole Electric Cooperative) and in the water sector (like Bonita Springs Ultilities),
however these completely different governance schemes are the exception rather than the rule. Finally, it is also
worth mentioning that usually Florida counties are only responsible for providing utility services in non-
incorporated areas (and frequently they outsource the task to cities); however there are special cases where a county
provides for the whole territory, including cities (as in the case of Miami-Dade County).

In Europe, the principles of “polluter-payer” and “user-payer” apply to infrastructure (Hrovatin and Bailey
2001); however, it is not unusual to have utility rates lower than the actual unit costs of the services (arguably, for

political reasons). In the U.S., subsidies from local governments are not feasible (mainly due to the influence of the
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capital markets); in fact, utility services are quite a source of revenue for local governments. Perhaps this is the
reason that makes urban transportation and urban waste services (unprofitable) different in the way utility services
are organized. Although the multi-utility structure is a common organizational form in Florida and corporatization
characterizes larger utilities, these two services are generally operated separately (e.g. waste services are usually a
function of the public works department).

Vertical integration is very common in the utilities in Florida; however it is usual to see small cities
purchasing electricity from investor-owned wholesale companies, or cities buying more water from other cities
during periods of drought. Regarding the electric wholesale market, publicly-owned utilities have developed
interesting solutions like being equity owners of “private companies” that are in charge of producing electricity. The
utilities then buy and sell energy to these hybrid companies (owned by public and private utilities), enabling the
achievement of scale economies and allowing for more efficient risk-management. Furthermore, as we already
mentioned, the multi-utility strategy is very common; it is possible to see publicly-owned utilities in Florida provide
an incredible range of services. Beyond electricity, gas, water, wastewater and telecommunications (e.g. broadband),
some utilities also provide services like chilled water, stormwater systems, reclaimed water distribution, and outdoor
lighting solutions. Williamson (2002, 183) defends that “because added bureaucratic costs accrue upon taking a
transaction out of the market and organizing it internally,” credible contracting should be preferred to hierarchy and
internal organization should be utilized as last resort. However, as is seen in the next section, the framework is

established in a way that gives a bias towards public production.

The Rules of the Game

It is useful to summarize Florida’s treatment of municipal rates (pricing), investments, service quality, and

customer protection to see how decentralized governance characterizes the state’s municipal utilities.

Rates. If an investor-owned electric, gas, telecommunication, water or wastewater utility seeks to raise its rates, it
must first obtain approval from the PSC. Upon an extensive investigation (or through all-party settlements process
arranged by the Public Counsel), rates are tested for fairness (providing a reasonable return to equity investors while
being affordable for customers); at the conclusion of the process, the PSC determines the new rates. The Florida

PSC does not have this kind of regulatory authority over municipal and cooperative utilities (Pfaffenberger and
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Sioshansi 2009). Legally, publicly-owned utilities have complete discretion in rate levels. Hence, in Florida, two
customers with similar consumption patterns living in different cities can have quite different utility bills. However,
PSC does have jurisdiction over the territorial boundaries of gas and electric utilities and the rate structure of
electricity services (avoiding rate discrimination over different territories served by the same electric utility)
regardless of the governance model. For example, since conservation is viewed as an important social goal, utilities
must review their rate designs to ensure that customers are receiving appropriate price signals (resulting in a shift
away from declining block rates in electricity).

It is quite common to have city-owned utilities operating outside the cities’ limits. As mentioned, gas and
electricity boundaries are defined by the PSC. In regard to water and wastewater services, the utilities operate in
unincorporated areas upon negotiation with the counties.® This jurisdictional arrangement often creates complex
systems where the territorial boundaries of a utility depend on the service in question; furthermore, some water
utilities operate in more than one WMD. In addition, because the PSC has no control over the rates of these services,
the utilities often charge higher rates outside city limits. Of course, these customers do not have the same rights of
the ones living within city limits because they do not have the power of “voice” since they have no other option, nor
can they vote for city government officials; thus, there are no political repercussions for differential pricing.
Occasionally, the city may hold referendums in areas adjacent to the city limits to determine whether the citizens
wish to be part of the city (annexations). However, areas farther from the city limits (that may contain the poorer
households) are unlikely to be given this option. In governance structures Type | and Type Il, the utilities’ top
managers propose the rates of the services to the city council/commission and present the technical justifications for
the amounts and structures considered, seeking for their approval.” In Type IlI utilities the procedure is similar but
the approval body may not be elected by citizens/customers.

Municipal utilities make payments in lieu of taxes to local governments (Beecher 2009). This is beneficial
for local elected officials because the funds are not dispersed throughout different levels of government (state,
county, school board, etc.) as would happen with taxes paid by a private utility. Instead, the publicly-owned utilities
make transfers directly to the city general fund. In Florida, an investor-owned utility pays the city a franchise fee of
six percent of the sales, while a municipal utility does not have a fixed threshold. Furthermore, having a municipal
utility may have other advantages for local governments, like providing free or discounted service to the cities,

leverage for annexation initiatives, and assistance in other city projects.

11



Tab 1: Governance Models

Investments. The decisions on what and when specific investments on infrastructure should be undertaken go
through a process similar to what was described for rate approvals. The major difference between publicly-owned
U.S. utilities and the ones operating in Europe resides in the financing method. In the U.S., utilities raise capital in a
project-by-project basis using the bond market; traditionally, European utilities use the same general purpose bank
loans of local governments. Hence, to be able to sell bonds with low interest rates, U.S. utilities need to be
financially healthy; they are scrutinized by the three major national credit rating agencies (Allen and Dudney 2008).
This source of finance requires operating cash flows that ensure the economic sustainability of the long-term
investments. Budget deficits that affect so many utilities worldwide are unacceptable for U.S. municipal utilities;
financial covenants detail the obligations the utility has towards the buyers of the bonds (usually capital intense
institutions like pension funds or insurance companies); these requirements force the utilities to raise tariffs if they
fall under the required debt to equity indicators or interest coverage ratios. For investor-owned utilities, raising
tariffs is not that straightforward. They are required to justify all of their operating expenses; an expense that the
PSC determines to be unnecessary is not allowed to be taken into account in the rate calculation.

Note that the system gives a bias towards public ownership of utilities, as capital costs are lower for
municipal utilities (whose interest payments to bond-owners are tax exempt for income tax purposes, Cebula 2004).
The federal government cannot tax revenue of the cities, however, if a government is partner with a private investor,
the bonds are not tax-free (which also makes the mixed company model undesirable). Thus, tax laws affect the mix

of private and public activity in infrastructure.

Quality of Service and Consumer Protection. As was pointed out, the PSC regulates the quality of service of utility

services. However, municipal utilities do not necessarily have to inform the PSC about consumer complaints.
Consumer advocates were appointed on behalf of utility consumers, starting in the 1970s and 1980s in the U.S.
(Holburn and Bergh 2006). In Florida, the Office of Public Counsel (OPC) was established in 1974. Among other
activities, the main purpose of this entity is to represent and defend the consumers’ interests in rate cases. Hence, the
scope of action of the OPC mainly coincides with the PSC jurisdiction, which obviously exempts municipal utilities.

Nevertheless, in terms of quality of service, publicly-owned utilities perform well in Florida. We also note Florida’s

12
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“Sunshine Law” that promotes transparency and access to public records and meetings, thus protecting the public
interest.

Customers may bear the negative risks of price fluctuations of raw materials; however, monthly fuel
adjustment surcharges are allowed for private and public utilities (Littlechild 2009b). However, the customers of
municipal utilities are more exposed to other sources of risks, like bad managerial decisions regarding strategies to
overcome drought or low availability of particular capacity investments: investor-owned utilities are unlikely to
obtain approval of a rate increase request to be compensated for “poor” decisions. So prices would not go up. The
comparable residual (equity) owners of a municipal utility are the customers themselves, so the consequence of a
poor decision would be higher prices if otherwise interest payments could not be met. To overcome this potential
drawback, devices such as the guaranteed standards schemes (GSS) implemented in Europe and Australia, where the
utilities compromise to compensate customers in case of service interruption or other anomalies, could be

implemented by U.S. municipal utilities (Holt 2005).

Sources of Tension: Survey Results

Given the context described above, we sought information from municipal utility decision-
makers regarding their perceptions of institutions, processes, and performance. To gather data we developed a
survey (shown in the appendix) that was distributed to a sample of utility top-managers in Florida. Managers were
asked to strongly disagree (1 point), disagree (2 points), agree (3 points) and strongly agree (4 points) with 37
statements. We received input from 31 utilities: 18 of these entities provide electricity services, 21 water, 20
wastewater, five gas and three telecommunications services; sometimes, the utilities provided other services (like
chilled water or outdoor lightning). These data were complemented with face-to-face structured interviews with
utility managers from Gainesville (GRU), Ocala (OUS) and Orlando (OUC), where follow-up questions were asked,;
each of these utilities corresponded to one of the basic schemes identified in figure 2 (type 11, I and I11, respectively).
Table 1 shows the number of utilities in each category, population range, year of creation, and number of employees
for utilities in the categories.? In the following subsections we analyze the results. The appendix reports overall

results for each question on the survey.
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Table 1 - Main characteristics of the surveyed utilities

Respondents Population Year of creation Number of employees
(n.) (n.) Min Max Avg. Min Max Avg.
Aggregated 31 4,298,325 1870 2005 1945 4 2200 284
Type | 24 2,861,313 1870 2005 1948 4 850 133
Type Il 3 314.023 1904 1923 1913 77 850 509
Type 111 4 1.122.989 1923 1985 1955 145 2200 961

Organizational Features

In the beginning of the survey, utility managers were asked to rank the priorities of the utilities and they replied
as follows:

1. Improve quality standards;

2. Reduce operations and maintenance costs;

3. Reduce the rates for final users;

4. Exceed legal environmental standards.
This prioritization should come as no surprise; as we have seen, the regulatory framework for municipal utilities in
the U.S. emphasizes quality issues (reliability, safety and public health) and this is categorically the primary
objective of utility management. For the remaining objectives, there is less consensus. However, it is interesting to
note that public ownership is not necessarily a synonym of lower rates for customers (a similar conclusion was
obtained in a survey of the literature developed by Bel, Fageda and Warner 2010).
Utility managers tend to agree that they should have effective power over policy objectives and the ability to make
investments to meet them. However, this is not a strong feeling and, in fact, one manager stated: “Long-term
objectives are the prerogative of the community through elected officials.” Another manager wrote that “as a
department of the city, the utility should recommend policy objectives and the governing body should set long-term
policy objectives and investments”.

Most managers agree that the multi-utility strategy is beneficial for the community. However, as it was

possible to discern in the follow-up interviews, they recognize that the current mix of services is due to
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historical/political decisions: there is no technical (economic) evidence that any scope economies are being
achieved. Another interesting finding is that managers strongly agree that, regardless of the governance model,
utilities have freedom regarding the selection of their workforce. One respondent states that “most of our personnel
are contractor employees that are dismissed as appropriate”. Nevertheless, there are some mixed feelings regarding
whether or not utility employees should have the same status of city employees. This is generally the case, but some
managers have the opinion that “general fund tight budgets and salary reductions/layoffs should not apply to
enterprise fund personnel” and that in utilities “compensation should reflect failures and successes” although this
usually does not happen. However, they strongly disagree that managers and directors should be financially
responsible for bad management decisions. In the interviews and referring to other services provided by the city, the
managers added that utility services need further differentiation in human resource management because they are
required to be operational at all times (including weekends and holidays). Despite the fact that this is a current
practice (as with wholesale firms in the electricity sector) they are cautious about whether or not they should be able

to participate in the share capital of other firms for strategic reasons.

Governance Features

This section of the survey yields several interesting findings. Respondents disagree that the head of the
utility should be appointed by the city commission: “The hiring process for the top manager should be by a selection
committee with approval by elected officials.” This could mean that they fear political patronage could become a
driver of service provision and employee hiring and retention. However, they take a strong stand against the idea
that political affiliation plays any role in the tensions between the city and the utility and also disagree that the city
exercises excessive monitoring power. When specifically asked whether political interference harms utility overall
performance, the managers might have responded that (hypothetically) it would harm performance, but in their
specific cases, it did not. This is the most common concern of utility managers (even after corporatization).
However, in Florida, this does not seem to be a major problem in utility governance.

In regards to corporatization (moving to Type Il or even Type IlI structures), respondents tend to agree that it is
beneficial. The majority think that “public utilities should be separate authorities from the cities and counties
reporting to an elected board or a board appointed by their enacting city or county government” and that “a utilities

oversight committee with members sitting a minimum of 4 years would be preferable to the current oversight by the
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City Manager (who changes every two years or so)” mainly because “being a city department results in a one size
fits all policy from city government irrespective of the fact that the electric service is not a governmental function
and must compete with other utilities for personnel, customers, etc.” On the other hand, some managers have the
opinion that “a municipally owned utility does not have to be governed by a board but (emphasis in original) should
not be held to the same restrictions, requirements and/or policies of general fund departments (city).” All things

considered, the following statement illustrates a reasonable stance towards governance:

“This writer has worked under both governance organizations and both have the same potential for success
and failure. The key is the level of understanding and trust. Generally, | have found Authority Boards more
knowledgeable, if appointed for their expertise, but that can also lead to more “tinkering.” Mutual trust, a

shared vision, and shared long-term objectives can be achieved via either governance structure.”

We know that organizations matter and, as the respondent pointed out, each structure has its strengths and
weaknesses. However, the success of Type | utilities might overly rely on personal relationships and the respective
“level of understanding and trust;” risks increase if we take into account the high volatility of the political positions
at city level. The slightly less relational (and more professional) transactions established with Type Il and Type IlI
structures could improve stability and provide a more transparent framework. Of course, then, one has to discourage
“tinkering” and avert its problems.

Despite the fact that, in global terms, utilities do not make transfers corresponding to more than 10 percent of
gross revenues and that amount does not exceed 30 percent of the total city budget, a significant number of utilities
(one third of them) agreed that these figures apply to their organizations. Furthermore, in some utilities where these
transfers are not made explicitly, they do occur: for instance utilities buy land for the city, waive utility services or
provide other lateral services. While some managers indicated that the city has a formula to stipulate the amounts,
others expressed concerns regarding the variability of these transfers: “payment in lieu of taxes or other revenue
sharing back to the enacting city or county should be capped as a specific percentage of the net operating revenue”.
Utility managers strongly agree that having a publicly-owned utility has clear advantages over the investor-owned
model. However, according to the most recent data from the Florida Municipal Electric Association (FMEA),

investor-owned electric utilities present lower rates for final users than municipal utilities (on average and in
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$/1,000kWh), and this includes the six percent franchise fee that electric utilities have to pay to the cities (FMEA
2010).

Regarding tariff levels, practically every utility has to present its “rate case” to the city commission or
utility authority. Usually they try to “recommend tariffs that meet the balanced long-term objectives of the utility
and the governing body without undue risk placed on either the utility or the customer”. Elected or appointed city
officials have the ultimate power to approve the rates; however, a number of utilities stated that, in practice, they
have the final word. In the interviews, all utility managers agreed that the rates must be “steered” according to the
commitments made when issuing bonds.

Finally, utility top-managers tend to strongly disagree that external economic regulation enforced by the
PSC or any similar entity would have any positive impact over the utilities. This figure is in line with our

predictions. Decision-makers prefer having final authority over items of intense interest to local stakeholders.

Financial Features

The surveyed managers confirmed our suspicions by agreeing that bond rating agencies influence the
overall behavior of the utilities. More important than the rating agencies are the bond resolutions which guide the
financial management of the utilities. Quite interestingly, these documents function as strict regulatory contracts that
define the allowed debt to equity ratios for the utilities. To keep the cost of capital low, the utilities must maintain a
high level of financial health. Hence, there is no need for additional legal or regulatory limits to debt levels, as
“rating agencies and bond resolutions effectively already set limits”. Furthermore, utility managers strongly agree

that financial statements are being audited by independent entities, safeguarding the investors’ confidence.

Contractual Features

Respondents seem to be aware of the benefits and drawbacks of negotiation as a procurement procedure. In
general, analysts conclude that, as the complexity of the project increases, competitive tender procedures lose their
relative advantages and negotiations tend to promote better outcomes (provided that proper mechanisms to avoid
favoritism and/or corruption are put into place, Bajari, McMillan and Tadelis 2009). One manager commented that

“generally, a negotiation following a bid or proposal will lead to a better win-win contract and partnership”; the
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authors agree that this can be a good practice. Having a potential rival “in the wings” puts pressure on the winning
bidder to bargain in a reasonable manner.

It is noteworthy that utility managers do not clearly see the usefulness in settling performance-based
management contracts binding the utility and the city. The contracting of the services is usually seen as a crucial tool
for the management of publicly-owned entities (Vincent-Jones 2006). Having a document stipulating the rights and
duties of the parties, the compensation for specific public service obligations as well as the objectives of the utility

could help to prevent political patronage and provide the utility with the means to achieve competitive outcomes.

Operational Features

Utilities in Florida do not outsource a large amount of services, especially those that relate more to their
core business. Also, we do not have strong evidence that managers’ decisions are founded on substantial input from
customers; however, it is vital that practitioners decide to measure subjective performance through citizen surveys
(Dalehite 2008). One manager commented as follows: “we currently rely on the level of complaints and thank you
communications, but we will conduct surveys at some point in the future”. Respondents plainly agree that the
utilities impose minimum quality standards more demanding than they are legally required. Furthermore, standard
procedures are in place for handling complaints.

Practitioners do not have strong feelings on whether or not utility managers should have long-term
contracts; they seem comfortable with being accountable for their performance at all times and prone to be out of job
on a weekly basis (whenever the oversight commission holds a meeting). Furthermore, the new public management
and new public contracting ideas did not influence the judgment of utility managers, as they do not see the point of

having specific performance thresholds in their contracts.

Performance Features

The majority of the surveyed utilities measured their performance by conducting some kind of
benchmarking (however, the results are not publicized). In the electricity sector, the association of municipal utilities
(FMEA) also provides comparisons of rates and some quality indicators.

Currently, municipal utilities in Florida do not monitor and reward individual personnel performance in a systematic

way. This is a big downside of public ownership and, once again, the problems of having the same rules of the city
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regarding human resource management come into play. Practitioners agree that their utilities can be regarded as
highly innovative, but not strongly. Their responses to this question suggest that they still see some room for

improvement in this attribute; especially if they want to remain as a viable option over the private one.

Concluding Remarks

The business of utilities goes far beyond the “ideal transaction in law and economics” (Williamson 2002,
183); this complex setting includes, from the long-term perspective, customer and voters concerns, the environment,
public treasury, universality, affordability and sustainability; the range of stakeholders and their objectives raises
governance difficulties. Incentives to promote stability and safeguards to specific investments are not easy to devise
in infrastructure services. Policy analysts could devote more attention to the strengths and limitations of different
governance mechanisms put in place by decision makers around the world. Currently, the U.S. framework seems to
push cities towards public production of many utility services; in fact, given the rules of the game (related to taxes,
local politics, jurisdictional rivalries, and legal constraints), it seems very reasonable to adopt municipal ownership
as a dominant model for water and other infrastructure services. In the authors’ opinion, what truly make utility

governance in the U.S. different from the trends in continental Europe are the features organized below.

Lessons learned from U.S utilities

(1) Capital markets can be powerful “regulators” in their own right: the economic “private” regulation exerted by
bond stipulations and rating agency reports establish demanding debt to equity ratios and force utilities to maintain
good levels of financial health;

(2) Infrastructure investments use a whole life-cycle approach: the investment outlays (and the associated debt) are
handled with a project-by-project focus, always safeguarding their economic sustainability (with the bond market
being a very transparent form of financing);

(3) Separation of management from politics: the current framework succeeds (relatively well) in insulating utility
management from political patronage and the professional non-partisan nature of the employment/retention process
prevents there being a bias towards people of the same political affiliation;

(4) Accountable management: politicians have disincentives to interfere with management if the services are

providing net benefits to the city, but the utility top-managers do not have their positions firmly secured with long-
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term contracts and can be replaced if the majority of the city (or utility authority) commissioners are unhappy with
outcomes. Furthermore, usually there is only one top manager responsible for the performance, not a board with
fuzzy lines of authority;

(5) Profitable services: publicly owned enterprises are allowed (and even encouraged) to create a surplus and not
just break-even. The transfers to the city general fund allow the subsidization of other socially relevant activities and
ratepayers have a better notion than taxpayers of where is their money going;

(6) Flexibility: the great flexibility that municipal utilities in the U.S. offer local decision makers is overwhelming
when compared with some European models. For instance, in continental Europe publicly-owned utilities are not
allowed to operate outside the municipal limits; in addition, in most of European countries municipal services (with
or without autonomy) are restricted in the hiring and firing of staff (all employees are civil servants);

(7) Transparency: the unique framework provided by Florida laws facilitates public awareness, scrutiny, and
participation both by having public hearings (e.g. between the city and utility managers) and allowing unlimited
access to almost every document. These are indispensable tools for achieving better governance of public services

(Hira, Huxtable and Leger 2005).

Recommendations for U.S. utilities

(1) The regulatory structures devised to oversee investor-owned utilities could be put to a better use. State public
service commissions could serve as platforms of continuous improvement and correction of asymmetries. On the
one hand, these regulators could have effective power over the rate structure of all the services and not just
electricity. This could prevent potential abuses of monopoly power (like technically unjustifiable higher prices for
residents of unincorporated areas served by the same utility of city residents); of course, rate differentials based on
lower density and other cost of service considerations could not be unfair. Monitoring rate design could help
municipal utilities develop pro-conservation rate structures (like inclining blocks or even seasonal rates). In addition,
the commissions could use sunshine regulation and name-and-shame techniques (benchmarking all utilities in every
sector, regardless of their governance model) with practically no added cost: providing another instrument for
enhancing performance (and therefore protecting the public interest);

(2) Cities relying on “excessive” utility transfers to the city general fund should gradually change their situation

and reduce their dependence on such sources. The growing concerns with the environment will force the utilities to
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pursue strategies for conservation in all sectors. To maintain the current transfers, ratepayers would have to pay
substantially more for consuming less, a situation that could potentially have high political and social costs.
Furthermore, the rising costs of energy (associated with the diversification of energy sources and the shift towards
renewables) and the lack of water resources will only make things more difficult;

(3) Local decision makers should consider the contracting of the services and moving towards more corporatized
governance structures (like Type Il or Type Ill, in our classification) that do not rely as much on personal
relationships, as the volatility of the political swings could also have negative impacts in terms of organizational
stability and inconsistent utility strategies. Furthermore, despite the fact that utilities have flexibility in hiring and
dismissing employees, a system of incentives and rewards for good staff performance should be devised (since
municipal utilities compete with private firms for human resources);

(4) Practitioners should review the historical/political assumptions made in the past. Issues like vertical integration
and the multi-utility approach should be reviewed as well as all the other aspects in current utility management (like
the willingness of the customers to subsidize other social investments) that find their justification in tradition rather
than current conditions. Critical research on the relevance of these assumptions for today’s situation would be very

useful for regulators, operators, and ultimately, ratepayers.

Notes

1. We do not include consumer cooperatives in this framework because this organizational form is not well
represented within the Florida water industry (although electric cooperatives are important in rural parts of Florida
and the U.S.). In addition, the “sources of tension” are of different kind, so this structure is not examined here.

2. This is a simplification; there are several types of contractual public-private partnerships (cPPP). While
concessions are the most common models of private production in utility industries, one should also mention other
types of regulation by contract such as affermage and management contracts. For a discussion see Marques and Berg
(2010).

3. Strictly speaking, corporatization corresponds to the process of designing public companies operating under
private law, associating corporate management techniques to their administration (Koppell 2007).

4. The Florida PSC publishes a yearly report with the electricity rates of publicly and investor-owned utilities.

However this comparison could be performed in a more systematic way and include other dimensions of
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performance than rates; furthermore, the rates of water, wastewater, gas and telecommunications of publicly-owned
utilities are not presented in this report. Because the PSC does not have jurisdiction over some decision-areas (rate
levels) it chooses not to publish information that might be helpful to other constituencies.

5. There are 34 municipal electric utilities in Florida, serving approximately 2.8 million customers, or 25 percent of
the population. In addition, 18 cooperatives and five investor-owned electric utilities operate in this state.

6. It is understandable that counties wish to hand over these services to cities. Network services are known for
having substantial scale economies. Those citizens in less dense parts of a county might seek cross-subsidization
from citizens whose cost of service is lower.

7. In Type | utilities, the policies first need to be submitted to the City Manager who may have some requests and/or
recommendations. Usually, he/she will then personally present the case to the city council or commission.

8. The population covered, referred in table 1, corresponds to the inhabitants of the administrative region where the
utility is based. Indeed, the number of customers covered by our survey is significantly greater since utilities

frequently operate outside city limits.
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Appendix
Organizational features Score
1. Rank the priorities of this utility:
a) to reduce operations and maintenance costs; 2.65
b) to reduce the rates for the final users; 2.73
¢) to improve quality standards (such as reliability and safety); 1.81
d) to exceed all legal environmental standards. 2.81
2. The utility should have complete autonomy in setting long-term policy objectives. 2.81
3. The utility managers should have full power to decide about proper investments to meet the strategic 2.87
objectives.
4_. _By combining services like water, waste and electricity under the same public company, the City and  3.23
citizens save money.
5. This utility has freedom in hiring and dismissing personnel following due process. 3.39
6. Utility employees should have the same status as City employees in terms of compensation, treatment and  2.81
performance evaluation.
7. From a strategic point of view, the utility should be able to be a shareholder in private companies. 2.71
8. The utility managers and directors should be financially responsible for bad management decisions. 1.90
Governance features Score
9. The top utility manager should be appointed by elected City officials. 1.93
10. It is important that the top utility manager has the same political affiliation of the majority of the elected  1.23
City officials.
11. The City monitors all the activities of the utility to an excessive degree. 2.13
12. The financial reports of the utility are closely reviewed and need to be approved by the City. 2.84
13. Political interference in this local utility harms utility overall performance. 2.53
14. 1t is good to have the utilities separate from a City department; such separation could involve a utility 2.87
authority.
15. In this utility, the transfer to the City general fund is more than 10% of gross utilities revenues. 2.20
16. Overall, more than 30% of the total City budget comes from this utility. 2.17
17. Having a public utility in charge of the services has significant advantages (when compared with a private  3.48
utility).
18. Currently, the utility recommends tariff levels and structures to a specific body for approval or revision. 3.20
19. The utility has the final word regarding tariffs. 2.27
20. An external entity such as a Public Utilities Commission should regulate and provide oversight to public  1.76
utilities.
Financial features Score
21. Bond Rating Agencies have a strong influence in the behavior of the utility. 2.97
22. Budget deficits should be allowed in order to proceed with important infrastructure investments. 2.20
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23. There should be a debt ceiling for the utility. 2.79
24. Utility financial statements are audited by an external organization. 3.62
Contractual features Score
25. Regardless of the complexity of the project, the best procurement procedure available for the utility is the  2.58
bid process.
26. The use of negotiation to select a contractor leads to higher costs. 1.84
27. Settling (performance-based) management contracts binding the utility and the City can promote improved  2.83
utility performance.
Operational features Score
28. The utility uses a high degree of outsourcing. 2.33
29. The utility regularly conducts customer surveys. 2.74
30. The utility has standard procedures for handling customer complaints. 3.23
31. Regarding the quality of service, the utility imposes minimum standards more demanding than current  3.10
legal obligations.
32. From a strategic point of view, it is important that utility managers have long-term contracts (at least 4  2.65
years).
33. It is important that the managers’ contracts set specific performance thresholds. 2.90
Performance features Score
34. The utility uses up-to-date methodologies for the measurement of the company’s performance. 3.10
35. This utility benchmarks its performance against other public utilities. 3.03
36. The utility monitors and rewards individual (personnel) performance in a systematic way. 2.39
37. This utility can be regarded as a highly innovative company. 3.10
1 2 3 4
Strongly disagree Disagree Agree Strongly agree
1.75 25 3.25
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Chapter 4
Other Governance Models for
Municipal Utilities

While DWP and many municipal utilities operate as city depart-
ments, others have different organizational and governance structures.
This chapter describes and contrasts five such models:

e Municipal utility reporting to city council (e.g., Austin, Texas;
Colorado Springs, Colorado).

¢ Independent city agency (e.g., Jacksonville, Florida; Knoxville,
Tennessee).

¢ City-owned corporation (e.g., Toronto, Ontario; Safford, Ari-
zona).

® Municipal Utility District (e.g., Sacramento Municipal Utility
District).

¢ Joint Powers Agency (e.g., Southern California Public Power
Authority).

MunicrpAaL UtiLiTy REPORTING TO CiTY COUNCIL

A number of cities simplify governance by having the municipal
utility report directly to the city council. The Colorado Springs City
Charter, for example, designates the city council as the board of di-
rectors for the utility. The utility executive director then reports directly
to the council. Austin, Texas, as well as a number of California cities—
including Burbank, Glendale, and Pasadena—have similar governance
structures but include council-appointed citizen advisory commissions.

In 1998 Colorado Springs also adopted a new governance frame-
work “suited to today’s business reality in which flexibility, quick re-
sponsiveness, and clear long-term direction are essential to success.”
The framework, largely developed by consultant John Carver,26 seeks
to separate the policy functions of the board from the operational re-
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sponsibilities of the executive director. The board sets policies and
communicates them in writing solely to the executive director; it “will
never give instructions to persons who report directly or indirectly to
the Executive Director.” (Colorado Springs, 1998.)

Board policies set out the utility’s purpose and ends to be achieved.
They also designate what actions of the executive director are unac-
ceptable to the board, in both general (“any practice . . . which is either
unlawful [or] imprudent . . . ”) and specific (“he or she may not
change his or her own compensation or benefits”) terms (Colorado
Springs, 1998, Policy Numbers EL-1 and EL-4). The executive director
may then make all decisions and carry out any activities not expressly
prohibited by the board, without seeking further approval.

Direct reporting to the council seems to work well in smaller cities
with utilities of relatively modest size. The model does not seem ap-
propriate for a utility as large and complex as the DWP or for a city as
diverse and fractious as Los Angeles. However, many of the governance
principles adopted by Colorado Springs—particularly the limits set on
council involvement in utility operations—are worth consideration
here as well.

INDEPENDENT CITY AGENCY

Jacksonville, Florida, and Knoxville, Tennessee, have municipal
utilities that operate as city agencies with strong, independent govern-
ing boards (Table 4.1). Board members are appointed by the mayor
and confirmed by the council for fixed, staggered terms. Unlike in
Los Angeles, board members are expected to serve their full terms—in
Jacksonville, removal requires a two-thirds council vote; in Knoxville,
members can be removed for cause only by a four-fifths vote of the
board. These arrangements promote board continuity and indepen-
dence.

The JEA (formerly Jacksonville Energy Authority) and Knoxville
Utility Board (KUB) exercise strong authority under their city charters
to govern municipal utilities. The boards can hire and fire the CEO
without approval from the mayor or council. The boards set rates after
holding public hearings. They delegate to the CEO virtually all cus-
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tomer contract, procurement, real property management, and person-
nel matters.2” Senior management in Knoxville and essentially all man-
agers in Jacksonville are exempt from civil service.28

These city councils retain only limited authorities over their utili-
ties. In Jacksonville, the council approves the JEA annual budget and
must authorize increases in total utility debt, leaving the approval and
details of individual debt issues to the JEA Board. Utility payments to
the city, currently set at 5.5 mils per kwh sold, are renegotiated every
five years. By contrast, the Knoxville City Council approves individual
KUB debt issues, but the board approves the budget. Payments “in lieu
of taxes” to the city follow Tennessee state law and are based on net
plant value and gross operating revenue. In neither city does the coun-
cil or mayor exercise control over board agendas, board decisions, util-
ity personnel, or operations.2?

The Knoxville Charter gives the KUB authority to hire its own legal
advisor and staff. In Jacksonville, as in Los Angeles, city attorney
staff represents the utility. To hire outside counsel, JEA must obtain ap-
proval of the city attorney but not the city council.

The governance systems in Jacksonville and Knoxville were de-
signed to distance utility daily operations from city politics, and they
appear to work quite well. JEA and KUB are highly regarded both in
their cities and by the U.S. public power community. Although JEA and
KUB operate with considerable independence, in each case the board,
CEO, and other top managers regularly stay in close touch with the
mayor and city council. As one executive told us, “We routinely tell the
mayor and council what we’re planning and how we’re doing, even
though we’re not legally obliged to do so. . . . That’s just good politics
and good business.”

CiTy-OWNED CORPORATION

A third governance model involves “corporatization,” that is,
changing the utility’s organizational structure from a city department
to a city-owned corporation. The motivation is to improve utility op-
erations and simplify governance, usually in response to or in antici-
pation of competition. While most electric utility corporatization has
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Table 4.1
Governance Comparisons: DWP and Independent City Agencies
Governance DWP Under Jacksonville Energy Knoxville Utilities
Structure New Charter Authority Board
Utility structure and size ~ City department Independent city agency ~ Independent city agency
(1998 electricity revenue  ($2,163) ($777) ($296)

in millions)

Governing board

Board authority

Authority delegated to
CEO

Authority retained by
council

Legal staffing

Payments to city

Five-member commission;
five-year, staggered terms
Members appointed by
mayor, confirmed by
council

Mayor may remove with-
out council approval

Hires and fires CEO with
mayor and council ap-
proval

Hiring up to 16 exempt
positions with mayor’s
approval, unless council
vetoes by two-thirds vote
Customer contracts
within council guidelines;
Procurement <$150K

Approval of rates

Job classification and
compensation
Procurement >$150K
Real property sales/leases
New debt authorization
Capital project approval
Entering new businesses
Customer contract
guidelines

Veto of any commission
decision by two-thirds
vote

Outside legal counsel ap-
proval

Provided by city attorney
Outside legal counsel
must be approved by
council and city attorney
5% of operating revenue
Ratepayers pay utility tax

Seven-member board,;
four-year, staggered terms;
two-term limit

Members appointed by
mayor, confirmed by
council

Mayor may remove with
two-thirds council ap-
proval

Hires and fires CEO
Rate setting

Individual debt issues
Entering new businesses
Hiring 150 exempt posi-
tions and other personnel
matters

Customer contracts

Real property sales/leases
Procurement

JEA budget approval
Overall debt limits

JEA payments to city (ne-
gotiated every five years)
JEA Charter amendments
by two-thirds vote with
mayor’s approval, four-

fifths without

Provided by city attorney
Outside legal counsel
must be approved by city
attorney

5.5 mils per kwh with
minimum base of $58
million in 1998
Ratepayers pay utility tax

Seven-member board;
seven-year, staggered
terms; two-term limit
Members appointed by
mayor from list of five
names submitted by
board, confirmed by
council

Removal only for cause
by four-fifths board vote
Hires and fires CEO
Rate setting

KUB budget approval
Entering new businesses
Hiring 30 exempt posi-
tions and other personnel
matters

Customer contracts

Real property sales/leases
Procurement

Individual debt issue ap-
proval

Board hires legal advisor

Payments “in lieu of
taxes,” based on net plant
value and gross operating
earnings
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occurred outside the United States—in Canada, the United Kingdom,
Germany, Australia, and New Zealand, among other countries—it is of
growing interest to U.S. municipal utilities as they prepare for com-
petitive electricity markets.30 Corporatization of the small municipal
utility in Safford, Arizona, was highlighted at the 1999 annual meeting
of the American Public Power Association (Mecham, 1999).

The recent corporatization of Toronto Hydro, the second-largest
municipally owned utility in North America (after DWP), seems par-
ticularly relevant to this discussion.3! Toronto Hydro was restruc-
tured under the 1996 Ontario Energy Competition Act, which re-
quires all municipal electric utilities in the province to incorporate by
November 2000. At that time, customers will be able to purchase
electricity from competitive suppliers and have their bills unbundled to
show separate charges for generation, transmission, and distribution.32
The Toronto Hydro restructuring also amalgamates the City of
Toronto’s utility operations with those of six adjacent municipali-
ties.33

Under the Shareholder Agreement adopted by the Toronto City
Council in June 1999, the city transferred all “employees, assets, lia-
bilities, rights, and obligations” of its municipal utility to the Toronto
Hydro Corporation, a corporation established under the Ontario Busi-
ness Corporations Act with the city as the sole shareholder (Toronto,
1999b). The corporation’s 11-member board of directors is appointed
by the city council for fixed, staggered terms (Table 4.2). Currently,
three city council members and eight other citizens serve as directors.
The council may remove or replace directors at any time.

As sole shareholder, the council has rights to amend the corpora-
tion’s bylaws, change the board structure or share structure, and con-
trol any change of ownership, dissolution of the corporation, or sale of
“all or substantially all” of its assets. The council also retains author-
ity under the Shareholder Agreement to approve new debt issues, an-
nual capital outlays above $170 million, and any service expansion be-
yond Toronto Hydro’s current territory. Except for these reserved
powers, the board has full authority to “supervise the management of
the business and affairs of the Corporation.”
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The board delegates to the CEO “the management of the business
and affairs of the Corporation,” including personnel, customer con-
tracts, procurement, property management, and the hiring of legal
staff and advisors.

When incorporation took place in June 1999, the city received
$100 million in cash and $34 million in surplus assets from the cor-
poration (Toronto Hydro, 2000). The city also stipulated that of the as-
sets it transferred to the corporation, about 60 percent constituted debt
on which the city will receive interest payments of more than $60 mil-
lion per year. The city also expects the corporation to pay regular
dividends corresponding to two-thirds of gross operating earnings
from electricity distribution.34

While the Toronto Hydro restructuring is too recent to evaluate in
terms of operating results, it appears to be moving ahead after sur-
mounting a number of initial obstacles. Many Toronto citizens objected
to the amalgamation bill as having been forced on them by a politically
conservative provincial legislature. Labor leaders objected to a com-
panion bill as limiting their right to strike and other worker rights dur-
ing the transition (Ontario, 1997). The amalgamation required har-
monization of some 55 collective bargaining agreements from seven
separate municipalities covering nearly 5,000 job classifications. Much
in the way of implementation remains to be done. And some saw cor-
poratization as merely a stalking horse for privatization of Toronto
Hydro.

The Toronto City Council, however, has affirmed its commitment
to operating Toronto Hydro as a city-owned utility. The council’s
Strategic Policies and Priorities Committee emphasizes the benefits of
continued public ownership: “As a major player in the competitive in-
dustry, Toronto Hydro could be influential in ensuring that energy con-
servation and environmental responsibility are retained as important is-
sues for consumers.” The committee further recommends “that
Council leave open the option for Toronto Hydro to develop and invest
in the nonregulated, competitive businesses permitted by legislation
whenever there is a good business case, risks are reasonable, and re-
turns are satisfactory. . . . However, care must be taken by Council to
permit the new board to operate on a commercially prudent basis if it
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Governance Comparisons: DWP, City-Owned Corporation, and
Municipal Utility District

Governance Structure

DWP Under
New Charter

Toronto Hydro Corp.

Sacramento Municipal
Utility District

Utility structure and size
(1998 electricity revenue
in millions)

Governing board

Board authority

Authority delegated to
CEO

Authority retained by
council

Legal staffing

Payments to city

City department
($2,163)

Five-member commission
Five-year, staggered terms
Members appointed by
mayor, confirmed by
council

Mayor may remove with-
out council approval

Hires and fires CEO with
mayor and council ap-

proval

Hiring up to 16 exempt

positions with mayor’s ap-

proval, unless council ve-
toes by two-thirds vote
Customer contracts
within council guidelines
Procurement <$150K

Approval of rates

Job classification and
compensation
Procurement >$150K
Real property sales/leases
New debt authorization
Capital project approval
Entering new businesses
Customer contract guide-
lines

Veto of any commission
decision by two-thirds
vote

Outside legal counsel ap-
proval

Provided by city attorney
Outside legal counsel
must be approved by
council and city attorney

5% of operating revenue
Ratepayers pay utility tax

City-owned corporation
$1,246 (US.$)

11-member board of di-
rectors

18-month terms for city
councilors, three-year
staggered terms for others
Members may be replaced
at any time by council
majority vote

All powers except those
reserved to city council as

shareholder

All personnel matters
Customer contracts
Procurement

Real property sales/leases
Hiring legal staff
“Management of the busi-
ness”

Bylaw amendments
Board structure

Share structure or sales
Dissolution or sale of
“substantially all” assets
New debt issues
Approval of annual capi-
tal outlays >$170 million
Service expansion beyond
Toronto

Ontario Energy Board
must approve rates

Hired by CEO

Two-thirds of operating
cash flow of distribution
company

Interest on city debt
Initial transfer of $134
million on incorporation

Municipal Utility District
($766)

Seven-member board,
elected by voters for four-
year, staggered terms

All powers as authorized
under the California Mu-
nicipal District Act of
1921

Most personnel matters
Procurement <$100K
Day-to-day management
as delegated by board

Board is legislative body
of the district

Hired by board

The Sacramento Munici-
pal Utility District makes
no direct payments, but
ratepayers pay utility tax
to cities
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is to enter the competitive market. The pursuit of a nonprofit agenda
could result in a nonviable business.” (Toronto, 1999a.)

MunicipAaL UTILITY DISTRICT

Under California’s Municipal Utility District (MUD) Act, county
voters can establish a separate public agency to provide electricity,
water, transportation, or other utility services countywide or within a
specified district of the county. If approved by the voters, such a MUD
has the same powers as other public agencies, including powers “to sue
and be sued, contract, eminent domain, purchase, issue bonds under
several authorizing acts, own property and provide utility works and
services.” (Beck, 1996¢.) A MUD is governed by an elected board of di-
rectors, with each director representing a specific ward as set out by the
county board of supervisors.

As an illustration of MUD governance in California (see Table 4.2),
the Sacramento Municipal Utility District (SMUD) Board of Directors
has seven members elected for staggered, four-year terms. Directors
must be residents of the wards from which they are nominated. How-
ever, every voter in the district may vote for all the directors to be
elected. SMUD is subject to the Brown Act, so that board meetings are
open to the public and must be held at least once a month.

The board appoints a general manager who serves at its pleasure,
and it can create or abolish other positions and set salaries as it sees fit.
The SMUD Board delegates most personnel decisions to the general
manager, so long as they are in accordance with the district’s own civil
service provisions. No more than 2 percent of appointments can be ex-
empt from civil service. The MUD Act explicitly states that the board
may appoint an attorney who serves as the legal advisor to the district.

The SMUD Board generally has broad authority over the district,
including setting public tariffs (after a public hearing) and approving
customer and supplier contracts. In 1997, the board approved an eco-
nomic development discount for Intel Corp. in Folsom, California,
whereby Intel’s base electricity rate would drop by 25 percent if the
company added another 600 jobs in the next two years. SMUD offers
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similar discounts to other companies. For procurement, awards over
$50,000 must be offered to the lowest responsible bidder. The general
manager may determine the lowest responsible bidder for contracts of
less than $100,000.

SMUD has full authority to incur indebtedness and issue general
obligation (GO) or revenue bonds. However, voter approval by a two-
thirds margin is generally required for new GO bonds, so that munic-
ipal utilities rely on bonds backed by their own revenues. The MUD
Act requires a municipal utility district to have eight years of operating
experience before it can issue revenue bonds.

In 1997, SMUD became California’s first municipal electric utility
to offer direct access to some of its commercial and industrial cus-
tomers. It plans to give all its customers direct access to competitive
suppliers by 2002. SMUD’s strategy to prepare for competition has
been to freeze prices for five years through 2002, keep rates 5 percent
lower than competitors’, and implement a debt-reduction program
(SMUD, 1999).

Although SMUD has much more autonomy than a city department
and can respond more quickly to competitive changes, converting
DWP into a new MUD in Los Angeles would require political approval
at several levels. First, the city council would have to pass a resolution
calling for the Los Angeles County Board of Supervisors to hold an
election to establish the MUD. The supervisors would then submit the
proposal to the Local Agency Formation Commission (LAFCO) for
analysis and approval. If approved by LAFCO, the proposal would be
placed on the ballot at a county election, while the requisite city char-
ter amendments would be submitted to city voters. If both county
and city voters passed these measures, the new MUD could be estab-
lished. For the new entity to be fully functional, however, the Califor-
nia legislature would then have to pass special legislation to permit the
MUD to sell revenue bonds prior to its establishing an eight-year op-
erating history. Converting DWP into a MUD thus would require
closely coordinated legislation at the city, county, and state levels, as
well as approval from city and county voters. Once established with its
separately elected board, a MUD would be well insulated from change
or control by other local officials.
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JoiNT POWERS AGENCY

Under the California Joint Powers Act, two or more cities, coun-
ties, or other public agencies can create a Joint Powers Agency (JPA) to
manage electricity generation and transmission facilities or other util-
ity operations. Each participating agency executes a Joint Powers
Agreement specifying the JPA’s structure, scope, and powers.35 The JPA
is governed by a board of directors whose members represent the par-
ticipating agencies and are usually appointed by each participant’s
governing body.

The Joint Powers Act grants broad authorities to a JPA to own
property, incur debt and issue revenue bonds, purchase, contract, sue
and be sued, provide utility services and set rates for them, and engage
in selected other municipal enterprises. It may participate in a member
agency’s civil service system, although it is not required to do so. One
significant restriction is that a JPA cannot issue revenue bonds to ac-
quire or construct electric or water distribution facilities.

One JPA, the Southern California Public Power Authority (SCPPA),
comprises DWP, nine other municipal utilities, and the Imperial Irri-
gation District. It was formed in 1980 to finance the acquisition of gen-
eration and transmission facilities for its members. The 11 SCPPA di-
rectors are the general managers of its member utilities;36 each utility
gets one vote. However, on issues concerning specific projects, each util-
ity’s vote is weighted according to its financial contribution to the
project. This means that a majority stakeholder in a project can effec-
tively dictate SCPPA policies and actions for that project.

SCPPA operates on an annual budget of less than $1 million with
a staff of three full-time and 10 contract employees. It is a financing
rather than an operating organization, unlike its counterpart, the
Northern California Power Authority (NCPA), which has 170 em-
ployees, operates power plants, and runs power pools.

A JPA has potential advantages of flexibility and, through its ap-
pointed board, some independence from local politics. However, the
loss of direct control can make local elected officials less than enthu-
siastic about transferring assets and authorities to a JPA. The restriction
against using revenue bonds to acquire distribution facilities also poses
a major problem for a utility that intends to offer retail as well as
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wholesale services. Although some approaches have been suggested to
finesse the distribution facilities issue,3” restructuring DWP into a JPA
might well require new California legislation to amend the Joint Pow-
ers Act.
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Tab 1: Governance Models

22 Cincinnati Gas & Eleciric Ca.

FCT Updote: Fall 1995
Rank By FCI”
Sr, Debt Cradit New/

Rank  Company Rating Trend F1  Change

1 Jacksonville Electric Authority, FL AA+ Stable 1.58

2 Son Antonio City Public Service, TX AA+ Stable 1.83  Change

3 Duke Power Co. AA Stoble 1.90 Chonge

4 lincoln Eledric System, NE AA Stable 2.05

5

Norihem States Power Co. {MN] )
“Ca Gl c Servi

o Potomac Edison Co .
12 PSi En Ine.

13 ﬁul an Power Co
14 Icf Power Co. _

15__ Modesto Imrigation District, CA
16 *’%Cenhug@nom Public
e

Arkansas Electric Cooperchve Corp

23 Florida Power & Light Co.
24 Monongahela Power Co.
25 Snohormsh h County | Publi

V'rglmo Elednc & Power Co.

Puget Sound Power & Light Co.

33  Washington Public Power Supply System/
Bonneville Power Administration

34 ° Columbus Southern Power Co.

Minnesota Power & light Co. __

ey e S

5iEs ,O[ff Dormn o, Efecfnc Coaperch

Kentucky Power Co

Municipal Electric Authority of Georgia .

Northern Indiana Public Service Co. 10U A+ 268 New
Northwestern Public Service Co. QU A 2.48

Ceniral Hudson Gas & Electric Corp. IoU A 2.70

“Where FCl is tied, uflities are listed clphobetically. 10U - Investor-owned utifity. PP ~ Public power uiility.

FITCH INVESTCRS SERVICE, LP.



Tab 1: Governance Models

FCI Update: Fall 1995
Rank By FCI*

Sr. Debt
Renk  Company Cotegory  Rofing
4% “'wf-gigmoc Eleciric Powc-gr swet Co.. )

&40 Municipal Powes A
DU Resources Gro

viontana f'ower | e
A ramento Municipal Utility. District; CAG iz
5 Tri-State Generation & Transmission Assn., CO
52 Texas Utilities Elecric Co. 10U BBB
53 Houston Lighfing & Power Co. '
54 Austin Combined Utilities System, TX

55 Consohdoig_ad deson Go . © New York, Inc. OU

;5- P Wi ‘LH"{* wﬁﬂ_ﬁ‘{%‘% it e lo

57 Fie Co

5

sof

SOEEEEW _

61 Dugquesne Light Co.

62 Detroit Edison Co.

63 New York State Electric & Gas Corp. IoU A~ Declining 293
64 Pacific Gas & Elecric Co. : IoU A Declining 3.00

Southern Cohfomla Edison Co.

Consumers Power Co.

72 Orange & Reckland Utilifies, Inc. IoU

73 WincisPowerCo. -~ . . 1oU Declining 3.28

74 Ohio Edison Co. IoU Declining 3.30

75 North Carolina Eastern Municipol Power Agency PP Stable 333 Change
76 Commonwec[th Edisor 2idlell : A0 e

Impi'ovin
Siable *

~Los Alamos County Uifity. System, NI Stoble”
Clevelond Electric lluminating Co. : - Iou Stable 3.50
Toledo Edison Co. Iou Stable 3.50
Long Island Lighting Co. IoU Alert 3.60
Som Rayburn Mumcnpol Power Agency, TX PP Declining 3.70

"Where FCl is tied, utilities are listed o!phubehcu“y. 10U = Investor-owned utility. PP — Public power utility.

FITCH INVESTORS SERVICE, LF.



Texas Municipally Owned Utilities (MOUs)

Tab 2: Surveys

0 c
" s |9
; o o > | = |& 25 £8
2 = °© 0 = C ..
i £ g o S = O g 58 Body/Individuals that
T 2 o ) £ T = RS O £ Approves
S 0 L w L =] u— o = 0 PP .
) E S 5 o 5 E [e] g c>3 8 c>3 - (B=Board, C=Council, B/C= Both,
Location < g H* g H+ < 5 |_O|_ 0 o O Utlllty Board M=Mayor, CM=City Manager)
x
o) o+
2| 8| S R
(72} + o
O R O S o
______________________________________________________________________________ © o S 2| o [}
x | ol o | S lo | O |
Five members, four appointed by board from separate geographic
San Antonio Independent |quadrants of city and confirmed by Council plus mayor ex officio
CPS Energy $1.7 billion 707,509 | 2,100,000 3,617 | 23,000,000 | 1,459 City Manager Utility Board |voting member. C C B B |B/C B
Austin
AE $1.3 billion 388,000 880,000 | 1,382 |11,372,000| 633 | City Manager | Mayor/Council EUC C C C C C CM
Garland $232,723,827| 68,001 | 228858 | 252 | 2,049,114 | 126 | City Manager | Mayor/Council |NO Poard. clcl|lclc|lc| cm
Bryan . .
BTU $135,269,134 | 48,014 | 74656 | 192 | 1,522,006 | 122 | City Manager | Mayor/Council |Various levels of expertise clclclclcl| cm
Nine members appointed by Council. The Mayor (or represenative)
Lubbock Power & serves in a non-voting ex-officio capacity. Resident/customer, not
Light Independent |indebted to City. City Council shall consider "extensive business and/or
LPL $130,000,000 | 75,975 219,643 249 1,729,000 | 88 City Manager Utility Board [financial experience. clc|c B B B
Seven member Board (Mayor ex officio and voting, the other six
Independent |appointed by Counci)l. Resident of Brownsville, Not related to city
Brownsville $121,518,108 | 46,697 | 172,825 | 147 | 1,279,525 | 48 | City Manager Utility Board  |officials. c|lcl|B| B B B
Denton Municipal
Electric No board.
DME $110,757,452| 46,767 119,454 129 1,358,405 26 City Manager | Mayor/Council C C C C C CM
College Station $89,454,291 35,132 94,642 69 770,000 18 City Manager | Mayor/Council No board. C C CcC |ICM| C CM
New Braunfels Independent  [Five members (Mayor ex officio and voting, other four are appointed
NBU $85,801,531 28,754 47,300 218 1,014,276 | 16.10] City Manager Utility Board by Council). C C B B C B
Georgetown $59,058,745 21,125 50,907 42 533,922 0.20 | City Manager | Mayor/Council No board. C C C C C CM
Greenville Independent  (Five members appointed by Council. Mayor is ex-officio-non-voting.
GEUS $41,671,643 13,285 26,600 124 545,834 32 City Manager Utility Board  |Resident, qualified voter, GEUS customer. B B B B B B
Kerrville Independent  [riye members (Mayor ex officio and voting, other four are appointed
KPUB $41,043,390 | 21,371 22,361 56 471,573 0 City Manager Utility Board |y council). sicl c |l B |l B | B B
source: TPPA 2011 Directory (2010 Stats) and TPPA 2012 Survey pgl 7/11/2012



Large Municipally Owned Utilities (MOUS)

Tab 2: Surveys

o c
" T ke
o o B 2 = & 25 £
2 = O ' 2 C ..
m o |3 2 o = S O £ =g Body/Individuals that
T 2 @ o £ T = ° E o€ Approves
S g | W @ o S5 - c 0 50 PProve
) E S 5 o 5 E _9 c 8 8 c>3 N (B=Board, C=Council, B/C= Both,
Location < g H+ g H+ < S L(E 0] o O Utl'lty Board M=Mayor, CM=City Manager)
2| 2 Qe
%) o = O fud
o]
HEBIHES:
“““““““““““““““““““““““““““““““““““““““ @ |8 Efla| Oc |
Mayor/Council & | _. . .
Los Angeles, CA $2.9 billion | 1,450,410 | 4.1 million | 8,139 | 24,790,041 3,650 Strong Mayor Independent Five members appolln'Fed by mayor and approved by Council. Mayor B/C| C (B/C| B [B/C M
LADWP o may remove commissioners
Utility Board
San Antonio, TX - : Independent [Five members, four appointed by board from separate geographic
CPS Energy $1.7billion | 707,509 | 2,100,000 | 3,617 | 23,000,000 1,459 City Manager Utility Board quadrants of city and confirmed by Council. Mayor also on Board clc B B |B/C B
Jacksonville, FL - Independent . . .
JEA $1.6 bilion | 418,944 820,000 | 1,875 | 15,843,244 728 Strong Mayor Utility Board Seven members, appointed by Mayor, confirmed by Council B C C C B B
ﬁgstm, ™ $1.3 bilion | 388,000 1.6 milion| 1,706 | 11,372,000 633 City Manager | Mayor/Council [Advisory Electric Utility Commission C C C C C CM
Memphis, TN . . Independent . - .
Memphis LG&W $1.3 bilion | 405,906 <1,000| 14,750,036 City Manager Utility Board Five member Board of Commissioners appointed by Mayor C C C C C B
Nashville, TN $1.1 bilion | 361,134 088 | 12,413,126 strong Mayor Ind.(-.:‘pendent Five members appqnted by Mayor, Confirmed by Council, five year B 5 B 5 B 5
NES Utility Board staggered terms without pay
Seattle, WA $789 million| 398,858 | 1.3 milion| 1,800 | 14,637,077 656 Strong Mayor Semi Board Nine member board appointed by Mayor approved by Council C c| C c| C M
Seattle City Light ' ' ' Y 9 y Mayor/Council PP y Vay PP y
Orlando, FL $724 milion| 220,306 | 382,500 | 1.035 | 7.941.801 339 Strong Mayor Indlgpendent Five membgrs and the Mayor who is ex-officio, Four year terms, no slelelels 5
oucC Utility Board compensation,
Knoxville, TN $494 milion | 196,453 129 | 5.777.313 strong Mayor Ind.gpendent Seven member board appointee by mayor and confirmed by B B B B B B
KUB Utility Board Council. 7 year terms.
Huntsville, AL - Independent . . .
Huntsville Utilities $455 million | 162,793 348 5,548,651 Strong Mayor Utility Board Appointed by City Council C C C C C B
Colorado Springs, CO 501 to Independent
Colorado Springs $381 million| 211,508 472,000 4,818,688 232 Strong Mayor ”p City council is also utility board. Mayor is ex officio. C C C C C B
- 1,000 Utility Board
Utilities
Tacoma, WA $343 milion | 169,407 | 352,000 | 900 | 6781,044 | 417 | CityManager | 'MdePendent |, siinted by Mayor and approved by Council clc|s|B]|B B
Tacoma PU ’ ’ T y 9 Utility Board PP yMay PP y
santa Clara, CA $284 million | 51,868 130 | 3,692,599 City Manager | Mayor/Council |None clclclc|lc]| cm
Silicon Valley Power
Riverside, CA - . Independent : . . . . :
Riverside PU $275 million| 106,062 306 1,998,737 City Manager Utiity Board Nine member board of public utilities appointed by City Council. C c | C c | C B
g;‘g’es"'”e' FL $262 million | 92,340 448 | 2,164,616 City Manager | Mayor/Council |Mayor and commissioners clclclc]|c C
Eugene, OR $35 million 87,087 80 444,171 City Manager Independent Utility Board established by City Charter is independently elected c | C B B B B
EWEB ’ ’ y 9 Utility Board y y -ty P y
Source: APPA "Public Power Annual Directory and Statistical Report 2012-2013 (2010 Statistics) and Utility Interviews pg 2 7/11/2012



Texas Public Power Association

Testimony of the Texas Public
Power Association (TPPA)

Senate Business & Commerce Committee
July 10, 2012

Mark Zion, Executive Director, TPPA



Interim Charge:
Senate Business and
Commerce Committee

Texas Public Power Association

« “Study the relationship between city
governments and municipally-owned
utilities, including any duplicative or
redundant functions, the amounts and

justifications required for transfer

payments between the entities, and the
nenefits and disadvantages of alternative
governance structures.”




i Ep B iy
CO N I E N I S Texas Public Power Association

* Municipally Owned Electric Utilities
(MOUSs) in Texas — Overview. P.4.

« Payments and Contributions by MOUSs to
Local Governments. P.9.

« MOU Governance. P.19.
* Qutside City Ratepayers. P.25.



Texas Public Power Association

Municipally Owned Electric Utilities
(MOUSs) in Texas:

Overview



SERVICE, STABILITY,
SUCCESS. Texas Public Power Association

72 MOUs provide power
to 4.1 million Texans.
Many have been serving
their communities for
over 50 years.

o Tulia

Electra o
® Floydada S Sl SN
A o Bowie o 5 ® Whitesboro
Lubbock Seymour %09 Farmersville

MOUs are “full service”

® Brownfield Bridgeport *  Denton * *Greenille-
electric utilities that own Wanonle, PN |
poles and wires and often . | Goldsmith | n—
e San Augustine ¢

power plants. ‘ A Sacbzdthwarmpasas g“eTa‘ZZT,'

| B00y® g Bt S g Newi
Local authorities set e b3 G0 i
MOU rates and policies | e e et R
that are responsive to o/ g HoNn;vgf;u/nfe.'s?fg'um /Ngﬁ%l 3
community priorities. - , CSCPSAE"W HGW.:; C/uyf;’;'k"ufn’;;ﬁ‘;‘i‘;':;ci.,;“
To date, MOUs have ) wa
taken a “wait and see” Municipally Owned
approach to electric Electric Utilities (MOuUs) . L
deregulation. sz



72 MOUSs Iin Texas

Municipally Owned Electric

Utilities
Bartlett
Bastrop
Bellville
Boerne
Bowie
Brady
Brenham
Bridgeport
Brownfield
Brownsville PUB
Bryan Texas Ultilities
Burnet
City of Austin Energy
Caldwell
Castroville
Coleman
College Station
Cuero
Denton
Electra
Farmersville
Flatonia
Floresville

Floydada
Fredericksburg
Garland
Georgetown
Giddings
Goldsmith
Goldthwaite
Gonzales
Granbury
Greenville (GEUS)
Hallettsville
Hearne
Hemphill
Hempstead
Hondo
Jasper
Kerrville PUB
Kirbyville

La Grange
Lampasas
Lexington
Liberty
Livingston
Llano
Lockhart

Lubbock
Luling

Mason
Moulton

New Braunfels Utilities
Newton
Robstown

San Antonio CPS
San Augustine
San Marcos
San Saba
Sanger
Schulenburg
Seguin
Seymour
Shiner
Smithville
Timpson

Tulia

Waelder
Weatherford
Weimar
Whitesboro
Yoakum

Texas Public Power Association




Local Control and
Community Value

The “separate model” of local control is key to the success of MOUs,
whose mission is providing community value.

Texas Public Power Association

OWNERSHIP: Community ownership.

MISSION: Reasonable rates and community value. Ultility policies that are
responsive to community priorities.

GOVERNANCE:

— Local governance by elected city councils and also citizen boards, both
accountable to citizen/ratepayers.

— Extensive public participation in the local utility governance process.

— Limited PUC regulation (for transmission costs, appeals, statewide market
and reliability matters via ERCOT).

INFRASTRUCTURE-BASED: MOUs own and operate utility infrastructure,
including power plants and/or electric lines (unlike city “aggregators” who
are just purchasing agents in deregulated areas).

RATES: Set locally. Good value — stable & at the low end of the scale.
SERVICE QUALITY: Reliable, local, and consumer-friendly.
FINANCE: Funded by utility revenues, not taxes.

UTILITY PROCEEDS: Proceeds stay in the community. A portion of MOU
revenues support general municipal services like public safety, roads,
parks, and libraries community services. 7



MOU Performance

Customer satisfaction - high for fundamental reasons.

— MOUs are consumer owned and thus have a consumer orientation. Local
employees, not remote call centers, interface with customers. Customers can
participate — local processes, public meetings, etc.

Reliability.

— System Average Interruption Frequency Index (SAIFI): 0.696 average of
MQOUs (per TPPA), 1.071 average statewide (per PUC).*

— Creditworthy MOUs help deploy generation to support resource adequacy.
Jobs and Economic Development:
— MOUs - significant employers in their communities — 7,044 employees.

— MOUs are well situated to support local economic development activities — a
consolidated local approach with infrastructure deployment and rate policies
that help retain and attract businesses.

Bond ratings are amonq the best in the industry.

— Among the industry’s most creditworthy. Rating agencies cite: focus on core
mission, stable service areas, affordable rates, local control. “Positive” or
“stable” outlooks for MOUs despite the economy. May, 2012 S&P ratings:

Texas Public Power Association

Austin Energy A+ Garland (GP&L) AA-
Bryan (BTU) A+ Greenville (GEUS) A+
Brownsville PUB A+ Lubbock (LP&L) AA-
CPS Energy AA New Braunfels AA
College Station A+ Seguin A
Denton AA-

*Reliability information: PUC Project 40078, TPPA. While comparisons$r1ay
be indicative, the purpose of SAIFI and other indices is to measure individual
utility performance.
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Payments and Contributions by
MOUSs to Local Government



The Financial Relationship
Between MOUs and Local
Governments

Texas Public Power Association

* Municipally owned electric utilities (MOUs) provide
benefit to their communities in the form of payments and
contributions to local governments.

« Payments come in several forms, variously calculated
and referred to as: general fund transfers, returns on
investment, and/or franchise fees.

« Contributions can also be “in kind” — reduced cost or free
services to the city, such as streetlighting, and electric
service/maintenance at city buildings.

« QOther contributions can take the form of direct MOU
funding of specific community activities, for example
economic development.

10



Part of MOUs’ Value
Proposition

« Financial support for local government is a key
component of MOUs’ value proposition.

— A long-standing, stable, well-established practice —
common among the nation’s 2000+ MOUs.

— Viewed positively by the financial community (which
rates MOUs among the industry’s most creditworthy).

— Helps to fund local services like police, parks, and
libraries.

— Helps to keep local taxes low.

— Helps the local economy and jobs. MOU proceeds
always stay local (unlike the proceeds of private
utilities which can go to out-of-state stockholders).

Texas Public Power Association
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NOTE ON TPPA SURVEY:
« Conducted during April/May, 2012.
* Information reported for the most recent fiscal year of each MOU.

« Al MOUs in Texas were solicited. Those responding to the TPPA
survey represent over 92% of the municipal sector (number of
customers, peak load).

» For the survey, MOUs are sometimes classified by size.

— Large MOUs. Greater than 10 million MWh/year in retail sales. Two
systems: Austin Energy and CPS Energy of San Antonio.

— Mid-sized MOUs. Less than 3 million MWh/year and greater than
500,000 MWh/year. Eight systems, examples include Brownsville PUB,
Denton Municipal Electric, Garland Power & Light, Lubbock, and New
Braunfels Utilities (NBU).

— Small MOUs. Less than 500,000 MWh/year. 60 systems, examples
include: Boerne, Floresville, Floydada Seqguin, and Weimar.

12



All MOU Payments and
Contributions — Percent of
Gross Utility Revenue

Texas Public Power Association

14%

12.3% 19 1% Each surveyed MOU
12% makes structured
payments to local
10% 9.5% government, and
- 90 many also make
8% ' in-kind or other
contributions.
0% SURVEY MEDIAN:
4% e 9.5% - all MOUs.
* 12.3% - large.
2% ¢ 7.9% - mid-sized.
0% . . . e 12.1% - smaill.
All MOUs Large Mid-Sized Small
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Types and Size of
Payments & Contributions

Most of the value stream is in
the form of “payments”.
In kind and other
contributions are small in
comparison.

TYPES:

« Payments — reported by all
surveyed — transfer to
general fund, return on
investment, franchise, or a
combination.

» In Kind Services — about half
those surveyed - free or
reduced cost streetlighting,
electricity / maintenance for
city buildings.

« Contributions to Community
Activities: reported by one-
in-six systems surveyed,

I Payments (transfers, ROI, franchise) includes economic
Hl Contributions In Kind (streetlighting, etc.) development’ yOUth and

[J Contributions to Community Activities (economic dev., etc.) g:szrleyn%?ag\;ggs’ and other

Texas Public Power Association
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Payments:

Policy and Method

Formal policies are common in large
and mid-sized municipal systems.

Formal local policies specifying
how payments are calculated
are more common in large and
mid-sized systems.

A significant majority of large
and mid-sized systems
calculate payments based on
some percentage of revenue.

Other methods, like flat
amounts and year to year
determinations are more
common with smaller systems.

Some use a combination of
methods.

Texas Public Power Association

Method of Payment by System Size

Large | Mid | Small
% of revenue 100% | 69% | 25%
or adj. revenue
KWh basis 8% 7%
Return on 15%
investment
Franchise fee 8% 7%
basis
Year to year 950%

Flat amount

1%

)
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« MOU payments and contributions to local government
are set and regularly reviewed via a public and
transparent local process.

« Surveyed MOUs variously report the following
transparency methods:

— Annual city budget process and utility budget process, including
public notice, public hearings, governing body consideration, and
web/media information.

— Public presentations to council, utility boards, and or advisory
boards.

— Annual utility audits, financial statements, monthly financial
reports.

— Ultility communications including utility newsletter, bill stuffers,
and utility website.

— Other city and community reports.
— Coverage by the local media.
16



Ove rI a p p | N g F un Ctl ons cxa Public Poer Association

« MOQOU and general city functions — overlapping and
allocated.

— For example: administration, fleet, finance, personnel, etc.

— Surveyed MOUSs report that shared functions are allocated on a
cost basis, with apportioned costs paid for on a relative basis by
the MOU and general government departments respectively.

« MOU and general city functions — separate, analogous,
but not redundant. Larger MOUs, including those with
board governance, are more likely to have in-house
utility-specific functions, for example utility-specific
billing, accounting, and information technology. These
in-house MOU functions may be analogous to, but are
not duplicative of certain general city functions.

17
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MOU Governance
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The Form of MOU

Texas Public Power Association

Governance is a Local

Decision

Three MOU Governance Models in Texas:

City Council Governance by local elected officials.

“‘Legacy” MOU Governing Board. As authorized in Sec. 1502 of the
Government Code. Board of Trustees has 5-7 members, including the
Mayor Ex-Officio. Examples include: Brownsville PUB, CPS Energy,
Kerrville PUB, New Braunfels Ultilities, etc.

“Contemporary” MOU Governing Board. As authorized on Sec. 552 of
the Local Government Code. Board may be created and its composition
and powers specified by ordinance (or charter). Empowered to varying
degrees to manage and control the MOU, sometimes sharing authority
with city council. Examples include: Greenville - GEUS, Lubbock - LP&L.

Non-Governing Citizen Advisory Bodies:

Advisory Bodies: For some MOUs with each type of governance, citizen
advisory boards supplement the governing body but have no authority
and only offer advice. Examples include: Austin’s Electric Utility
Commission (EUC), Denton’s Public Utilities Board, and CPS Energy’s
Citizens Advisory Committee. 19
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Governance Types

Texas Public Power Association

City Council Governance:

68%

50%

50%

32%

« 68% of surveyed MOUs
— the rule among small
systems.

Board Governance:

Council - All

Council - Large
& Mid

Board - All

Board - Large
& Mid

« 32% of surveyed MOUs.

« 50% of the large and
mid-sized systems.

* Most Board members
are council appointed.
Mayors (and rarely
council members) can
serve as voting ex-
officio members.

20



Governing Body Terms
and Compensation

Texas Public Power Association

e MOU Board members MOUs with | MOUs
have a longer term of Cit with
service and are more y .
likely to be subject to term Councils | Boards

limits than Council

Average term 2.4 years 3.6
members. of office ears
 \Whether on a Board of ' y
Council, members of a -
MOU governing body are Subject to term 32% 66%
just about as likely to get | limits?
paid.
« The median Paid? 63% 56%

compensation for MOU

council members or board
&eofgbpegfy'zaﬂsj 025and  yviedian annual | $1,025 | $300
respectively. compensation.
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Authority:

Council-Governed MOUs

* For MOUs that are governed by City Councils,
almost all of the authority is with the Council.
— Rate setting.
— Bond issuance (exception — one by voters).
— Eminent domain.
— Set utility budget.
— Enter into purchased power agreements.
— Authorize utility investments.

* The authority to hire and set the salaries of key
MOU executives can be with the Council (58%
of respondents) or with the city manager (42%).

22
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Authority:
Board-Governed MOUSs

« Even in the systems that have a governing board, 88%
of the time, the city council retains the three major
authorities.

— Rate setting, bond issuance, and eminent domain by Council.
— Only the GEUS does all three at the Board level. The KPUB
Board sets commercial but not residential rates.

« Essentially all MOU boards exercise the following
authorities:

— Set utility budget (exception — one MOU gets council approval).
— Determine salaries of key MOU executives.
— Enter into purchased power agreements (PPAs).

— Authorize utility investments (exception — one MOU does this via
the city investment office and council policy).

Texas Public Power Association
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Outside-City MOU Ratepayers
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« The vast majority of MOUs have some outside city ratepayers. The
reason: MOU electric service territory boundaries were drawn by
the PUC in the 1970s based mainly on where utility infrastructure
was located at the time — city limits, county lines, and other
demarcations were minor considerations in that PUC process.

« Only the PUC, not MOU cities, can change service territory
boundaries. This occurs rarely, only under certain circumstances,
and usually by mutual agreement between two adjacent utilities.

» The vast majority of the MOUs surveyed by TPPA serve customers
outside their city limits.

— For those MOUs, an average of about 12.8% of their customer base is
outside the city.

— Some of those MOUs serve within other suburban cities. Of those who
do, 88% pay a franchise fee to suburban cities averaging 3.4%. All but
one fund suburban franchise fees on a system-wide basis.

25



Outside City Ratepayers
— Fair Treatment

Texas Public Power Association

Rates: Virtually all MOUs with outside city customers charge them
the same rates as customers within the city.

Payment to MOU Local Government: All report that a payment to
the MOU'’s local government (transfer, ROI, etc.) is included in both
outside and inside city rates.

Process:

— In all cases, outside city MOU ratepayers (just like in-city ratepayers)
have access to local public processes regarding utility policies and
rates.

— 3 MOUs have a board structure which can include outside city
ratepayers — two do so currently.

— 95 MOUs have outside city ratepayers in an advisory role, for example on
utility advisory commissions (Austin Energy, CPS Energy, FELPS,
Georgetown, and GEUS).

— State law provides that outside city ratepayers can petition the PUC to
set their rates instead of the MOU on appeal.

26
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Contact information:

Mark Zion, Executive Director, TPPA, mzion@tppa.com ,
512-472-5965, 701 Brazos, Suite 1005, Austin, TX 78746.

27
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Tab 2: Surveys

Introduction

In April 2010 the American Public Power Association conducted its eighth “Governance Survey.” The
purpose of the survey is to determine the type of control local governments exercise over publicly owned
electric systems. This report summarizes the survey data, presenting information on the type of governing
bodies that oversee public power systems, term limits and compensation of governing body members,
and the authorities granted to utility governing bodies.

Questionnaires were mailed to almost 1,900 local publicly owned electric systems in the United States,
and 658 completed survey forms were returned to APPA. Excluded from the survey are public power
systems, such as joint action agencies, that sell power primarily at wholesale. Although 658 utilities
completed the survey, not all of the respondents answered every question.

Profile of Respondents

Since the composition of survey respondents is heavily weighted toward utilities with a relatively small
number of customers, most survey results are presented by customer size class. As shown in Table 1, 86
percent of respondents serve less than 20,000 customers, and the two largest customer size classes
account for the remaining 14 percent of respondents.

Table 1
Number of Respondents by Customer Size Class
Number of Percent of
Customer Size Class Responses All Respondents
Less than 5,000 Customers 408 62%
5,000 to 20,000 Customers 161 24%
20,000 to 50,000 Customers 55 9%
Greater than 50,000 Customers 34 5%
TOTAL 658 100%

Ninety-three percent of respondents are municipally owned utilities. The other seven percent are state-
owned utilities or political subdivisions, for example county-wide utilities, public power districts or
public utility districts in Washington, Oregon and Nebraska, and irrigation or utility districts in Arizona
and California.

The majority of respondents, or 59 percent, are governed by a city council, while the remaining 41
percent are governed by an independent utility board. (The term “city council” includes similar entities
such as a county council, town council, borough council or board of selectmen.) Results vary
significantly when summarized by customer size class as the smallest customer size class is the only one
in which the majority of utilities are governed by a city council. Seventy-two percent of the respondents
with less than 5,000 customers are governed by city councils compared to only 32 percent of respondents
with greater than 50,000 customers.

Independent utility boards that are appointed are more than twice as common as utility boards that are
elected. However, all public utility districts and public power districts are governed by elected utility
boards. Virtually all city councils are elected. Table 2 summarizes survey respondents by customer size
class and the by type of governing body which exercises primary control over the utility.

1
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Table 2
Type of Primary Governing Body
Number of Independent Utility Board
Customer Size Class Responses Elected Appointed City Council
Less than 5,000 Customers 408 5% 23% 72%
5,000 to 20,000 Customers 161 20% 40% 40%
20,000 to 50,000 Customers 55 33% 34% 33%
Greater than 50,000 Customers 34 24% 44% 32%
TOTAL 658 12% 29% 59%

City councils play a large part in determining the make-up of appointed utility boards as they either
appoint or approve the board in most cases. Fifty-nine percent of the boards are appointed by the mayor,
but 85 percent of the time, the mayor’s choices must be approved by the city council. The city council
appoints the board jointly with the mayor for six percent of the utilities and on its own for 27 percent of
the utilities.

Eighty-five percent of utilities with independent utility boards have either residency or service territory
requirements for board members. These require board members to be a resident of the city or to be a
customer of the utility.

Independent utility boards name their own chair in more than 90 percent of the cases, and this is true
whether or not the board is elected or appointed. In regard to city councils, the mayor is the chair in 68
percent of the cases, the city council names its own chair in 22 percent of the cases, and in another nine
percent of the cases, the chair is elected as chair in the general election. Table 3 summarizes this
information.

Table 3
How Governing Body Chair is Named
Mayor Chair Named in  Governing Body Chair is
Type of Governing Body Is the Chair General Election =~ Names Chair Appointed
Elected Utility Board 1% 8% 91% 0%
Appointed Utility Board 2% 0% 93% 5%
City Council 68% 9% 22% 1%
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Term Length of Governing Body

The average term length for governing bodies is 3.8 years. Term lengths range from one to seven years,
and nearly half of respondents report term lengths of four years. Almost all of the utilities reporting
governing body term lengths of more than four years are governed by independent utility boards. Table 4
shows, for each type of governing body, the percent of respondents by length of governing body term.

Table 4
Term Length of Primary Governing Body
Number of 1to3 5 Years
Type of Governing Body of Responses Years 4 Years or More
Independent Utility Board 266 29% 27% 44%
City Council 371 37% 63% 0%

Term Limits on Governing Body

Only 11 percent of electric utilities’ governing bodies are subject to term limits. Restrictions range from
one to five terms, with two terms reported as the limit 67 percent of the time. Responses varied
significantly by customer size class, with utilities in the largest classes most likely to have term limits
applied to the governing body. Table 5 summarizes term limits by customer size class.

Table 5
Term Limits on Governing Bodies
Number of Percent With Term Limits
Customer Size Class Responses on Governing Body
Less than 5,000 Customers 408 4%
5,000 to 20,000 Customers 161 19%
20,000 to 50,000 Customers 55 20%
Greater than 50,000 Customers 34 A47%
TOTAL 658 11%

Citizens Advisory Committee

Eleven percent of respondents reported that there is a citizens advisory committee or board that serves in
an advisory capacity to the governing body. Utilities governed by city councils are more likely than those
governed by independent utility boards to have a citizens advisory board: 16 percent of respondents
governed by a city council reported having a citizens advisory board, as compared to 4 percent of
respondents governed by an independent utility board.

The incidence of electric utilities with a citizens advisory board increases by customer size class, with the
percent ranging from 7 percent of respondents in the Less than 5,000 Customers size class to 38 percent
of respondents in the Greater than 50,000 Customers size class.
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Compensation of Governing Body Members

Overall, 86 percent of utility governing bodies are paid. Approximately 88 percent of city councils are
paid, and this result is consistent across all customer size classes. Elected independent utility boards are
paid in 83 percent of the cases. There is some variation in results by customer size class; for example, all
respondents in the Greater than 50,000 Customers class report that their boards are paid. For appointed
utility boards, smaller utilities are more likely to have paid boards than are larger utilities: 89 percent of
utilities in the smallest customer size class report that the utility board is paid, compared to 67 percent of
utilities in the largest customer class.

Survey respondents reported compensation data on either an annual, monthly or per meeting basis, and
all responses were converted to an annual average. Table 6 shows the median compensation for each type
of governing body and customer size class. (The median amount represents the middle observation: half
of the respondents reported a higher amount, and half reported a lower amount than the median.) Median
compensation increases as customer size class increases, with the exception of elected independent utility
boards. The highest median compensation in this category is the 20,000 to 50,000 Customers class which
is dominated by Washington public utility districts.

Table 6
Median Annual Compensation of Governing Body Members
(Number of Responses in Parentheses)

Independent Utility Board

Customer Size Class Elected Appointed City Council
Less than 5,000 Customers $ 2,450 (14) $ 900 (75 $ 1,500 (224)
5,000 to 20,000 Customers 4,800 (24) 1,800 (54) 5400 (54)
20,000 to 50,000 Customers 21,600 (14) 2,400 (13) 7,200 (13)
Greater than 50,000 Customers 12,720 (8) 2,400 (10) 20,243  (10)
TOTAL $ 5,700 (60) $ 1,200 (152) $ 2,400 (301)

Survey respondents were asked whether governing board members were eligible for either the city’s or
utility’s medical benefit plans. Twenty-six percent of utilities with independent utility boards and 20
percent of utilities with primary oversight from the city council have governing bodies that are eligible
for employee benefit plans. The results differ significantly by customer class, with 11 percent of
respondents in the Less than 5,000 Customer class offering medical benefits, rising to 68 percent of
respondents in the Greater than 50,000 Customer class.

Survey respondents were also asked whether governing board members were eligible for retirement
benefit plans. Fourteen percent of utilities with independent utility boards and 21 percent of utilities
governed by a city council have governing bodies that are eligible for retirement benefit plans. Seventeen
percent of respondents in the two smaller customer classes have governing bodies that are eligible for
retirement benefits; in contrast, 29 percent of respondents in the two larger customer classes have
governing bodies that are eligible for these benefits.

Note that the survey asked only about eligibility for either medical or retirement benefits. It did not ask
who was responsible for paying for the benefit plans, the city/utility or the governing board member.
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Authority of Governing Body

Survey respondents were asked to indicate which governing body or individual has final approval for
eight specific actions: setting retail electric rates, approving the utility budget, setting salaries of key
utility officials, issuing long-term bonds, making financial investments for the electric utility, approving
purchased power contracts, exercising the right of eminent domain, and hiring and firing utility
personnel. Except for the last function — hiring and firing — the authority for these functions
overwhelmingly resides with the city council for utilities under city council control. However, for
utilities under the control of an independent utility board, the results are more mixed. While the
independent utility board has authority for a majority of utilities for seven out of the eight functions, the
city council — either on its own or jointly with the utility board — retains authority for a significant
number of utilities.

The following descriptions and tables summarize the distribution of authority under independent utility
boards as the primary governing body and under city councils as the primary governing body.

Independent Utility Board as Primary Governing Body

Approximately 270 utilities report that an independent utility board is their primary governing body. A
majority of these utilities list the independent utility board as retaining final authority for all of the eight
functions except for issuing long-term bonds. Utility boards are most likely to have final approval over
setting salaries of key utility officials, approving utility budgets, approving purchased power contracts
and making financial investments. Boards are least likely to have final approval over issuing long-term
bonds and exercising the right of eminent domain.

Table 7 summarizes the results by customer size class. For each of the eight functions, the table shows
the percent of responses indicating power of final approval for (1) the independent utility board (2) the
city council and (3) other entities.

Most of the “Other” responses shown in Table 7 indicate joint authority between the utility board and the
city council. Exceptions include the authority to make financial investments for the utility, which often
resides with the financial director, city or town treasurer or general manager, and authority to hire and
fire, which typically resides with the general manager of the utility or the city manager. In addition,
authority to set retail rates can reside with the state public utility commission, or with the Tennessee
Valley Authority, in the case of TVA distribution systems. For some small systems (mainly in
Massachusetts) a town meeting provides the final authority to issue long-term debt and to exercise
eminent domain.

There are differences when comparisons are made by customer size class, but the same general pattern
remains. Larger percentages of utilities report that the independent utility board has final approval over
salaries, budgets, financial investments and purchased power contracts, and smaller percentages report
that the board has approval over issuing long-term bonds and exercising the right of eminent domain.
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Table 7
Exercise of Specific Authorities for Utilities with Independent Utility Boards
as the Primary Governing Body

Number of Independent City
Authorities Responses Utility Board Council Other
Less than 5,000 Customers
Set retail electric rates 112 76% 10% 14%
Approve utility budget 112 81% 13% 6%
Set salaries of key utility officials 112 82% 13% 5%
Issue long-term bonds 111 54% 33% 13%
Make financial investments for utility 113 78% 11% 11%
Approve purchased power contracts 113 80% 12% 8%
Exercise right of eminent domain 111 49% 41% 10%
Hire and fire utility personnel 111 7% 9% 14%
5,000 to 20,000 Customers
Set retail electric rates 97 70% 15% 15%
Approve utility budget 97 87% 12% 1%
Set salaries of key utility officials 97 92% 5% 3%
Issue long-term bonds 95 38% 52% 10 %
Make financial investments for utility 96 78% 8% 14%
Approve purchased power contracts 97 81% 13% 6%
Exercise right of eminent domain 95 52% 37% 11%
Hire and fire utility personnel 97 70% 2% 28%
20,000 to 50,000 Customers
Set retail electric rates 36 78% 14% 8%
Approve utility budget 36 78% 19% 3%
Set salaries of key utility officials 35 83% 14% 3%
Issue long-term bonds 36 53% 44% 3%
Make financial investments for utility 34 74% 6% 20%
Approve purchased power contracts 36 75% 8% 17%
Exercise right of eminent domain 36 53% 42% 5%
Hire and fire utility personnel 36 61% 6% 33%
Greater than 50,000 Customers
Set retail electric rates 23 70% 22% 8%
Approve utility budget 23 70% 26% 4%
Set salaries of key utility officials 23 91% 9% 0%
Issue long-term bonds 23 48% 35% 17%
Make financial investments for utility 22 86% 0% 14%
Approve purchased power contracts 21 86% 5% 9%
Exercise right of eminent domain 20 75% 25% 0%
Hire and fire utility personnel 22 7% 0% 23%
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City Council as Primary Governing Body

Approximately 380 utilities report that the city council is their primary governing body. For all customer
size classes combined, 90 percent or more of these utilities indicate that the city council has final
approval for six of the eight functions surveyed. The two exceptions are making financial investments for
the electric utility and hiring and firing utility personnel. These two functions are still performed by the
city council for the majority of respondents, but an individual controls these decisions in many other
cases. The city treasurer, city manager, financial director, or other utility staff are the individuals most
often listed as making financial investments, while the utility general manager or the city manager most
often have final hiring and firing authority.

The “Other” category is of significant size for two additional functions: setting retail rates and setting
salaries. State utility commission authority makes up the largest part of the “Other” category for setting
retail rates, and the city manager (or other city administrator) is the “Other” category for setting salaries.

There are differences in the city council’s authority when comparisons are made between customer size
classes. For example, the smallest customer size class is the only one for which the city council
maintains authority for hiring and firing for the majority of systems. In addition, city councils have final
approval over salaries and making financial investments for a smaller percentage of utilities in the larger
customer size classes.

Table 8 summarizes the results by customer size class. For each of the eight functions the table shows
the number of responses and the percent of responses indicating power of final approval for (1) the city
council and (2) other entities.



Table 8
Exercise of Specific Authorities for Utilities with City Councils as the Primary Governing Body

Authorities

Less than 5,000 Customers
Set retail electric rates
Approve utility budget
Set salaries of key utility officials
Issue long-term bonds
Make financial investments for utility
Approve purchased power contracts
Exercise right of eminent domain
Hire and fire utility personnel

5,000 to 20,000 Customers
Set retail electric rates
Approve utility budget
Set salaries of key utility officials
Issue long-term bonds
Make financial investments for utility
Approve purchased power contracts
Exercise right of eminent domain
Hire and fire utility personnel

20,000 to 50,000 Customers
Set retail electric rates
Approve utility budget
Set salaries of key utility officials
Issue long-term bonds
Make financial investments for utility
Approve purchased power contracts
Exercise right of eminent domain
Hire and fire utility personnel

Greater than 50,000 Customers
Set retail electric rates
Approve utility budget
Set salaries of key utility officials
Issue long-term bonds
Make financial investments for utility
Approve purchased power contracts
Exercise right of eminent domain
Hire and fire utility personnel

Number of
Responses

285
286
283
283
285
286
280
282

60
60
60
60
59
60
59
59

18
18
18
18
18
18
18
17

11
11
11
11
11
11
11
11

City
Council

90%
99%
93%
97%
91%
97%
98%
73%

90%
97%
87%
97%
71%
90%
98%
31%

100%
100%
67%
100%
61%
78%
94%
18%

100%
100%
73%
91%
45%
82%
100%
18%
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Other

10%
1%
7%
3%
9%
3%
2%

27%

10%
3%
13%
3%
29%
10%
2%
69%

0%
0%
33%
0%
39%
22%
6%
82%

0%
0%
27%
9%
55%
18%
0%
82%
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Referenda

Tables 9 and 10 present information on actions required to issue bonds and to sell the utility system.
Seventeen percent of respondent utilities require a voter referendum to issue bonds, and smaller systems
are more likely than large utilities to require a referendum.

Table 9

Referendum Required to Issue Revenue Bonds
Number of Voter

Customer Size Class Responses Referendum
Less than 5,000 Customers 408 23%
5,000 to 20,000 Customers 161 9%
20,000 to 50,000 Customers 55 7%
Greater than 50,000 Customers 34 3%
TOTAL 658 17%

Forty-four percent of utilities require a voter referendum to sell the utility system, and larger utilities are
more likely than smaller utilities to require a voter referendum. Of those requiring a referendum, 78
percent need the approval of a simple majority to sell the utility, and 22% require a supermajority.

Fifty-seven percent of utilities require a vote of the governing body to sell the utility, and smaller utilities
are more likely to require a vote than larger utilities. Of those requiring a vote by the governing body,
82% require a simple majority of the vote and 18% require a supermajority.

Table 10
Action Required to Sell the Utility

Vote of the

Number of Voter Governing
Customer Size Class Responses Referendum Body
Less than 5,000 Customers 408 39% 62%
5,000 to 20,000 Customers 161 49% 50%
20,000 to 50,000 Customers 55 56% 51%
Greater than 50,000 Customers 34 59% 38%
TOTAL 658 44% 57%

Aggregation of Demand Response

Utilities were asked if their regulatory body had passed an ordinance concerning the aggregation of
demand response for sale to the wholesale power market. Eleven percent of utilities have passed such an
ordinance. Most of these utilities are in the two smallest customer size classes.



Tab 2: Surveys

Payments in Lieu of Taxes

Seventy-four percent of survey respondents make payments in lieu of taxes to their state or local
governments. (Payments in lieu of taxes may be called by a different name, such as tax equivalents or
transfers to the general fund.) Results differ by customer size class, as only 69 percent of utilities in the
smallest customer size class make payments in lieu of taxes, compared to over 75 percent of the utilities
in the three largest classes. Eighty-two percent of utilities with independent boards make payments
compared to 69 percent of utilities governed by city councils. Table 11 shows, by customer class, the
percent of respondents that make payments in lieu of taxes.

Table 11
Utilities that Make Payments in Lieu of Taxes

Number of Percent that
Customer Size Class Responses Make Payments
Less than 5,000 Customers 408 69%
5,000 to 20,000 Customers 161 86%
20,000 to 50,000 Customers 55 76%
Greater than 50,000 Customers 34 88%
TOTAL 658 74%

Of the utilities that make payments in lieu of taxes, 63 percent use a formula to determine the amount.
Utilities in the smallest customer size class are least likely to use a formula, while utilities in the largest
classes are the most likely to use a formula. Seventy-six percent of utilities under the control of a utility
board use a formula to determine the amount of payments in lieu of taxes, compared to only 53 percent of
utilities under the control of a city council. Table 12 shows, by size and governing body type, the percent
of utilities that use a formula to determine the amount of payments in lieu of taxes.

Table 12
Percent of Utilities Making Payments in Lieu of Taxes
that Use a Formula to Determine the Amount
(Number of Responses in Parentheses)

Primary Governing Body

Customer Size Class Utility Board City Council Total

Less than 5,000 Customers 63% (96) 43%  (184) 50%  (280)
5,000 to 20,000 Customers 84% (83) 69% (55) 78%  (138)
20,000 to 50,000 Customers 88% (25) 88% a7 88% (42)
Greater than 50,000 Customers 90% (20) 80% (10) 87% (30)
TOTAL 76%  (224) 53% (266) 63%  (490)

(More detailed information on payments in lieu of taxes and other payments and contributions is
available in APPA’s series of reports, Payments and Contributions By Public Power Distribution
Systems To State and Local Government. The reports include data on the amount and type of payments
and contributions, summaries by customer size class and region, and comparisons with investor-owned
utilities.)

10



Tab 2: Surveys

Utility Service to Customers Outside of Municipal Boundaries

The public power systems that completed APPA’s survey include both municipally owned utilities and
other political subdivisions — such as state-owned utilities, public power districts, public utility districts,
and municipal utility districts — that provide electric service. Of the 658 respondents, 613 or 93 percent
are municipally owned utilities, and these utilities are the basis for information provided about service to
customers outside of the municipality’s boundaries. Sixty-four percent of respondents from municipally
owned utilities — or a total of 393 systems — serve at least some customers located outside the
municipality’s boundaries.

Utilities that served customers outside of the municipality’s boundaries were asked to estimate the
percent of customers outside of the boundaries. Table 13 shows that 55 percent of these utilities serve a
relatively small number of customers — five percent or less — outside of the boundaries. At the other
extreme, nearly a quarter of the utilities reported that more than 20 percent of their customers are outside
of the municipal boundaries.

Table 13
Percent of Customers Outside Municipal Boundaries
(Some utilities did not respond to this question)

Percent of Customers that are Number of Percent with Customers
Outside Municipal Boundary Utilities Reporting Outside of Boundaries
One Percent or Less 107 30%
More than One and Up to Five Percent 88 25%
More than Five and Up to Ten Percent 47 13%
More than Ten and Up to Twenty Percent 31 9%
More than Twenty Percent 83 23%
TOTAL 356 100%

The 393 utilities were asked about the relationship between the utility and the customers located outside
of the municipality. Two percent of these utilities include on the governing body a representative for
customers outside the municipality, and 14 percent make payments in lieu of taxes to jurisdictions
outside the municipal boundaries. The pattern is the same for both actions: larger utilities and utilities
with independent utility boards are the most likely to have a governing body representative for customers
outside the municipality and are most likely to make payments to jurisdictions outside the municipal
boundaries. (See tables 14-A and 14-B.)
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Table 14-A
Utilities that Serve Customers Outside Municipal Boundaries
Number that Governing Body Utility Makes Payments
Serve Outside Includes a Representative in Lieu of Taxes to
Customer Size Class Boundaries From Outside Municipality =~ Outside Jurisdictions
Less than 5,000 Customers 245 1% 8%
5,000 to 20,000 Customers 101 4% 16%
20,000 to 50,000 Customers 30 3% 43%
Greater than 50,000 Customers 17 12% 29%
Total 393 2% 14%
Table 14-B
Number that Governing Body Utility Makes Payments
Serve Outside Includes a Representative in Lieu of Taxes to
Type of Governing Body Boundaries From Outside Municipality Outside Jurisdictions
Independent Utility Board 164 5% 24%
City Council 229 0% 7%
Total 393 2% 14%

Finally, the 613 municipal electric utilities were asked which other utility services are provided by the
municipal government. As shown in Table 15 below, water and sewer are the most common utility
services provided by the municipal government.

Table 15
Other Utility Services Provided by the Municipal Government
Number that Percent of Municipal
Utility Service Provide Service Electric Utility Respondents
Gas 97 16%
Water 564 92%
Sewer 518 85%
Wastewater 418 68%
Cable TV 38 6%
Other 125 20%

Respondents included services such as garbage, telecommunications, Internet, sanitation, and storm
water in the “other” category.
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PRELIMINARY INFORMATION
RE: GOVERNANCE AND LATE FEES FROM
LPPC MEMBER UTILITIES

A. Please send a few sentences answering these questions and describing how
your utility is governed:

1. Do you have a board and or electric utility commission that has oversight of
your utility? If yes, how are they elected or appointed (and if appointed, are
they confirmed)? How many members are on these boards/commissions?

11D:
We have an elected Board of Directors consisting of five members. They represent the
division they live in, but are elected at large.

JEA:
Yes, we have a seven member board/commission appointed by the Mayor and approved
by Jacksonville City Council.

Platte River:
Yes, we have an eight member board appointed by their city councils.

OPPD:
Yes , we have an eight member Board of Directors elected by subdivision.

NYPA:
NYPA has six trustees nominated by the governor and confirmed by the state Senate.

They have staggered terms. We presently have trustees nominated by 3 different
governors. Currently NYPA has six trustees but the statute allows for (7) seven. There is
one vacancy.

CPS Energy:
We have a five member Board, including Mayor, appointed by City Council.

Austin Energy:

Seven member Austin City Council, consisting of the Mayor and six council members
elected at large, have oversight of our utility. Each member serves a staggered three-year
term. Three of the members are voted on one year, with the remaining members,
including the Mayor, elected the following year. Term limits require that the Mayor and
Council Members serve in their respective seat for a maximum of nine years, or three
consecutive terms.
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LADWP:
Yes, we have a five member Board of Commissioners appointed by the Mayor and
confirmed by the City Council.

Chelan County PUD:
We have a five member Board of Commissioners which are elected.

Santee Cooper:

Santee Cooper has an 11-member Board of Directors that has complete oversight of the
utility. The members are appointed by the Governor, screened by a committee appointed
by the State Legislature, and confirmed by the full Senate of South Carolina

Snohomish PUD:
Snohomish has a 3-member elected board.

LCRA:

LCRA is governed by a Board of Directors which is the policymaking body for LCRA.
In addition, LCRA and LCRA Transmission Services Corporation (LCRA TSC) are
regulated by the Public Utility Commission of Texas. The LCRA Board of Directors are
appointed by the Governor and confirmed by the Texas Senate. The Governor also
designates the chair of the LCRA Board of Directors, who serves at the pleasure of the
governor, as opposed to a specific term. The LCRA Board of Directors has fifteen
members. They serve six-year staggered terms so that every two years, one-third of the
board is either replaced or reappointed.

Clark PUD:
Clark PUD has a three-member Board of Commissioners elected by the voters.
Commissioners serve six-year terms with one position open every two years.

Tacoma Public Utilities:
TPU has a five member Public Utility Board. Board. Members are appointed to
staggered five-year terms by the Tacoma City Council.

SRP:
We have a President, Vice President and 14 member Board. All members are elected to 4
year terms and serve staggered terms.

Colorado Springs Utilities:

Colorado Springs Utilities” 9 member governing board is called the Utilities Board . They
are the elected members of city council and the same members serve as our Utilities
Board. The Mayor serves as Chair of the Utilities Board, Vice Mayor serves as Vice
Chair of the Board

SMUD:
SMUD has an elected seven member Board.

LIPA:
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15 member Board of Trustees — 9 appointed by the Governor (1 of whom thé BGuetHyeYs
designates as Chairperson), 3 appointed by the Senate Majority Leader and 3 by the
speaker of the Assembly.

2. Who sets/approves your rates...for transmission, generation, fuels?

11D:
Board.

JEA:
Board.

Platte River:
Board.

OPPD:
The OPPD Board of Directors.

NYPA:
NYISO sets our rates : NYPA is a wholesaler; we are not a distribution utility.

CPS Energy:
City Council approves rates.

Austin Energy:
Mayor and City Council.

LADWP:
Board, City Council and Mayor.

Chelan County PUD:
Board.

Santee Cooper:

Rates for all types of Santee Cooper services are analyzed, reviewed and recommended
by Santee Cooper staff and Executive Management, and approved by the Board of
Directors.

Snohomish:
Board.

LCRA:

The LCRA Board of Directors has rate-setting authority for electric generation rates and
fuel charges to its wholesale electric customers. It should be noted that LCRA does not
engage in retail electric sales. The Public Utility Commission of Texas approves
transmission rates charged and recovered by LCRA TSC.

Clark PUD:
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The board of commissioners is responsible for setting policy for the utility ah@%PpoiRG
the CEO/general manager who is responsible for day-to-day operations. Among the
commission’s duties are approval of rates, power supply contracts, transmission and
distribution projects and budgets. PUD rates and operations are not subject to review or
oversight by the state’s Utilities and Transportation Commission.

Tacoma Public Utilities:

The Board has broad authority to govern TPU, with the exceptions that (i) the setting of
rates, (i) the incurrence of debt, and (iii) ‘system expansions’ must be approved by the
Council. (In practice, the provision relating to ‘system expansions’ has not been
interpreted to relate to normal build-out of the utility infrastructure.) Since Tacoma
Power and Tacoma Water are vertically integrated distribution utilities, there are not
individual Transmission, Generation and Fuels rates. Composite retail rates setting is
initiated by the Board and approved by the Council. For its wholesale sales of Power and
Water, TPU has been granted authority to set short-term market bases rates. Contracts
for longer term wholesale sales are approved by the Board.

SRP:
Board.

Colorado Springs Utilities:
City Council for rates and ordinances; Utilities Board for resolutions and other.

SMUD:
Seven Member Board.

LIPA:
Board of Trustees.

3. Who approves transmission lines?

11D:
Board approves our Transmission lines.

JEA:
For 230 kV, over 25 miles and crossing a county line the FPSC has approval through the
Transmission Line Siting Act.

Platte River:
Board.

OPPD:
The Nebraska Power Review Board approves projects based upon need. The Nebraska

Public Service Commission also has approval authority for transmission projects that
cross another utilities service territory or cross rail lines or highways.

NYPA:
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Various state agencies have input regarding approval for transmission. The IEgffatie/RYs
also involved, especially with regard to siting power plants.

CPS Energy:
Board approves siting; Council provides condemnation authority.

Austin Energy:
Texas PUC approves siting of transmission lines in Texas with input from ERCOT.
Mayor and City Council generally have authority within Austin Energy territory.

LADWP:
Board.

Chelan County PUD:
Board approves through capital budgeting process. Not sure what else you may mean.
We obviously need to obtain permits from the entities/persons when crossing their lands.

Santee Cooper:

Construction and operation requirements for Santee Cooper transmission line services are
analyzed, reviewed and recommended by Santee Cooper staff and Executive
Management, and approved by the Board of Directors.

Snohomish:
Board.

LCRA:
The Public Utility Commission of Texas approves the routes for electric transmission
lines through the granting and amending of certificates of convenience and necessity
(CCNs).

Clark PUD:

The board of commissioners is responsible for setting policy for the utility and appointing
the CEO/general manager who is responsible for day-to-day operations. Among the
commission’s duties are approval of rates, power supply contracts, transmission and
distribution projects and budgets. PUD rates and operations are not subject to review or
oversight by the state’s Utilities and Transportation Commission.

Tacoma Public Utilities:
New transmission line construction would be approved by the Board, and for significant
facilities also by the Washington State Energy Facility Siting Council (EFSEC).

SRP:
Board.

Colorado Springs Utilities:

Transmission lines are determined through an electric planning process. Based on the
need date projects are managed as part of the financial planning/budget process. The
budget is approved by City Council.
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SMUD:
Seven member board.

LIPA:
Board of Trustees.

4. Does your state utility commission have oversight over your operations and
rates? If yes, in what areas?

11D:
No oversight on rates, but they do have limited oversight on operations.

JEA:
No.

Platte River:
No.

OPPD:
N/A. This is the responsibility of the OPPD Board of Directors.

NYPA:
PSC does not set our rates.

CPS Energy:
Only for wholesale power market and limited transmission.

Austin Energy:

No, however, the Texas PUC does have authority to review Austin Energy rates that are
appealed from customers in our territory who are not located within the City of Austin
boundary. And the PUC has authority over wholesale transmission rates and the
wholesale market.

LADWP:
No, but it is gaining authority over a number of programs and activities.

Chelan County PUD:

Not our electric operations. There is limited “oversight” with respect to our fiber
operation (wholesale fiber optics), the service providers could request the State Utility
and Transportation Commission to review whether our wholesale rates are
discriminatory. No such challenge made to date.

Santee Cooper:

Santee Cooper’s Board has absolute authority on all facets of operations and rates. The
SC Public Service Commission has no oversight authority.
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No.

LCRA:

The Public utility Commission of Texas has oversight of LCRA TSC’s rates and certain
LCRA and LCRA TSC operations. Areas include transmission rates, transformation
rates, metering rates, transmission line CCNs, reliability, power quality and emergency
operations plans.

Clark PUD:
PUD rates and operations are not subject to review or oversight by the state’s Utilities
and Transportation Commission.

Tacoma Public Utilities:

The Washington State Utilities and Transportation Commission (WUTC) has no
jurisdiction over the Power or Water utilities. WUTC does have some jurisdiction over
Tacoma Rail with respect to rail safety.

SRP:
Arizona Corporation Council does not have oversight over most operations.

Colorado Springs Utilities:

PUC only has jurisdiction over our rates for customers outside of city limits and only if
those rates are different than customers within the city limits. In addition, we do
voluntarily self-certify renewable portfolio certification to the State PUC.

SMUD:
No, SMUD is an independent Special District.

LIPA:
No.

B. Re: Late Charges:

1. Do you charge a "'late payment™ or penalty on bills 30 days+ in arrears?
Who should we contact at your utility to get more information on this?

11D:
We do not charge a late payment.
Ms. Cheryl McDonald, head of customer accounting, 760-339-9318

JEA:

Yes.

Bud Para, Director, Government Relations
21 West Church Street T-9

Jacksonville, FL 32202-3139
9043-665-6208 (voice)

904-665-7950 (fax)
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Platte River:

N/A .

Dave Lock,

1000 E. Horsetooth Road
Fort Collins, CO 80525
970-229-5340 (work)
970-217-8900 (cell)
lockd@prpa.org

OPPD:

Yes, it is a 4% charge after 30 days.

Cynthia Buettner, Division Manager - Customer Service Operations.
Phone: (402) 636- 3746 Email: clbuettner@oppd.com

NYPA:
We do not have late charges similar to a distribution utility.
Paul Finnegan can direct further requests to the appropriate respondents.

CPS Energy:
Yes.
Sylvia Arnold 210-353-3033

Austin Energy;
Yes.
Peggy Miller (512) 505-3583

LADWP:
Yes.
Randy Howard Randy.Howard@Iladwp.com

Chelan CountyPUD:
We charge 5% on the unpaid balance.
John Stoll, Customer Service Director. 509-661-4539

Santee Cooper:

Santee Cooper charges a late payment fee to retail, wholesale and industrial customers on
bills past due more than 30 days.

Contact: Mr. Ed Bodie, Manager, Retail Services — 843-234-7161 or
esbodie@santeecooper.com

Snohomish:

We do not charge late fees on our bills. There are a number of fees that get charged
during the collection and/or disconnect of service for non-payment. Deposits are also
charged to customers who do not have established service with us or have a poor history.
Marsha Roetcisoender, Sr. Manager, Customer Accounting & Meter Reading
425-783-8529

LCRA:

Page 8 of 28


mailto:parapg@jea.com
mailto:lockd@prpa.org
mailto:clbuettner@oppd.com
mailto:Randy.Howard@ladwp.com
mailto:esbodie@santeecooper.com

LCRA is wholesale only. Tab 2: Surveys

Clark PUD:

Clark PUD does charge a late fee on balances that are past due by more than 30 days. The
charge is 1% of the past-due amount each month, with a minimum monthly charge of
$2.50 .

Mick Shutt, Corporate Communications Manager, Clark PUD, PO Box 8900, Vancouver,
WA 98668 — Phone: 360-992-3238 — mshutt@clarkpud.com

Tacoma Public Utilities:
TPU does charge late fees on overdue bills.
For the particulars on these fees, contact Mr. Steve Hatcher, Customer Service Manager,

at (253) 502-8691.

SRP:
Yes.
Lane Dickson — 202-898-8089 or Lane.Dickson@srpnet.com

Colorado Springs Utilities:

No.

Kelly Means, Chief Customer and Corporate Services Officer
719-668-3824

kmeans@csu.org

Monica Whiting, General Customer Revenue and Service Department
719-668-3824

mwhiting@csu.org

SMUD:

No, not for residential or commercial.
Rob Landon, Rates Administrator, 916-732-6302

LIPA:
For non-residential customers — Bruce Germano is contact person.
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IID

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility? We have an elected Board of Directors consisting of
five members.

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)? They represent the division they live in, but are elected at large.

3. How many members are on these boards/commissions? There are five on our
Board.

4. Who sets/approves your rates...for transmission, generation, fuels? Our
Board sets our rates.

5. Who approves transmission lines? Our Board approves our Transmission
lines.

6. Does your state utility commission have oversight over your operations
and rates? If yes, in what areas? No on rates but limited on operations

B. Re: late charges:

1. Do you charge a "late payment" or penalty on bills 30 days+ in arrears?
We do not charge a late payment.

2. Who should we contact at your utility to get more information on this?
Ms. Cheryl McDonald, head of customer accounting, 760-339-9318
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JEA

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility? YES

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)? Appointed by Mayor and approved by Jacksonville City Council

3. How many members are on these boards/commissions? seven

4. Who sets/approves your rates...for transmission, generation, fuels?
Board

5. Who approves transmission lines? Board. For 230 kV, over 25 miles and
crossing a county line the FPSC has approval through the Transmission Line Siting
Act

6. Does your state utility commission have oversight over your operations
and rates? If yes, in what areas? No.

B. Re: late charges:

1. Do you charge a "late payment" or penalty on bills 30 days+ in arrears?
Yes

2. Who should we contact at your utility to get more information on this?
Ask me (Bud Para) and I’1ll find out for you.
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PLATTE RIVER POWER AUTHORITY

We are trying to gather some info at the request of our members. It would be very
helpful if you would send the answers to the questions below ASAP. We will
share the information that we receive to all members who reply.

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility? Yes

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)? Appointed by their city councils

3. How many members are on these boards/commissions? 8

4. Who sets/approves your rates...for transmission, generation, fuels? The
Board

5. Who approves transmission lines? The Board

6. Does your state utility commission have oversight over your operations
and rates? If yes, in what areas? No

B. Re: late charges:

1. Do you charge a "late payment" or penalty on bills 30 days+ in arrears?
N/A

2. Who should we contact at your utility to get more information on this?
Dave Lock
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OPPD

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility? VYes.

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)? Elected by subdivision.

3. How many members are on these boards/commissions? Eight

4. Who sets/approves your rates...for transmission, generation, fuels? The
OPPD Board of Directors.

5. Who approves transmission lines? The Nebraska Power Review Board approves
projects based upon need. The Nebraska Public Service Commission also has approval authority for
transmission projects that cross another utilities service territory or cross rail lines or highways.

6. Does your state utility commission have oversight over your operations
and rates? If yes, in what areas? N/A. Thisis the responsibility of the OPPD Board of
Directors.

B. Re: late charges:

1. Do you charge a "late payment" or penalty on bills 30 days+ in
arrears? Yes, itis a 4% charge after 30 days.

2. Who should we contact at your utility to get more information on this?
Cynthia Buettner, Division Manager - Customer Service Operations. Phone: (402) 636-3746
Email:clbuettner@oppd.com
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NYPA

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility?

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)?

3. How many members are on these boards/commissions?

4. Who sets/approves your rates...for transmission, generation, fuels?

5. Who approves transmission lines?

6. Does your state utility commission have oversight over your operations
and rates? If yes, in what areas?

B. Re: late charges:
1. Do you charge a "late payment” or penalty on bills 30 days+ in arrears?
2. Who should we contact at your utility to get more information on this?

1 -3. NYPA has six trustees nominated by the governor and confirmed by the state Senate. They have
staggered terms. We presently have trustees nominated by 3 different governors

4. NYISO sets our rates : NYPA is a wholesaler; we are not a distribution utility

5 various state agencies have input regarding approval for transmission.The legislature is also involved -
especially with regard to siting power plants

6. PSC does not set our rates
B. 1. We do not have late charges similar to a distribution utility
2. Paul Finnegan can direct further requests to the appropriate respondents

Please correct previous response RE: NYPA. Currently NYPA has six trustees but the statute allows for
(7) seven. There is one vacancy
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CPS Energy

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility Board

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)? Appointed by City Council

3. How many members are on these boards/commissions? 5 member Board
including Mayor

4. Who sets/approves your rates...for transmission, generation, fuels?
City Council approves rates

5. Who approves transmission lines? Board approves siting; Council
provides condemnation authority

6. Does your state utility commission have oversight over your operations

and rates? If yes, in what areas? Only for wholesale power market and Limited
transmission

B. Re: late charges:

1. Do you charge a "late payment"” or penalty on bills 36 days+ in arrears?
Yes

2. Who should we contact at your utility to get more information on this?
Sylvia Arnold 216-353-3033
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AUSTIN ENERGY

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility?

Austin City Council -- Mayor and six council members elected at large
2. If yes, how are they elected or appointed (and if appointed, are they

confirmed)?

Each member serves a staggered three-year term. Three of the members are
voted on one year, with the remaining members, including the Mayor, elected the
following year. Term limits require that the Mayor and Council Members serve in
their respective seat for a maximum of nine years, or three consecutive terms.

3. How many members are on these boards/commissions?
Seven
4. Who sets/approves your rates...for transmission, generation, fuels?
Mayor and city Council
5. Who approves transmission lines? Texas PUC approves siting of
transmission lines in Texas with input from ERCOT. Mayor and City
Council generally have authority within Austin Energy territory.

6. Does your state utility commission have oversight over your operations
and rates? NO, however, the Texas PUC does have authority to review Austin
Energy rates that are appealed from customers in our territory who are not located
within the City of Austin boundary. And the PUC has authority over wholesale
transmission rates and the wholesale market.

B. Re: late charges:

1. Do you charge a "late payment" or penalty on bills 30 days+ in arrears?
yes

2. Who should we contact at your utility to get more information on this?

Peggy Miller (512) 505-3583
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LADWP

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility?
yes, Board of Commissioners

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)?
appointed by the Mayor and confirmed by the City Council

3. How many members are on these boards/commissions?
five

4. Who sets/approves your rates...for transmission, generation, fuels?
rates - Board, City Council and Mayor

5. Who approves transmission lines?
Board

6. Does your state utility commission have oversight over your operations
and rates? If yes, in what areas?
No, but it is gaining authority over a number of programs and activities

B. Re: late charges:

1. Do you charge a "late payment" or penalty on bills 30 days+ in
arrears?
yes

2. Who should we contact at your utility to get more information on this?
| can get the information
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Chelan County PUD

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility? Board of Commissioners

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)? elected

3. How many members are on these boards/commissions?5

4. Who sets/approves your rates...for transmission, generation, fuels? Our
Board

5. Who approves transmission lines? Board approves through capital
budgeting process. Not sure what else you may mean. We obviously need to
obtain permits from the entities/persons when crossing their lands.

6. Does your state utility commission have oversight over your operations
and rates? Not our electric operations. There is limited “oversight” with
respect to our fiber operation (wholesale fiber optics), the service providers
could request the State Utility and Transportation Commission to review whether
our wholesale rates are discriminatory. No such challenge made to date. If
yes, in what areas? See prior answer

B. Re: late charges:

1. Do you charge a "late payment" or penalty on bills 30 days+ in arrears?
We charge 5% on the unpaid balance.

2. Who should we contact at your utility to get more information on this?
John Stoll, Customer Service Director. 509-661-4539
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Tab 2: Surveys

SANTEE COOPER

1. Do you have a board and or electric utility commission that has oversight of your utility?
Santee Cooper has an 11-member Board of Directors that has complete oversight of the utility.
2. If yes, how are they elected or appointed (and if appointed, are they confirmed)?

The members are appointed by the Governor, screened by a committee appointed by the State
Legislature, and confirmed by the full Senate of South Carolina.

3. How many members are on these boards/commissions?
There are 11 members on our Board.
4. Who sets/approves your rates...for transmission, generation, fuels?

Rates for all types of Santee Cooper services are analyzed, reviewed, and recommended by
Santee Cooper staff and Executive Management, and approved by the Board of Directors.

5. Who approves transmission lines?
Construction and operation requirements for Santee Cooper transmission line services are
analyzed, reviewed, and recommended by Santee Cooper staff and Executive Management, and

approved by the Board of Directors.

6. Does your state utility commission have oversight over your operations and rates? If yes, in
what areas?

Santee Cooper’s Board has absolute authority on all facets of operations and rates. The SC
Public Service Commission has no oversight authority.

7. Late charges:
a. Do you charge a "late payment™ or penalty on bills 30 days+ in arrears?

Santee Cooper charges a late payment fee to retail, wholesale, and industrial customers on
bills past due more than 30 days.

b. Who should we contact at your utility to get more information on this?

Contact: Mr. Ed Bodie, Manager, Retail Services, (843) 234-7161.
esbodie@santeecooper.com.
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Tab 2: Surveys

Snohomish

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility?

We have a 3-member elected board.

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)?
They are elected.

3. How many members are on these boards/commissions?
Three

4. Who sets/approves your rates...for transmission, generation, fuels?

board

5. Who approves transmission lines?

board

6. Does your state utility commission have oversight over your operations
and rates? If yes, in what areas?

No
B. Re: late charges:

1. Do you charge a "late payment” or penalty on bills 30 days+ in
arrears?
We do not charge late fees on our bills. There are a number of fees that get charged during the collection and/or

disconnect of service for non-payment. Deposits are also charged to customers who do not have established service
with us or have a poor history.

2. Who should we contact at your utility to get more information on this?

Marsha Roetcisoender
Sr. Mgr, CustomeR Accounting & Meter Reading

(425) 783-8529
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Tab 2: Surveys

LCRA

A. Please send a few sentences answering these questions and describing how your utility is governed:

1. Do you have a board and or electric utility commission that has oversight of your utility?

LCRA is governed by a Board of Directors which is the policymaking body for LCRA. In
addition, LCRA and LCRA Transmission Services Corporation (LCRA TSC) are regulated by the
Public Utility Commission of Texas.

2. If yes, how are they elected or appointed (and if appointed, are they confirmed)?

The LCRA Board of Directors are appointed by the Governor and confirmed by the Texas
Senate. The Governor also designates the chair of the LCRA Board of Directors, who serves at the

pleasure of the governor, as opposed to a specific term.

3. How many members are on these boards/commissions?

The LCRA Board of Directors has fifteen members. They serve six-year, staggered terms
so that every two years, one-third of the board is either replaced or reappointed.

The Public Utility Commission of Texas has three commissioners, each of whom is
appointed by the Governor and confirmed by the Texas Senate. The Governor also designates the
chair of the Public Utility Commission of Texas. Each Public Utility Commissioner serves a six-
year, staggered term, so that a commissioner is either replaced or reappointed.

4. Who sets/approves your rates...for transmission, generation, fuels?
The LCRA Board of Directors has rate-setting authority for electric generation rates

and fuels charges to its wholesale electric customers. It should be noted that LCRA does not engage
in retail electric sales.

The Public Utility Commission of Texas approves transmission rates charged and
recovered by LCRA TSC.

5. Who approves transmission lines?

The Public Utility Commission of Texas approves the routes for electric transmission lines
through the granting and amending of certificates of convenience and necessity (CCNs).

6. Does your state utility commission have oversight over your operations and rates? If yes, in

what areas?

The Public Utility Commission of Texas has oversight of LCRA TSC's rates and certain LCRA and
LCRA TSC operations. Areas include transmission rates, transformation rates, metering rates,
transmission line CCNs, reliability, power quality and emergency operations plans.
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Tab 2: Surveys

CLARK PUD

Missy,
Wayne Nelson asked me to respond to your e-mail. Here’s our info.

Clark Public Utilities is a public utility district formed under the laws of the state of Washington.
The utility is governed by a three-member board of commissioners elected by the voters.
Commissioners serve six-year terms, with one position open every two years. The board of
commissioners is responsible for setting policy for the utility and appointing the CEO/general
manager who is responsible for day-to-day operations. Among the commission’s duties are
approval of rates, power supply contracts, transmission and distribution projects, and budgets.
PUD rates and operations are not subject to review or oversight by the state’s Utilities and
Transportation Commission.

Clark Public Utilities charges a late fee on balances that are past due by more than 30 days.
The charge is 1 percent of the past-due amount each month, with a minimum monthly charge of
$2.50

Let me know if you need anything else.
Mick

Mick Shutt

Corporate Communications Manager
Clark Public Utilities

P.O. Box 8900

Vancouver, Washington 98668
360-992-3238
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Tab 2: Surveys

Tacoma Public Utilities

Missy, | am happy to respond to these questions. It would be tremendously helpful if | could also obtain
all of the responses that you receive to the governance questions.

The governance structure for Tacoma Public Utilities (TPU) is set forth in Article IV of the Tacoma City
Charter of 1953, as amended ( http://www.cityoftacoma.org/Page.aspx?nid=259 ). TPU is composed of
three operating divisions (Power, Water, Rail), which are operated as independent utilities, each with
cost-of- service based rates. TPU is governed by a five member Public Utility Board. Board members
are appointed to staggered five-year terms by the Tacoma City Council. Although TPU's service areas
extend well beyond the Tacoma city limits, Board members must be citizens of the City. TPU is managed
by a Director of Utilities (presently William (Bill) A. Gaines), who serves as the chief executive officer for
the enterprise and who is answerable to the Public Utility Board. The Board has broad authority to
govern TPU, with the exceptions that (i) the setting of rates, (ii) the incurrence of debt, and (iii) ‘system
expansions’ must be approved by the Council. (In practice, the provision relating to ‘system expansions’
has not been interpreted to relate to normal build-out of the utility infrastructure.) Since Tacoma Power
and Tacoma Water are vertically integrated distribution utilities, there are not individual Transmission,
Generation and Fuels rates. Composite retail rates setting is initiated by the Board and approved by the
Council. For its wholesale sales of Power and Water, TPU has been granted authority to set short-term
market bases rates. Contracts for longer term wholesale sales are approved by the Board. New
transmission line construction would be approved by the Board, and for significant facilities also by the
Washington State Energy Facility Siting Council (EFSEC). The Washington State Utilities and
Transportation Commission (WUTC) has no jurisdiction over the Power or Water utilities. WUTC does
have some jurisdiction over Tacoma Rail with respect to rail safety.

TPU does charge late fees on overdue bills. For the particulars on these fees, contact Mr. Steve Hatcher,
Customer Service Manager, at (253) 502-8691.

William (Bill) A. Gaines
Director / CEO

Tacoma Public Utilities
253-502-8203
bgaines@cityoftacoma.org
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Tab 2: Surveys

SRP

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility? We have a President, Vice President and Board

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)? Elected to 4 year terms

3. How many members are on these boards/commissions? 14 member Board +
President and Vice President

4. Who sets/approves your rates...for transmission, generation, fuels?
Board

5. Who approves transmission lines? Board
6. Does your state utility commission have oversight over your operations

and rates? If yes, in what areas? Arizona Corporation Council does not have
oversight over most operations.

B. Re: late charges:

1. Do you charge a "late payment" or penalty on bills 30 days+ in arrears?
Yes.

2. Who should we contact at your utility to get more information on this?
Lane Dickson can put in touch with the best person.
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COLORADO SPRINGS UTILITIES

A. Please send a few sentences answering these questions and describing how your utility is governed:

1. Do you have a board and or electric utility commission that has oversight of your utility?
A Colorado Springs Utilities” governing board is called the Utilities Board
What are the roles of City Council/Utilities Board? The City Council plays several roles relative to Colorado
Springs Utilities, including:
Legislative Role - Includes property zoning, land use approvals, eminent domain, and ordinances.
Regulatory Role - Includes ratemaking. If rates are the same inside and outside city limits, then City Council
has jurisdiction. If differ, then the Colorado Public Utilities Commission (PUC) has jurisdiction outside of City
limits for gas and electric.
Managerial Role - City Council serves as the Board of Directors for the Utilities. City Council delegated all of
its authority over management and operation of the Utilities to the Utilities Board.
- The Utilities Board has fiduciary responsibilities to protect and enhance the value of the Utilities for the
benefit of the citizen owners. It must assure the operation of the Utilities in accord with sound business principles
and in a manner which adds to the quality of life in the City and in its service territory.

How does the Utilities Board manage Colorado Springs Utilities?

Policy Governance: The Utilities Board manages the Utilities using the Policy Governance model.

Board Policies: The Utilities Board governs the management and operation of the Utilities by adopting board
policies in four (4) categories:
- Utilities Board ends (e.g., customers benefit from quality utility services because . . .).
- Board-CEO linkage (e.g., The Board will instruct the CEO through written policies . . .).
- Executive limitations (e.g. The CEO shall not cause or allow any practice, activity, decision, or organizational
circumstance which is either unlawful, imprudent, or in violation of commonly accepted business practices).
- Governance process policies (e.g., The Board will govern with an emphasis on (a) outward vision rather than
an internal preoccupation, (b) encouragement of diversity in view points, (c) strategic leadership more than
administrative detail, (d) clear distinction of Board and CEO roles, (e) collective rather than individual decisions, (f)
future rather than past or present and (g) proactive rather than reactive).

Delegation to CEO: To the maximum extent legally possible, the Utilities Board is empowered to delegate its
authority for the management and operation of the Utilities as an enterprise to the CEO through written policies.

2. If yes, how are they elected or appointed (and if appointed, are they confirmed)?
A They are the elected members of city council and the same members serve as our Utilities Board

3. How many members are on these boards/commissions?
A 9. The Mayor serves as Chair of the Utilities Board, Vice Mayor serves as Vice Chair of the Board

4. Who sets/approves your rates...for transmission, generation, fuels?
A City Council for rates and ordinances, Utilities Board for resolutions and other

5. Who approves transmission lines?
A Transmission lines are determined through an electric planning process. Based on the need date projects are
managed as part of the financial planning/budget process. The budget is approved by City Council.

6. Does your state utility commission have oversight over your operations and rates? If yes, in what areas?

A PUC only has jurisdiction over our rates for customers outside of city limits and only if those rates are
different than customers within the city limits. In addition, we do voluntarily self-certify renewable portfolio
certification to the State PUC.
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B. Re: late charges: Tab 2: Surveys

1. Do you charge a "late payment" or penalty on bills 30 days+ in arrears?
A No

2. Who should we contact at your utility to get more information on this?

Kelly Means
Chief Customer and Corporate Services Officer
719-668-8301

kmeans@csu.org

Monica Whiting

General Manager Customer Revenue and Service Department
719-668-3824

mwhiting@csu.org

Page 26 of 28


mailto:kmeans@csu.org
mailto:mwhiting@csu.org

Tab 2: Surveys

SMUD:

1. Do you have a board and or electric utility commission that has oversight of
your utility?

Yes, SMUD has an elected seven member Board.

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)?

Elected

3. How many members are on these boards/commissions?

Seven

4. Who sets/approves your rates...for transmission, generation, fuels?
Seven Member Board

5. Who approves transmission lines?

Seven Member Board.

6. Does your state utility commission have oversight over your operations and
rates? If yes, in what areas?

No, SMUD is an independent Special District

B. Re: late charges:

1. Do you charge a "late payment” or penalty on bills 30 days+ in arrears?
No, not for residential or commercial

2. Who should we contact at your utility to get more information on this?

Rob Landon, Rates Administrator, 916-732-6302
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Tab 2: Surveys
LIPA

A. Please send a few sentences answering these questions and describing how your
utility is governed:

1. Do you have a board and or electric utility commission that has
oversight of your utility? Yes, a Board of Trustees

2. If yes, how are they elected or appointed (and if appointed, are they
confirmed)? 9 appointed by the Governor (1 of whom the Governor designates as

Chairperson), 3 appointed by the Senate Majority Leader, and 3 by the Speaker of
the Assembly

3. How many members are on these boards/commissions? 15

4. Who sets/approves your rates...for transmission, generation, fuels? The
Board of Trustees

5. Who approves transmission lines? The Board of Trustees

6. Does your state utility commission have oversight over your operations
and rates? If yes, in what areas? No

B. Re: late charges:

1. Do you charge a "late payment" or penalty on bills 30 days+ in arrears?
For nonresidential customers

2. Who should we contact at your utility to get more information on this?
Bruce Germano
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GENERAL UTILITY INFORMATION

Tab 2: Surveys

City Council

Page 1
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GENERAL UTILITY INFORMATION
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Entity

Electric Revenue last FY

Fiscal
Year End

Credit
Rating--
Fitch 2009 *

City Dept or
Separate
Agency

Governance

Other Services
Provided

Most recent
base rate
change

% System-
wide
increase

Next Rate
Change
Expected

Fuel Cost
Recovery

State Law Governing
Recovery of Gen Fund

Transter

Seattle City Light

2009--$723,128,041

31-Dec

Moody's Aa2

City Depart-
ment

City
Council/City
Management

None

1/1/2010

13.80%

NA

In Base Rates, not an

issue because of
hydro and
purchased power

Yes, state law limits the
gross revenue tax on
electric utilities to no

more tha 6%. Cost
allocation trasfers are also
subject to a state law that
prohibits City
departments from
providing anything of
value unless
compensated.

Los Angeles
Department of
Water and Power

Did Not Respond

Memphis Light ,
Gas and Water
Division

Did Not Respond

Nashville Electric
Service

Did Not Respond

* Bond Ratings reflect Fitch except where otherwise noted

** CPS Energy fiscal year ends in January 2010 (Electric Revenue only)
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Governance Structures
Municipally Owned Electric
Utilities (MOUSs)

Texas Public Power Association
April, 2011



Two Primary MOU Governanceé
Models

« City Council governance:

— Sometimes with the advice of a citizens’
commission that itself has no governance
authority.

 Board governance:

— Empowered local governing boards, generally
appointed by city councils.
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Nationwide

« All public power systems:
— 59% city council governed.
— 41% board governed.

e Larger public power systems:
— 32% city council governed.
— 68% board governed.
« Large systems — authorities granted to the Board.

— Set retall electric rates: 70% of systems grant this authority to the
Board, others reserve this authority for Council.

— Approve utility budget: 70%.

— Set salaries of key utility officials: 91%.

— Issue long-term bonds: 48%.

— Make financial investments for utility: 86%.
— Approve purchased power contracts: 86%.
— Exercise right of eminent domain: 75%.

See:
http://www.publicpower.org/files/PDFs/2010GovernanceSurvey.pdf.
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Texas

e Council governed — 64 MOUSs.

— Several have citizens’ advisory commissions: Austin,
Denton, Garland, Weatherford, etc.

 Board governed — 8 MOUSs:

— 6 of the largest 10 Texas MOUSs representing nearly
60% of the customers served in the state:
Brownsville PUB, Bryan Texas Utilities (BTU),
Kerrville PUB, Lubbock Power & Light, New Braunfels
Utilities (NBU), and CPS Energy of San Antonio.

— Also Greenville and Floresuville.
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Policy Considerations:
City Council Governance

Potential advantages:

Direct accountability to citizen ratepayers.

Integrated policy setting for both the MOU and general
government can yield synergies.

Enhanced ability for MOU to reflect community values.

Potential disadvantages.

May be perceived as introducing a higher level of politics into
utility planning and operations.

Councils must focus on other city priorities and may not give
sufficient consideration to MOU matters.

Councils may focus on the city’s overall financial needs, possibly
with less focus on utility affordability and competitiveness.

Council members may not have technical or business expertise
and may face a steep learning curve on utility matters.

Outside city ratepayers may feel under-represented.
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Policy Considerations:
Board Governance

« Potential advantages:

— Can enhance the business orientation of MOU governance. However,
many decisions, like rate setting are inherently political.

— Allows appointment of board members with appropriate technical or
business qualifications.

— May improve long range stability with board members serving longer
than council members.

— Allows explicit or implicit representation of various segments
(consumers, outside city ratepayers, business community, etc.).
« Potential disadvantages:
— Structurally not as accountable to voter/ratepayers as council.

— If accompanied by organizational separation from other city functions,
synergies can be lost.

— Does not in itself impact the cost or quality of electric service.

— Creation of a board can carry significant time and cost considerations —
processing through Council and potentially the electorate, legal and
advisory costs, potential costs associated with restructuring utility debt
or organization, etc.



Establishment of MOU Governing

Boards In Texas

 Legacy MOU Boards:

— CPS Energy, KPUB, NBU, Brownsville PUB,
Floresuville.

— Pursuant to the original “Indenture of Trust” which
funded the creation of the MOU decades ago.

— Model is not practically available to existing MOUs
today.

e Modern MOU Boards:

— Greenville (GEUS), Bryan Texas Utilities (BTU),
Lubbock Power & Light.

— Pursuant to Local Government Code Sec. 552.121.

— Model generally available to existing MOUSs today.

 MOUSs should examine local charter provisions and bond
covenants for compatibility.



“Modern” MOU Boards =™
552.121 Basics

Enacted in 1989, amended in 1999.

MOU boards can be established by council ordinance or
charter.

Authority which council may transfer to board (all or
some of the following):

— Management and control of the MOU.

— Rate setting.

— Eminent domain.

— Debt issuance.

Discretion on governing board structure. Council may
determine:

— Number of board members, per statute.

— Board member qualifications, per statute.

— Other items per local authority, for example: board member
terms, term limits, etc.



Texas 552.121 Boards

Tab 2: Surveys

Based on survey and anecdotal information — may be incomplete.

GEUS

BTU

LP&L

Membership

-5 members + Mayor

-Nominated by Board
Chair & Mayor,

confirmed by Council.

-7 members

-Council appointed.
-Specific experience:
accountant, attorney,
engineer, etc.

-9 council appointed
members + Mayor.

-2 year terms, three
term limit.

Rate setting Board Board Council
Eminent Board Board if pre-approved by | Council
domain council.

Debt Board Shared Shared
iIssuance

General fund

Set percentage of

Recommendation by

Based on gross

transfer gross utility revenues Board, final revenue or net
as PILOT determination by income.
Council.
Contracting Board with legacy Board Board

exceptions.
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References

 National statistics: APPA 2010 Governance
Survey.

e Policy considerations — advantages and
disadvantages: 1995 Price-Waterhouse
“Strategic Assessment”, City of Austin Electric
Utility Department.

 Number and characteristics of Texas MOU
Boards: TPPA survey and anecdotal
Information, informal survey by GP&L.

Note: this information is not intended as policy or legal advice, may not be
complete or accurate in all respects, is subject to revision, and should be
used for discussion purposes only.
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