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Traverse City Light and Power ‘
WIFI Project - OPTION A | '
March 4, 2014 1
FYE 6/30/2014 | FYE 6/30/2015 | FYE 6/30/2016 | FYE 6/30/2017 | FYE 6/30/2018 | FYE 6/30/2019 | FYE 6/30/2020 | FYE 6/30/2021 | FYE 6/30/2022 | FYE 6/30/2023 | FYE 6/30/2024
Beginning Cash Flow S - 1% [(465,720.00)| $ (229,424.58)| $ (198,827.00)| $ (167,428.92)| $ (135,291.94)| $ (102,416.69) $ (69,056.28)| $ (46,333.38)| $ (31,375.61)| § (15,722.65)
|
QOperating Revenue ) -~ o
Fiber tariff fee = 39,600.00 39,600.00 39,600.00 39,600.00 39,600.00 44,550.00 44,550.00 44,550.00 |  44,550.00 44,550.00
Pole attachment fee = 525.00 538.13 55158 565.37 579,50 593.99 608.84 624.06 639.66 | 655.65
Subtotal Operating Revenue - 40,125.00 40,138.13 40,151.58 40,165.37 40,179.50 45,143.99 45,158.84 45,174.06 45,189.66 45,205.65
Operating Expenses B
TCL&P Supervision and Maintenance - 7,500.00 5,000.00 5,000.00 5,000.00 5,000.00 5,000.00 5,000.00 5,000.00 5,000.00 S,OOOE
 Aspen Supervision and Maintenance - 2,400.00 2,400.00 2,400.00 2,400.00 2,400.00 2,400.00 2,400.00 2,400.00 2,400.00 2,400.00
Aspen Contracted Maintenance and Materials - 7,200.00 7,200.00 7,200.00 7,200.00 7,200.00 7,200.00 7,200.00 ' 7,200.00 | 7,200.00 7,200.00
Internet Access Connection {Meritt Network) - 12,650.00 11,100.00 11,100.00 11,100.00 11,100.00 11,100.00 11,100.00 11,100.00 | 11,100.00 11,100.00
City Fee = 2,006.25 2,006.91 2,007.58 2,008.27 2,008.98 2,257.20 2,257.94 2,258.70 2,259.48 Z,ZG{JE
Insurance - 1,000.00 1,000.00 1,000.00 1,000.00 1,000.00 1,000.00 1,000.00 1,000.00 1,000.00 | 1,000.00
Lost interest earnings a 5,948.33 5,205.51 4,454.59 3,704.01 2,953.77 2,208.83 1,464.26 760.06 67.24 -
Inflation cost - - 490.00 439.75 450,74 462.01 473.56 485.40 497.54 509.98 52272
Subtotal Operating Expenses - 38,704.58 34,402.42 33,601.92 32,863.02 32,124.76 31,639.59 30,907.60 30,216.30 29,536.70 29,483.00
|
Operating Income - 1,420.43 5,735.71 6,549.66 7,302.35 8,054.74 13,504.40 14,251.24 14,957.76 15,652.96 15,722.65
Nonoperating Revenue N
__TIF 2 Contribution = 210,000.00 : - = # . = = - B
TIF 97 Annual Contribution - 24,875.00 24,861.87 24,848.42 24,834.63 24,820.50 | 19,856.01 8,471.66 = & =
Total nonoperating revenue - 234,875.00 24,861.87 24,848.42 24,834.63 24,820.50 19,856.01 8,471.66 | - - -
Capital costs - |
~ Capital expenditures 381,720.00 - 3 3 - = - - = | - -
TCL&P installation costs 20,000.00 # = - . = & - s = -
CIP incurred to date 64,000.00 - - - - - - - - - -
Subtotal Capital Expenditures 465,720.00 - - - - - - - - - -
Net cash provided (used) for WIFI project (465,720.00) 234,875.00 24,861.87 24,848.42 24,834.63 24,820.50 19,856.01 8,471.66 - - -
Ending Cash Flow (465,720.00) (229,424.58) (198,827.00) (167,428.92) (135,291.94) (102,416.69) (69,056.28) (46,333.38) (31,375.61) (15,722.65) (0.00)
Total Amount Due from DDA - 275,000.00 65,000.00 65,000.00 65,000.00 65,000.00 65,000.00 53,630.50 45,174.06 45,189.66 45,205.65
- | —
Notes: i | N
1) Fiber contracts tend to be on a five year basis with inflation costs built in for the next five years, assuming 2.5 percent for each year equates to a 12.5 percent increase. R |
2) Fiber connection revenues is based on six connections and full redundancy tariff.
3) Pole attachment fee is based on 50 poles at $10.50 each with a 2.5 percent increase each year. [ T
4) Inflation costs does not include City fee or Aspen costs. |
5) Inflation based on 2.5% year and lost earnings based on 2.0% a year.
6) If DDA TIF 2 does not renew, terminated, or amended to reduce its annual revenue to below the annual reimbursement fee is due and payable {capital portion.) -
7) After the 10 years the fiber agreement or pole rental fees continue until the WIFI system is no longer utilizing those assets. il
8) As stated in the proposal there is a ten year warranty on hardware, software and maintenance.




FOR THE LIGHT & POWER BOARD MEETING OF MARCH 25, 2014

TRAVERSE CITY

LIGHT & POWER

100 YEARS

To: Light & Power Board ;}f

From: Tim Arends, Executive Director Cf/

Date: March 19, 2014

Subject: Cost of Services Study / Energy Supply Presentation #5

Included in your packet are two documents, the first documents is a power point presentation from
Utility Financial Solutions (“UFS”) who is assisting TCL&P with its energy supply education
presentation and has incorporated actual numbers for the utility from the recently completed cost of
service study. The second document is the electric cost of service study for TCL&P dated March 10,
2014,

While Mark Beauchamp of UFS will go into greater detail on the recommendations from the cost of
services study, it did recommend that TCL&P is not charging enough to cover its actual cost of services
provided and suggest an increase of 1.5% this coming fiscal year and 2.5% every other year for the next
four years. This comes as no surprise, as it is consistent with my expectations as expressed to the board
on several occasions.

The study further concludes that some customer classes are subsidizing other customer classes. To
remedy this, there will be a need for some rate shifting among the various customer classes. This is
typical rebalancing that occurs among rates over time.

I realize there is more information in this packet than you have time to review, but we will be prepared
to answer your questions at the meeting, or any follow-up questions after the meeting,
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Determining Revenue
Requirements for Your Utility

Mark Beauchamp, CPA, CMA, MBA
President

Utility Financial Solutions
616-393-9722

Objectives

» Training Using TCL&P’s Data
- Financial factors considered in determining rate
adjustments
- Financial Projections and Long Term Rate Track
- Cost of Service Results
+ Monthly Customer Charge
+ Seasonal Charges
» Requesting Direction on the following:
> Rate Adjustment Proposed
= Minimum Cash Reserves
- Rate Design for Customer Classes

3/20/2014
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3/20/2014

Determination of Revenue
Requirements

How much should you recover from
Customers?

Methods to Identify
Revenue Requirements

» Cash Basis
» Utility Basis
» Debt Coverage Ratio Target

48




Methods to Determine
Revenue Requirements

» Method One - Cash Basis
o O&M Expense
- Debt Service
- Normalized Capital Improvements
+ Funding of Repair and Replacement (R&R)
+ May be set by financial policy of utility

Many Public Power System only
Considers Cash Inflows

» If repair and replacement account is not
funded, reserves may not exist to fund the
replacement of infrastructure
» Results in next generation paying for infrastructure

repairs and replacements and higher rates

= Tends to result in unstable rates and leads to large
rate adjustments in the future

3/20/2014
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Using Cash Reserves
to Fund Needed Rate Adjustments

Projected Cash Reserves

12,000,000

10,000,000 \
8,000,000
\ Minimum Cash
6,000,000 Reserves,”
\ 6,000,000
4,000,000
\vh.ﬁeserves,

2,000,000 2,000,000

Cash Balance

2011 2012 2013 2014 2015

Method Two - Utility Basis
Revenue Requirements

» Used by IOU’s and some Public Power
Systems:
° O&M Expense
- Depreciation Expense
- Rate of Return - Breakeven

- Interest Expense
+ Inflationary increase in asset replacement costs

3/20/2014
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Depreciation Expense

» Recovers the theoretical use of the infrastructure

» When customers use assets provided by the Utility
they are consuming or wearing down the assets

» Prevents current customers from either subsidizing
or being subsidized by future customers

» The cash outflows may not occur in the current
year, but will be incurred at a future time to replace
the infrastructure being consumed by the current

customers

Rate of Return

» Why a public power system needs a rate of

return

> The rate of return is not set to make money but
for the utility to breakeven

> The rate of return is set sufficient to cover
interest expense on debt

o The rate of return adjusts for inflation, assets
being consumed today will be more expensive to
replace in the future

3/20/2014
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Factors Important to
Maintaining the Financial
Health of the Utility

How much should you recover from
Customers?

Three Main Factors to Assessing
the Financial Condition of the Utility

» Debt Coverage Ratio (Bond Covenant)
» Level of Cash Reserves (Cash Basis)
» Target Operating Income (Utility Basis)

3/20/2014
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What is Debt Coverage

» Bond covenants help to ensure repayment
of debt and are defined in the ordinance
when the bond was issued

» Bond covenants may be unique to each
bond issue, typically identifies the required
amount of cash generated by operations
above the debt service payment

» Referred to as debt coverage ratio

General Calculation

» Cash Generated by Operations divided by
Debt Service
» Typical Formula:
= Net Income, plus depreciation expense plus interest
expense
> Divided by Debt Service Payment

» Typical requirements are 1.10X - 1.25X

3/20/2014
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Bond Covenant Specifies Minimum

» When setting rate policies a safety factor must be
built into the coverage ratio for planning and
projection purposes
= Electric sales are dependent on weather
= Power supply prices can fluctuate
= Unexpected expense can occur
= Unexpected Transfers to City

» Any of these can potentially cause the utility to fall
below coverage requirements

» Safety factor of 0.2 is typically added to Bond
Coverage requirement

Debt Coverage Ratio Example
TCL&P is Currently Debt Free

Cash Basis
Cash Basis Cash Basis with out
Utility Basis  with R&R  with out R&R Drawdown of

Funding Funding Cash
Reserves
Add Net Income $ 1,900,000 $ 1,800,000 $ 302,645 $  (2,327,541)
Add Depreciation Expense 3,000,000 3,000,000 3,000,000 3,000,000
Add Interest Expense 1,000,000 1,000,000 " 1,000,000 1,000,000
Cash Auailable for Debt Senice $ 5,900,000 ' $ 5,900,000 $ 4,302,645 'S 1,672,459
Debt Principal and Interest $ 3,000,000 $ 3,000,000 ' $ 3,000,000 $ 3,000,000
iProjec!ed Debt Coverage Ratio (Covenar 1.97 1.97 1.43 0.56
Minimum Debt Coverage Ratio 1.40 1.40 1.40 1.40

3/20/2014
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Why is a Cash Reserve
Policy Important

» Helps to ensure timely payment of bills
> Operating Expenses
o Debt Service Payments
= Capital Improvements
» Creates a reserve fund if catastrophic events
+ Hurricanes/Ice Storms/Wind Storms
» Helps ensure funds exist for system improvements
and reliability

» Rating agencies consider this a significant factor
when considering bond ratings

Cash Reserve Policy

» Policy should contain a minimum amount of cash
not a targeted amount

= Cash reserves will fluctuate over time and depends on
the age of the system and capital improvement program

» Some utilities have lowered rates because cash
reserves were above targeted amounts only to
incur substantial replacement costs a few years
later resulting in rate increases

3/20/2014
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Cash Reserves and Minimum
Cash Requirement Calculation

PrjeeEd PrjeRd . PEAd

Projected
Fyit]

5,337
2377831
5,034

6,507,400

10,857,683

Percant Allecaled
Operaton & Mantzrance (Less Depreciation Expersa & Power Supply) 1% $
Posst Supply &
Hsliorcal Rate Base 1%
Curent Porfon of Dett Serdce 0%
Fie Year Captal krprovererts - Net of Bord Procesds A
Menimum Cash Raserve Levels § 10443845 5 10,453,908 § 10671857 §
Resridted Resenves - _____________________3 _____________________
[Unesieted Resenes. s

Target Operating Income
(Rate of Return)

» Rate of Return is used to identify the level of

operating income

» Operating Income has to be set high enough

to cover the following:
> interest expense on debt

- Inflationary increase in asset replacement costs

3/20/2014
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Target Operating Income

rojected Projected Projected Projected Projected

Pl 2016 w01 018 019
Interest Expense on Debt D - 18 - 14 - 13 : 13 -
System Equty i _um LB 2840 2910 115M0
TagelOpeotnghcome __ § 24080 § 2080 S 24040 8 20450 § 3530
Projected Adjusted Operatinglncoms ___ 1198964 1AUBS  WI68385  Sresm L3
Rate of Retum In % 50% 5.0% 54% 5.1% 5.3%

Why Inflation has to be
doubled

$1,000,000 X 3%=

$30,000
§ 500,000 X 6%=
o $30,000
! e

12345678 9101112131415161718192021

Net Book Value of Asset over
el et e Annual Return on Asset

3/20/2014
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Integration of Financial Targets
into Financial Projection

The long term financial projection is used to
develop a long term rate track, incorporates
the three methods and attempts to balance

the strenghts and weaknesses into one
projection:

Financial Projection
No Rate Adjustments

Unresarved &
Undesginated
Ajuded  Cashd  Resarved Cath Debt
ProjeckedRate  Projected  Profected  Operating  Investment  &lnvestment Capital Coverage
Fiscal Year Adjustments  Revenues  Expenses Income Balance Balance  Improvements Bondlssues  Ratio
2015 0.00% $ 37224972 § 35437939 § 1,787,033 § 5480448 § 9525000 § 9,072,000 . na
2016 0.00% 36,919,645 35493300 1426245 3,898,947 9,525,000 5,765,000 - na
2017 0.00% 38,110,010 3,950,319 1,159.691 2,453,401 9,525,000 5,560,000 - na
2018 0.00% 38219712 37,251,708 963,004 1,274,717 9,525,000 5,300,000 - na
2018 0.00% 38,874,005 38,135,194 738,811 (267,683) 9,525,000 5,650,000 - wa
[Recommended Target in 2015 § 24289 § 10M8 140
Recommended Targetin 209 _§ 88310 S loses 5 )

3/20/2014
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Financial Projection
Recommended Rate Track

Unreserved &
Undesginated
: Adjusted Cath&  Reserved Cash Debt
Projecled Rate Projected  Projected  Operating  Iwesment  &lnvestment  Capital Coverage
FiscalYear Adjustments Revenues  Expenses  Income Balance Balance  Improvements Bondlssues  Ratio
2015 1650%  $ATTI55 § 5437030 § 2308216 § 6001632 § 9525000 § 9,072,000 = na
216 0.00% FAIIB  BENMS 19858 495685 9,525,000 5,755,000 : na
2017 260% 39315862 MO0 230298 4633648 9,525,000 5.560,000 - na
2018 0.00% 04374 S/ 2128388 4637150 9,525,000 5,300,000 . a
2019 2850% 0B WRBEH® 2509213 497863 9525000 5,650,000 . a
[Recommended Targetin 2015 § 24289 § 10MO846 140
Reconmerded logetin s, samsd0 gt 1

Ratemaking for Boards

Mark Beauchamp, CPA, CMA, MBA
President
Utility Financial Solutions

3/20/2014
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Cost of Service Summary

» Compares revenues from each class of customers

with costs to provide service to each class.

» Used to determine the potential change in overall

costs for each customer class

Cost of Service Summary

l Projected

Customer Class Cost of Service  Revenues % Change
General Senice $ 4,160,833 $ 4,067,955 2%
Senlor Space 17,151 17,270 -1%
Senior Residential 992,979 759,742 3%
‘Senior Water 77,152 61,719 25%
Residential Space Heating 75,370 78,252 -4%
Water Heating 330,419 311,685 6%
Residential 6,100,841 5,563,511 10%
Public Authority MP2 Rate 201,087 196,600 2%
Pubfic Authority MP1 Rate 58,081 57,449 1%
MP1 at 103% of rate 65,239 63,949 2%
Comm Hot Water Heat 2,487 2,073 19%
Comm Electric Heat and Air Conditioning 204,005 201,502 1%
Streel Lighting 283,126

Yard Lighting 101,978 95,766 6%
. Primary Interruptible 415,185 430,971 -4%
Pri Industrial - P rates 10,369,428 10,749,927 -4%
Commercial Demand Primary Metered 201,977 209,520 -4%
Commercial Demand 11,524,001 11,655,430 -1%
{Total $ 35181,368 § 34,523,320 1.9%]

3/20/2014
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Power Supply Costs by

Class of Customers
» Power supply typically has two components

- Demand related power costs

- Energy related power costs
» ldentifies if power costs vary by season and can

be used to establish seasonal rates

pply C

Power Su
|

osts
|

Summer Winter
Customer Class Demand Energy Demand Eneray
General Senvice 0.035 0.061 0.027 0.060
Senior Residential 0.026 0.061 0.014 0.060
Senior Water 0.016 0.061 0.011 0.060
Residential Space Heating 0.106 0.061 0.011 0.060
Water Healing 0.018 0.061 0.013 0.060
Residential 0.026 0.061 0.014 0.060
Public Authority MP2 Rate 0.020 0.061 0.017 0.060
Public Authority MP1 Rate 0.029 0.061 0.025 0.060
MP1 at 103% of rate 0.018 0.061 0.022 0.060
Comm Hot Water Heat 0.027 0.061 0.014 0.060
Comm Electric Heat and Air Conditionir 0.027 0.061 0,018 0.080
Primary Interruptible 13.93 0.058 8.51 0.059
Pri Industrial - P rates 11.70 0.058 6.72 0.059
Commercial Demand Primary Metered 12.35 0.058 6.46 0.059
Commercial Demand 9.74 0.061 5.39 0.080

3/20/2014
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Distribution Costs

» Identifies the cost to operate and maintain the

distribution infrastructure

» Used to determine wheeling and standby rates

» Many public power systems investments are
mostly or all distribution system costs

Distribution Costs

Monthly
Customer Billing
Customer Class Charge Dist. Rate Basis
General Senice $ 32.82 0.029 kWh
Senior Space 15.28 0.022 kWh
Senior Residential 15.28 0.022 KkWh
Water Heating 15.28 0.02 kwWh
Residential 15.28 0.02 kWh
Public Authority MP2 Rate 32.82 0.02 kwWh
Public Authority MP1 Rate 32.82 0.03 kWh
MP1 at 103% of rate 32.82 0.03 kWh
Comm Hot Water Heat f 32.82 0.02 KWh
Comm Electric Heat and Air Conditionir 32.82 0.02 kWh
Primary Interruptible 164.40 1249 kW
Pri Industrial - P rates 164.40 6.13 kW
Commercial Demand Primary Metered 164.40 6.31 kW
Commercial Demand 75.58 6.22 kW

3/20/2014
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Monthly Customer Charge

» Designed to recover a portion of the fixed
distribution costs of the utility such as:
o Meter Costs
- Meter Reading Costs
o Billing Costs
o Customer Service
> Service Drop
> Portion of Distribution System

Customer Charge Considerations

» Low income compared with low use

« At most utilities, low income customers tend to be
higher than average users. A higher customer charge
tends to benefit low income

+ Low customer charges result in higher energy charges.
+ Have to check demographics at your specific utility

- A higher customer charge typically results in lower overall
charges for year round ratepayers

- High charges for seasonal customers

3/20/2014
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March 10, 2014

Utility Financial Solutions, LLC

Specializing in Cost of Service,




Utility Financial Solutions, LLC

March 10, 2014

Mr. Tim Arends

General Manager

Traverse City Light and Power
400 Boardman Avenue
Traverse City, M| 49684

Dear Mr. Arends:

We are pleased to present this executive summary report for an electric cost of service study for
Traverse City Light and Power (TCLP). This report was prepared to provide TCLP with a comprehensive
examination of its existing rate structure by an outside party.

The specific purpose of this report is to provide information to TCLP management and Board on
unbundled rates and information on cost to serve by rate class. The test year was actual 2013 with rate
implementation in 2015. The specific objectives of the study are as follows:
1) ldentify cross-subsidies that may exist between rate classes
2) Identify the appropriate monthly customer charge for each customer class
3) Identify demand charges for classes served with demand meters
4) Identify energy charges for all customer classes
5) Unbundle rate components, including power supply, distribution, customer services, and
transmission.
6) Guidance from the Board on movement toward cost of providing service to each class of
customers.

This report includes results of the electric cost of service and unbundling study and recommendations on
future rate designs. Specific recommendations included in this report are:
1) An allowance be provided to move customer classes closer to cost of service while limiting the
rate impacts on any specific class
2) Recommendation that monthly customer charge variances between cost of service and current
charges be addressed in future rate adjustments and the monthly customer charge difference
phased in over an acceptable period of time

This report is intended for information and use by management and the Board for purposes stated
above and is not intended to be used by anyone except the specified parties.

Sincerely,

DarcCu

Dawn Lund, Vice-President
Utility Financial Solutions, LLC
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Utility Financial Solutions, LLC

Section 1
Introduction

This report was prepared to provide TCLP with an electric cost of service study and a comprehensive
examination of its existing rate structure by an outside party. The specific purposes of the rate study are
identified below:

1)

2)

3)

4)

Determine electric utility’s revenue requirements for fiscal year 2015 The Electric Utility’s
revenue requirements were reconciled with the 2013 Audit.

Identify cross-subsidies that may exist between rate classes. Cross-subsidies exist when certain
customer classes subsidize the electric costs of other customers. The rate study identifies if
cross-subsidies exist and practical ways to reduce the subsidies. The cost of service study was
completed using 2013 revenues and expenses.

Unbundled electric rates. The cost of providing electricity to customers consists of a number of
components, including power supply, distribution, customer services, and transmission. Electric
unbundling identifies the cost of each component to assist the utility in preparing for electric
restructuring, understanding its cost structure and developing special rate forms for customers
such as net metering rates, standby rates, and development of time of use rates.

Identify the appropriate monthly customer charge for each customer class. The monthly
customer charge consists of fixed costs to service customers that do not vary based on the
amount of electricity used.

TCLP retained Utility Financial Solutions to review the above items and make recommendations on the
appropriate course of action. This report includes results of the electric cost of service and unbundling

study.

#
Traverse City Light and Power March 10, 2014
Electric Cost of Service Study Page 1 of 18
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Section 2

U.i.iiyﬁina,‘cia,%l‘éc Cost of Service Process Summary

Cost of Service Summary Results

The completed cost of service study identifies the costs of providing service to each class of customer
and assists in design of electric rates for customers. The cost of service study consists of the following
general steps:

1) Determine utility revenue requirements for 2015 using the electric department 2013 expenses ‘

and budget (2015 rate implementation)

2) Classify utility expenses into common cost pools

3) Allocate costs to customer classes based on the classes’ contribution to utility expenses

4) Compare revenues received from each class to the cost of service

Table one below is a cost of service summary which compares projected costs to serve each customer
class with projected revenues expected from each customer class. The “% change” column identifies the
adjustment necessary to meet projected cost of service requirements.

Table One — Cost of Service Summary — Without Rate Adjustments

Projected 4

Customer Class Cost of Service Revenues % Change
General Service $ 4,160,883 3 4,067,955 2%
Senior Space 17,151 17,270 -1%
Seniar Residential 992,979 759,742 31%
Senior Water 77,152 61,719 25%
Residential Space Heating 75,370 78,252 -4%
Water Heating 330,419 311,685 6%
Residential 6,100,841 5,563,511 10%
Public Authority MP2 Rate 201,087 196,600 2%
Public Authority MP1 Rate 58,081 57,449 1%
MP1 at 103% of rate 65,239 63,949 2%
Comm Hot Water Heat 2,467 2,073 19%
Comm Electric Heat and Air Conditioning 204,005 201,502 1%
Street Lighting 283,126 -

Yard Lighting 101,978 95,766 6%
Primary Interruptible 415,185 430,971 | -4%
Pri Industrial - P rates 10,369,428 10,749,927 -4%
Commercial Demand Primary Metered 201,977 209,520 -4%
Commercial Demand 11,524,001 11,655,430 -1%
[Total $ 35,181,368 $ 34,523,320 1.9%|

TCBL’s electric utility cost structure consists of power supply costs and distribution costs to operate and
maintain local infrastructure. The study indicates an overall rate increase of 1.9% would be needed to
meet cost to serve.

#
Traverse City Light and Power March 10, 2014

Electric Cost of Service Study Page 2 of 18
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Section 3
Utility Revenue Requirements

Utility Financial Solutions, LLC

Utility Revenue Requirements

Revenue requirements for TCLP were projected for 2015 based on 2013 actual expenses. Revenues and
expenses for 2013 were analyzed with adjustments made to actual expenses to reflect projected
operating characteristics. Detailed descriptions of the methodology are included in the section
“Summary of Significant Assumptions”. The table below is a summary of the financial projection based
on the following assumptions:

1. Inflation at 3%

Projected Projected Projected Projected Projected
2015 2016 2017 2018 2019

0.02% 1.3% 1.4% 1.5% 1.6%

2. System Growth

The table below is the projected financial statement for TCLP without rate adjustments. The projected
operating income for 2015 is $1.79 million and decreases to $738,811 in 2019 below operating targets.
Cash reserve projections are sufficient through 2018.

Table Two — Projected Financial Statements — Without Rate Adjustments

Unreserved &
Undesginated
Adjusted Cash & Reserved Cash Debt
Projected Rate  Projected Projected Operating Investment  &Investment Capital Coverage
Fiscal Year Adjustments Revenues Expensas Income Balance Balance Improvements Bond Issues  Ratio
2015 0.00% $ 37,224,972 $ 35437939 $ 1,787,033 § 5,480,448 $ 9,525,000 $ 9,072,000 - n/a
2016 0.00% 36,919,545 35,493,300 1,426,245 3,898,947 9,525,000 5,755,000 - n/a
2017 0.00% 38,110,010 36,950,319 1,159,691 2,453,401 9,525,000 5,560,000 - n/a
2018 0.00% 38,219,712 37,251,708 968,004 1,274,717 9,525,000 5,300,000 - n/a
2019 0.00% 38,874,005 38,135,194 738,811 (267,883) 9,525,000 5,650,000 - n/a
IRecommandad Target in 2015 $ 2,442.830 $ 10,449,846 1.40
iRacommanded Targetin 2019 $ 3,155,310 $ 10,857,653 1.40

1. Financial projections should be dynamic and updated on a regular basis as part of the annual
budget process.

2. Additional assumptions used in development of financial projections are included in the
summary of significant assumptions section on page 17 of this report.

e = e e s e e e

Traverse City Light and Power
Electric Cost of Service Study

March 10, 2014
Page 3 of 18
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Section 3

Um,wmdmﬁc Utility Revenue Requirements

DEVELOPMENT OF RECOMMENDED RATE TRACK:

When evaluating rates to charge customers, three factors must be considered:

1. Future Debt Coverage Ratio’s to meet bond covenants

2. Minimum Cash Reserves the utility should hold in reserve

3. Optimal (Target) operating Income to help ensure current customers are charged properly for
infrastructure used to provide electricity

Each of these factors is discussed below:

1) Debt Coverage Ratio — TCLP currently does not have any debt. The following is for
informational purposes should debt be issued in the future. Debt coverage ratios are mandated
by covenants and established in bond ordinances and must be maintained to ensure the utility
maintains its bond rating and has the capacity to issue additional revenue bonds. Revenue
bond requirements typically require cash generated from operations exceed 1.20 times the
debt payments.

a. Due to fluctuations in sales, mainly the result of weather or the economy, a safety
factor of 0.20 is recommended resulting in a minimum target of 1.40.

b. Maintaining debt coverage ratios is critical to the utility’s bond rating, future
financial health, and helps keep interest costs lower in future years.

c. Failure to meet deht coverage ratio requirements in bond ordinances results in
default on the debt.

e > = s = e = _=—a— —— —— — = = — = —— swesacroese-—= e oo == = S e S e s ]
Traverse City Light and Power March 10, 2014
Electric Cost of Service Study Page 4 of 18
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Section 3

u.i.wmmi.,.mﬁc Utility Revenue Requirements

2) Minimum Cash Reserve Target - To help ensure timely completion of capital improvements and
enable the utility to meet requirements for large unexpected expenditures, a minimum cash
reserve policy should be established. Minimum cash reserves attempts to quantify the minimum
amount of cash the utility should keep in reserve, actual cash reserves may vary substantially
above the minimum and is dependent on the life cycle of assets that are currently in service. The
methodology used in this report is based on certain assumptions related to percent of operation
and maintenance, rate base, capital improvements, and debt service. The establishment of
minimum cash reserves should consider a number factors including:

° Working Capital Lag - Timing differences between when expenses are incurred and revenues
received from customers. Establishing a minimum cash reserve helps to ensure cash exists to pay
expenses in a timely manner.

° Investment in assets — Catastrophic events may occur that require substantial amounts of cash
reserves to replace damaged assets. Some examples of catastrophic events include ice storms,
earthquakes, wind storms, floods, or tornadoes. Many of these catastrophic events may allow
the utility to recover the cost of damages from FEMA; however FEMA reimbursements can take
between 6 months to 2 years to recover. The utility should ensure adequate cash reserves exist
to replace the assets in a timely fashion. The minimum reserve levels are often combined with
emergency funding from banks or bonding agencies.

° Annual debt service — Debt service payments do not occur evenly throughout the year and often
occurs at periodic times typically every six months. The utility has to ensure adequate cash
reserves exist to fund the debt service payment when the payment is due.

o Capital improvement program — Some capital improvements are funded through bond issuances
and some through cash reserves. The establishment of a minimum cash reserve level helps to
ensure timely replacement or construction of assets.

The minimum recommended cash reserve for TCLP is $10.5 million. TCLP has a combined cash
balance of $14.9 million in 2015 and decreases to $9.3 million in 2019. Table four provides the
minimum cash reserve calculation.

Table Four — Minimum Cash Reserves — Fiscal Year Ending 2015 — 2019

Projected Projected Projected Projected Projected g

Percent Allocated 2015 2016 2017 2018 2018 {

Operation & Maintenance (Less Depreciation Expense & Power Supply) 1% $ 871,541 § 910,328 $ 938,112 ' § 960,343 ' § 986,337

Pawer Supply 9% 2,307,520 i 2,260,446 2,349,811 2,339,554 2,377,881

Historical Rate Base 1% 763,384 820,934 876,534 929,534 986,034
Cument Portion of Debt Senice 0% - - - - -

Five Year Capital improvements - Net of Bond Proceeds 20% 6,507,400 6,507,400 6,507,400 6,507,400 6,507,400

Minimum Cash Reserve Levels $ 10,449,846 . § 10,499,108 § 10,671,857 ' § 10,736,832 § 10,85?.6@

[ Restrictod Reserves | _ | ___________________|__________§ 9550008 955000 5 _ 955000 § _ 9525000 §___ 8525000

Unresticted Reserves [ TTTTT T Tsatosds s aANT S _ 24801 a7y s ___(@6rge)

Cash reserves are sufficient through 2018 without rate adjustments.

#
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Section 3

Utility Revenue Requirements

Utility Financial Solutions, LLC

3) Optimal operating income targets - The optimal target for setting rates is the establishment of

a target operating income to help ensure the following:

a. Funding of depreciation expense

b. Adequate rate of return on investment to help ensure current customers are paying their
fair share of the use of the infrastructure and not deferring the charge to future generations

¢. Funding of interest expense

d. Funding inflationary increase on assets

As improvements are made to the system, the optimal operating income target will increase
unless annual depreciation expense is greater than yearly capital improvements. The target
established for 2015 is $2.4 million and increases to $3.1 million. The current rate of return is
5.0%. A typical municipal return is 5.0% to 7%.

Table Five - Optimal Operating Income Targets Compared to Projected

Projected Projected Projected Projected Projected
Percent Allocated 2015 2016 2017 2018 2019
Interest Expense on Debt 0.0% $ - 8 - $ - % - 8 -
System Equity 4.0% 2,442,830 2,626,990 2,804,910 2,974,510 3,155,310
[Ferget Operating tncome _________________ S __2M280 S 2626990 § 2804910 $ _ 2074510 § __ 3165310
Projected Adjusted Operating Income | ___ ___ 1787033 L7 L i | .. 968,004 ____ 738811
Rate of Return in % 5.0% 5.0% 5.1% 5.2% 5.3%

TCLP is projected to fall below optimal targeted operating income levels throughout the projection. A
1.5% rate adjustment is recommended for 2015 and inflationary increases every other year. The
projection should be updated yearly with the budget process. Costs may come in higher or lower than
anticipated and change the recommended rate track.

e e e e e e e
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Section 3

Utility Revenue Requirements

Utility Financial Solutions, LLC

RECOMMENDED RATE TRACK

TBLP revenues are currently not meeting its cost to serve customers. We are recommending a small
increase of 1.5% in 2015 and inflationary increases every other year to maintain financial targets. The
financial projection and rate track will need to be reviewed as expenses and capital improvements
materialize.

Table Eight is a summary of the financial results with the recommended rate adjustments.

Table Eight - Recommended Rate Adjustments

Unresarved &
Undesginated
Adjusted Cash & Reserved Cash Debt
Projected Rate  Projected Projected Operating Investment & Investment Capital Coverage
Fiscal Year Adjustments  Revenues Expenses Income Balance Balance Improvements Bond Issues  Ratio
2015 1.50% $ 37,746,155 $ 35437939 § 2308216 $ 6,001,632 $§ 9,525,000 $ 9,072,000 - n/a
2016 0.00% 37,447,333 35,520,745 1,926,588 4,925,685 9,525,000 5,755,000 - n/a
2017 2.50% 39,315,962 37,013,028 2,302,933 4,633,648 9,625,000 5,560,000 - n/a
2018 0.00% 39,443,745 37,315,367 2,128,388 4,637,150 9,525,000 5,300,000 - nfa
2019 2.50% 40,825,969 38,236,696 2,589,273 4,978,636 9,525,000 5,650,000 - n/a
Recommended Target in 2015 $ 2,442,830 $ 10,449,846 1.40
[RecommandediTargetinA01y e e oot et R LR i s S B AU RS S S e s ST i

.. s s sy s s s s e e
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Section 4

U.“..,,F..m.mﬁc Unbundled Electric Rates

CoST OF SERVICE RESULTS

Table Two below shows the average cost of service per kWh and compares that cost to the average
revenue per kWh for each customer class. The table is sorted from lowest to highest based on average
cost of service.

Table Two - Average Cost per kWh compared with Average Revenue per kWh

Cost of Projected

Customer Class Service Revenues
Primary Interruptible 0.081 0.084
Pri Industrial - P rates 0.088 0.092
Commercial Demand Primary Metered 0.102 0.106
Public Authority MP2 Rate 0.103 0.101
Residential Space Heating 0.106 0.110
Senior Space 0.106 0.107
Commercial Demand 0.107 0.108
Public Authority MP1 Rate 0.116 0.115
MP1 at 103% of rate 0.116 0.114
Comm Electric Heat and Air Conditioning 0.119 0.118
Water Healing 0.122 0.115
Senior Water 0.126 0.101
Residential 0.130 0.118
Senior Residential 0.139 0.106
General Service 0.143 0.140
Yard Lighting 0.150 0.141
Comm Hot Water Heat 0.151 0.127
Street Lighting 0.213 -

EPae———--—am—me——— - s s ssSSss s R e e =

Traverse City Light and Power March 10, 2014
Electric Cost of Service Study Page 8 of 18

74




Section 4

U!i[ltyFinancialSoluﬁC U n b U nd | ed E'ectr’c Rates

DISTRIBUTION RATES

Separation of distribution cost helps identify distribution charges and the fixed monthly customer charge
for customer classes. This helps to ensure TCLP recovers its operational costs. Distribution rates include
separation of the following costs:

1) Operation and maintenance of distribution & transmission system, Contributions to City,
Customer service, Customer accounting, Meter reading, Billing, Meter operation & maintenance,
Administrative expenses

The distribution rates consist of two components:

1) Monthly customer charge to recover the costs of meter reading, billing, customer service, and a
portion of maintenance and operations of the distribution system.

2) Distribution rate based on billing parameter, (KW or kWh) to recover the cost to operate and
maintain the distribution system. The table below identifies the cost-based distribution rates for
customer classes.

Table Three- Distribution Rates by Customer Class

Monthly
Customer Billing
Customer Class Charge Dist. Rate Basis

General Senvice '3 32.82 0.029 | kWh
Senior Space 15.28 0.022  kWh
Senior Residential 15.28 0.022  kWh
Senior Water 15.28 0.02  kWh
Residential Space Heating 15.28 0.02 kWh
Water Heating 15.28 0.02 ' kWh
Residential 15.28 0.02  kWh
Public Authority MP2 Rate 32.82 0.02 | KWh
|Public Authority MP1 Rate 32.82 0.03  kWh
MP1 at 103% of rate 32.82 0.03  kWh
Comm Hot Water Heat 1 32.82 0.02  kWh
Comm Electric Heat and Air Conditioning 32.82 0.02  kWh
Street Lighting 9.24 0.15 kWh
Yard Lighting 4.62 0.09  kWh
Primary Interruptible 164.40 12.49 kwW

Pri Industrial - P rates 164.40 6.13 kW

Commercial Demand Primary Metered 164.40 6.31 kW

Commercial Demand 75.58 6.22 kW

Tables Three, (Distribution Costs) Four (Power Supply Costs) and Five (Total Costs) are cost of service
rates and are not recommended for implementation. This information is used during the rate design
process which considers a number of factors including but not limited to the following:

1) Cost of service results

2) Energy conservation

3) Social issues

4) Economic development

5) Accurate price signals to customers
s e e e e e e e s e s e—— e e e e e s s s e s ———
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Section 5
Functionalization of Costs

Utility Financial Solutions, LLC

Delivery of electricity consists of many components that bring electricity from the power supply
facilities to the communities and eventually into customer facilities. The facilities consist of four
major components: transmission, distribution, customer-related services, and administration.
Following are general descriptions of each of these facilities and the sub-breakdowns within
each category.

Transmission
The transmission system is comprised of four types of subsystems that operate together:
1) Backbone and inter-tie transmission facilities are the network of high voltage facilities
through which a utility’s major production sources are integrated.

2) Generation set-up facilities are the substations through which power is transformed from
a utility’s generation voltages to its

various transmission voltage Terminology of Cost of Service
3) Sub-transmission plant consists of lower '
voltage facilities to transfer electric FUNCTIONALIZATION ~ Cost data

arranged by functional category (e.g.:

energy from convenient points on a s kb
power supply, transmission, distribution

utility’s backbone system to its
distribution system

4) Radial transmission facilities are those CLASSIFICATION -~ Assignment of
that are not networked with other functionalized.cas's 10 cost camponants
. z (e.g. demand, energy and customer
transmission lines but are used to serve related).

specific loads directly. : .
ALLOCATION - Allocating classified costs

to each class of service based on each
class's contribution to that specific cost
component.

DEMAND COSTS — Costs that vary with
the maximum or peak usage. Measured in
‘kilowalts (kW) 3

ENERGY COSTS — Cosls that vary over
an extended period of time. Measured in
~kilowatt-hours (kWh)

CUSTOMER COSTS — Costs that vary
with the number of customers on the
system, e.g. metering costs.

DIRECT ASSIGNMENT - Costs identified
as belonging to a specific customer or- -
“group of customers. -

: ,
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Section 5
Functionalization of Costs

Utility Financial Solutions, LLC

Distribution System

The distribution facilities connect the customer with the transmission grid to provide the
customer with access to the electrical power that has been generated and transmitted. The
distribution plant includes substations, primary and secondary conductors, poles, and line
transformers that are jointly used and in the public right-of-way.

Substations typically separate the distribution plant from the transmission system. The
substation power transformer “steps down” the voltage to a level that is more practical to install

on and under City streets.

Distribution system provides primary circuits with voltages between 12.47 kV and 4.16 kV. Secondary
circuits are 480 volts and less.

Distribution Customer Types

Sub-transmission customers are served directly from the substation feeder and bypass both the
secondary and primary distribution lines. The charges for this type of customer should reflect
the cost of the substation and not include the cost of primary or secondary line charges.

Primary customers are typically referred to as customers who have purchased, owned, and
maintained their own transformers that convert the voltage to the secondary voltage level. The
rates for these customers should reflect the cost of substations and the cost of primary
distribution lines and not include the cost of secondary line extensions.

Secondary customers have the services provided by the utilities directly into their facilities. The
utility provides the customer with the transformer and the connection on the customers’
facilities.

EE———ae e - e e e s e e s e s s ol
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Section 5

U.i.i,ypina“cial%léc Functionalization of Costs

Customer-Related Services

Certain administrative-type services are necessary to ensure customers are provided service
connections and disconnections in a timely manner and the facilities are in place to read meters
and bill for customer usages. These services typically consist of the following components:

1) Customer Services — The cost of providing personnel to assist customers with questions
and dispatch personnel to connect and disconnect meters.

2) Billing and Collections — The cost of billing and collections personnel, postage, and
supplies.

3) Meter Reading — The cost of reading customers’ meters.

4) Meter Operation and Maintenance — The cost of installing and maintaining customer
meters.

Administrative Services

These costs are sometimes referred to as overhead costs and relate to functions that cannot be
directly-attributed to any service. These costs are spread to the other services through an
allocator such as labor, expenses, or total rate base. These costs may consist of property
insurance, and wages for higher level management of the utility.

System Losses

As energy moves through each component of the transmission and distribution system, some of
the power is lost and cannot be sold to customers. Losses vary based on time of day and season.
Typically, as system usage increases or ambient temperature increases, the percentages of
losses that occur also increase. These losses are recovered from distribution customers through
an analysis of the peak losses that occur in the system

e e e
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Section 6
Unbundling Process

Utility Financial Solutions, LLC

Unbundling Process

The cost of power supply, distribution, and customer services are identified as part of the
unbundling process and are the first step in determining unbundled charges to customers. The
total revenue requirements of $35.4 million are separated into four categories identified in the

graph below.

Graph One — Breakdown of TCLP Cost Structure

Functional Breakdown of Costs

Distribution
20%

Customer Services
4%

TCLP is projected to expend 76% of its total costs toward power supply and purchase power costs.
Distribution-related costs are 20% and customer service amounts to 4%. These components are broken
down into each of the subcomponents and are identified in the following sections.

#
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Section 6
Unbundling Process

Utility Financial Solutions, LLC

Functional Breakdown of Costs

As stated earlier, distribution and customer charges consist of a number of different
components; total distribution-related costs of $7.2 million for 2013 are broken down into the
main components listed below, substations, transformers, transmission, and distribution lines,

meter O&M and customer line extensions.

Graph Two — Breakdown of Distribution Costs

Distribution Breakdown

Transformers _
12%

Each of these components are allocated to customer groups based on certain factors established
in the study. These factors are based on the efficiency of each customer class and the time of
day or the season the electricity is used. Other factors are also considered, such as the length of
line extensions to reach certain customer classes. A complete list of allocators is included in the

detailed section of this report.

e u———- - s e s = e, s e = == = e ase 1
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Section 6

Utility Financial Solté_c U n b u nd I I ng Process

Power Supply Cost Breakdown

The table below identifies the average cost of providing power supply to customers of TCLP.

Table Four Power Supply Cost by Customer Class (Cost of Service Rates — Not Recommended)

Billing
Customer Class Demand Billing Basis Energy Basis
General Service 0.033 kWh 0.056 kWh
Senior Space 0.013 kWh 0.059 kWh
Senior Residential 0.023 kWh 0.059 kWh
Senior Water | 0.015 kWh 0.061 kKWh
Residential Space Healing 0.014 kWh 0.059 kWh
Water Heating 0.015 kWh 0.063 kKWh
Residential - 0.018 kWh 0.063 kWh
Public Authority MP2 Rate 0.017 kWh 0.061 kWh
Public Authority MP1 Rate 0.023 kWh 0.060 kWh
MP1 at 103% of rate 0.021 kwWh 0.061 kWh
Comm Hot Water Heat 0.019 kWh 0.062 kWh
Comm Electric Heat and Air Conditioning 0.022 kWh 0.063 kwWh
Street Lighting - kWh 0.083 kKWh
Yard Lighting - kWh 0.063 kWh
Primary Interruptible 9.90 kW 0.058 kWh
Pri Industrial - P rates 8.39 kW 0.058 kWh
Commercial Demand Primary Metered 7.84 kW 0.058 kWh
Commercial Demand 6.76 kW 0.063 kWh

The study assumed additional fuel costs would be recovered through a Power Cost Adjustment (PCA)
charged to customers.

e e e e e e
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Section 6

Utility Financial Solu§s,l.[.€ U n b u n d I i n g P rocess

Combined Cost Summary

The table below identifies the cost of service rates for each customer class. Charging these rates would
directly match the cost of providing service to customers identified in this study.

Table Five — Total Costs by Customer Class (Cost of Service Rates — Not Recommended)

Current
Customer Customer
Customer Class Charge Charge Demand Energy
General Service $ 10.25 § 32.82 0.119
Senior Space 3975 15.28 0.094
Senior Residential 3.75 15.28 0.104
Senior Water 3.75 15.28 0.093
Residential Space Heating 4,75 15.28 0.093
Water Heating 4.75 15.28 0.097
Residential 4.75 15.28 0.103
Public Authority MP2 Rate 20.00 32.82 0.102
Public Authority MP1 Rate 16.00 32.82 0.109
MP1 at 103% of rate 16.00 32.82 0.116
Comm Hot Water Heat 10.25 32.82 0.103
Comm Electric Heat and Air Conditioning 10.256 32.82 0.111
Street Lighting 9.24 0.213
Yard Lighting 4.62 0.150
Primary Interruptible 40.00 164.40  22.38 0.058
Pri Industrial - P rates 40.00 164.40 | 14.52 0.058
Commercial Demand Primary Metered 11.00 164.40 14.15 0.058
Commercial Demand 10.00" 75.58 | 12.98 0.063

e = = e = — — — —
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Significant Assumptions

This section outlines the procedures used to develop the cost of service and unbundling study for
Traverse City Light and Power

Forecasted Operating Expenses
Forecasted expenses were based on 2013 and inflation and other known changes. The table below is a
summary of the expenses used in the analysis.

Table Twelve — Actual and Projected Operating Expenses for 2015-2019

Projected Projected Projected Projected Projected
2015 2016 2017 2018 2019
Generation 25,337,795 24,840,063 25,822,101 25,709,389 26,130,563
Distribution 3,627,433 3,736,256 3,848,343 3,963,794 4,082,708
Transmission 1 332,866 342,852 353,137 363,731 374,643
Customer Accounts Expense 548,398 564,850 581,796 599,249 617,227
Public Senice i 683,058 703,549 724,656 746,396 768,787
Administrative and General 920,183 947,789 976,223 1,005,509 1,035,675
Other 3 58,830 60,5%4 62,412 64,285 66,213
City Fee 1,782,046 1,947,261 2,044,430 2,051,075 2,122,950
Depreciation Expense 2,147,330 2,377,530 2,599,930 2,811,930 3,037,930
Operating Expenses $ 35,437,939  $ 35,520,745 $ 37,013,028 § 37,315,357 § 38,236,696

Load Data

Load data is one of the most critical components of a cost of service study. Information from the billing
statistics combined with information from like utilities were used to determine the usage patterns of
each customer class.

KWh Sales Forecast
The kWh sales forecast is based on 2013 actuals adjusted for growth throughout the projection as
indicated below.

Projected Projected Projected Projected Projected
2015 2016 2017 2018 2019

System Growth 0.02% 1.3% 1.4% 1.5% 1.6%

System Loss Factors
Losses occurring from the transmission and distribution of electricity can vary from year to year
depending upon weather and system loading.

Revenue Forecast
The revenue forecast was based on 2013 usages adjusted for growth rate assumptions and changes in
purchased power costs through the PCA.

Page 17 of 18
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Recommendations

1. Traverse City Light and Power revenues are not currently meeting its cost to serve customers.
We are recommending a small increase of 1.5% in 2015 and inflationary increases every other

year to maintain financial targets.

The financial projection and rate track will need to be

reviewed as expenses and capital improvements materialize. Costs and revenues may come in
higher or lower than anticipated and change the recommended rate track.

Unresarved &

Undesginated
Adjusted Cash & Reserved Cash Debt
Projected Rate  Projected Projected Operating Investment & Investment Capital Coverage ||
Fiscal Year Adjustments Revenues Expenses Income Balance Balance Improvements Bond Issues  Ratio j
2015 1.50% § 37,746,155 $§ 35437,939 $ 2,308,216 § 6,001,632 § 9,525,000 $ 9,072,000 n/a ‘
2016 0.00% 37,447,333 35,520,745 1,926,588 4,925,685 9,525,000 5,755,000 n/a
2017 2.50% 39,315,962 37,013,028 2,302,933 4,633,648 9,525,000 5,560,000 na
2018 0.00% 39,443,745 37,315,357 2,128,388 4,637,150 9,525,000 5,300,000 n/a
2019 2.50% 40,825,969 38,236,696 2,589,273 4,978,636 9,525,000 5,650,000 n/a
|Recommended Target in 2015 $ 2,442,830 $ 10,449,846 1.40
(Recommended Targetin2019_ LB LU (R st s R DXL E RS RISl e iei e S el S L

0.5%.

increase than the overall approved increase.

The study identified some customer classes are paying above cost of service and some below
cost of service. It is recommended rates be designed with a plus or minus 2.0% bandwidth for
each customer class. For example, on average, with a rate increase of 1.5%, no customer class
would see an increase higher than 3.5% and no customer would see an increase lower than -
The tahle below would be used to help guide which customers see a higher or lower

Projected

Customer Class Cost of Service Revenues % Change

General Senvice $ 4,160,883 $ 4,067,955 2%
Senior Space 17,151 17,270 -1%
Senior Residential 992,979 759,742 31%
Senior Water 77,152 61,719 25%
Residential Space Heating 75,370 78,252 -4%
Water Heating 330,419 311,685 6%
Residential 6,100,841 5,563,511 10%
Public Authority MP2 Rate 201,087 196,600 2%
Public Authority MP1 Rate 58,081 57,449 1%
MP1 at 103% of rate 65,239 63,949 2%

Comm Hot Water Heat 2,467 2,073 19%
Comm Electric Heat and Air Conditicning 204,005 201,502 1%
Street Lighting 283,126

Yard Lighting 101,978 95,766 6%
Primary Interruptible 415,185 430,971 -4%
Pri Industrial - P rates 10,369,428 10,749,927 -4%
Commercial Demand Primary Metered 201,977 209,520 -4%
Commercial Demand 11,524,001 11,655,430 -1%
[Total $ 35,181,368 $ 34,523,320 1.9%|
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Utility Financial Solutions
185 Sun Meadow Ct.
Holland, M1 49424
Phone: 616-393-9722
Fax: 616-393-9721

ACCOUNTANTS' COMPILATION REPORT

Traverse City Light and Power

The accompanying forecasted statements of revenues and expenses of Traverse City Light and Power
were compiled for the year ending June 30, 2013 in accordance with guidelines established by the
American Institute of Certified Public Accountants.

The purpose of this report is to assist management in forecasting revenue requirements and
determining the cost to service each customer class. This report should not be used for any other
purpose.

A compilation is limited to presenting, in the form of a forecast; information represented by
management and does not include evaluation of support for any assumptions used in projecting revenue
requirements. We have not audited the forecast and, accordingly, do not express an opinion or any
other form of assurance on the statements or assumptions accompanying this report.

Differences between forecasted and actual results will occur since some assumptions may not
materialize and events and circumstances may occur that were not anticipated. Some of these variations
may be material. Utility Financial Solutions has no responsibility to update this report after the date of
this report.

This report is intended for information and use by TCLP and management for the purposes stated above.
This report is not intended to be used by anyone except the specified parties.

UTILITY FINANCIAL SOLUTIONS

Mark Beauchamp, CPA, CMA, MBA
Holland, Ml
March 10, 2014
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