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| Executive Summary

In February 2023, Los Alamos County (referred to herein as “LAC” or “the County”) engaged GDS
Associates, Inc. (“GDS”) to conduct an electric rate study and cost of service study. A rate study examines
the current financial condition of a utility, along with the utility’s expected levels of expenditures, to
determine the magnitude and timing of future rate increases. A cost of service study reviews the current
cost of providing services to members of each rate class and is used to guide rate design. In addition to
these tasks, GDS was asked to:

e Provide an opinion of future rate structures that the utility may implement to better align cost
causation and recovery.

e Review the effect that debt issuances have on future financial performance and rates. GDS has
made recommendations on the potential implementation of demand and time-variable rates.

e Discuss the subsidy, if any, being provided to customers with solar or other distributed energy
sources and recommend steps the County should take to remedy that subsidy.

Budgeted costs for Fiscal Year 2024, with adjustments, were used as the basis for the study, including
power-related costs that are expected to be incurred at the Electric Production Department and passed
through to the Electric Distribution Department, as forecast by LAC staff. These power-related costs make
up a large portion of the total cost of service, and fluctuations in power costs may cause changes in the
cost to serve rate classes. GDS has not assessed what effect, if any, changes in currently anticipated Fiscal
Year 2025 costs would have on the results of our study.

Most of our recommendations cannot be implemented until several years in the future when LAC has a
more capable billing system. However, we highlight two of our recommendations which could potentially
be implemented within a short period and that we believe will have a beneficial impact on the utility.

The first of these recommendations is that the utility should implement some form of power cost recovery
mechanism. In short, we believe that the practice of collecting all of generation and purchased power,
which make up around 50% of the cost of serving customers through “base” rates, both introduces a high
level of uncertainty into any forecast of future financial health or performance and produces friction by
necessitating any adjustment in revenues be produced through a change to base rates. Our
recommendation is that LAC introduce a pass-through mechanism that is adjusted up or down based on
a determination of need by the Board of Public Utilities (“BPU”) or City Council, rather than one that
automatically recovers any change in the cost of power. An additional benefit to enacting a pass-through
mechanism would be that it would eliminate the need for a Rate Stabilization Reserve, allowing the
County to more quickly achieve the goal of fully funding reserves and freeing capital for other purposes.

The second recommendation that can be implemented in the short term relates to the billing mechanism
that is used for customers who own distributed energy resources. The current approach, referred to as a
net metering arrangement, compensates a portion of the generation produced by the distributed energy
resource at the full retail volumetric rate. As the retail volumetric rate is significantly higher than the cost
of power from other generation resources, this results in a substantial subsidy to these customers. GDS
recommends that a net billing arrangement, in which the netting calculation is done “on the bill,” be
adopted to allow LAC more control over the amount of subsidy that is provided to these customers. We
also recommend that the overall approach to distributed energy customers be developed at a strategic
level, taking into consideration LAC’s overall policy goals and targets.

C
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1.1 Rate Study Results

Assuming the energy costs forecast at the beginning of Fiscal Year 2024 are accurate, GDS expects the
rate increase that will be effective July 2024 to provide adequate revenue to operate the system and
provide the target 1.6 debt service coverage ratio through the end of Fiscal Year 2027. In Fiscal Years 2028
and 2029, a higher level of revenue needs is anticipated and increases in rates of around 5.4% and 10%,
respectively, will be required to maintain a 1.6 debt service coverage ratio. The driving force behind the
increases in the later years of the study is anticipated changes in the cost of power.

Table 1 -Rate Study Results

Description FY24 FY25 FY26 FY27 FY28 FY29

0&M and A&G $ 5200104 $ 538689 $ 5580832 $ 578,19 S 5991,278 $ 6,208,379
Purchased Power 9,516,802 8,131,600 7,567,427 6,806,886 7,388,937 8,693,960
Capital-Related 1,185,974 1,367,219 1,660,825 2,576,890 2,930,828 3,236,599
Transfers and Reserves 1,140,745 1,152,059 1,169,309 1,186,847 1,204,677 1,222,804

Total
Recommended Base Rate Increase 9.0% 9.0% 0.0% 0.0% 5.4% 10.0%

17,043,624 16,037,772 15,978,393 16,352,819 17,515,720 19,361,743

1.1.1 Critical Matters

The overall cost of running the utility — and therefore the amount of revenues that must be
collected from customers — is highly dependent on the amount of power expense that is
transferred from the Electric Production Department. GDS has relied on the internal LAC forecast
for these costs produced for the Fiscal Year 2024 budgeting process. Electric Production costs are
expected to decrease significantly in Fiscal Year 2025 due to the inclusion of one-time planned
maintenance in Fiscal Year 2024 expenses.

No additional funding to meet financial targets or to replenish reserves has been included in the
forecast of costs, beyond the cash provided by the County’s target 1.6 debt service coverage ratio
in Fiscal Years 2025 through 2029. These excess revenues can be used to replenish reserve
balances or to reduce reliance on debt issuances for capital projects. A discussion of the impact
the use of debt funding has on rates and the ability of proposed rates to achieve the county’s
policy goals for reserve balances can be found in Sections 7 and 8, respectively.

1.1.2 Recommendations

We recommend that LAC track the results of this study against actual results through Fiscal Year
2027 with the goal of assessing if an increase is required in Fiscal Year 2028.

If the level of increase required in Fiscal Year 2028 shown above is accurate, the increase can
either be achieved by implementing a 5.5% increase in Fiscal Year 2028 and a 10% increase in
Fiscal Year 2029, or through two 8% increases.

When the need for an increase is being assessed, we believe that two essential metrics that should
be reviewed are (1) whether rates are anticipated to achieve the 1.6 debt service coverage ratio
target set by the County, and (2) the progress that the County has made towards achieving fully
funded reserves by Fiscal Year 2034.
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1.2 Cost of Service Results

The Cost-of-Service Study (“COSS”) shows that rates being collected from customer classes are generally
appropriate and in line with cost causation. While subsidies exist, they do not rise to the level that we
believe necessitates immediate action and can be corrected the next time the County chooses to adjust
rates or change the recovery structure. Levelized revenues represent the over/(under) recovery of costs
that would exist if all rates were adjusted pro rata so that the cost of service was recovered on a utility-

wide basis.
Table 2 -COSS Results
Cost of Revenues Under/(Over) Recovery Under/(Over) Recovery Levelized
Service (FY25) (July 2024) $ % $ %
Residential S 9,983,941 $ 9,649,795 S (334,146) -3% S (1,057,883) -11%
Small Commercial 1,475,442 1,985,079 509,637 35% 360,756 24%
Large Commercial 2,310,456 3,080,877 770,421 33% 539,354 23%
County 1,501,778 1,821,455 319,676 21% 183,067 12%
School 546,738 590,353 43,615 8% (662) 0%
Area Lighting 39,749 16,343 (23,406) -59% (24,632) -62%
Total $ 15,858,105 $ 17,143,903 $ 1,285,798 8% $ - 0%

1.2.1 Critical Matters

A COSS is a tool that provides an indication of potential subsidies occurring on the system. The
results of the COSS will differ from period to period and must be evaluated in conjunction with
policy and other ratemaking considerations when determining what rates to charge.

It is important to recognize that inter- and intra-class subsidies between customers will exist in
any system that serves more than one customer. Each individual service location requires a
different amount of investment to serve it and has different usage characteristics that change
over time. Even when subsidization can be eliminated, it may not be appropriate due to
competing concerns of ratemaking. For instance, if variable charges were reduced to the cost of
power, the economic incentive to conserve energy would be reduced.

It is common in municipal rate design for residential customers to pay rates that under-recover
the cost of serving that class, both for policy reasons and because of reluctance to increase
residential charges.

Power-related costs make up a large portion of the total cost of service. Fluctuations in power
costs may cause changes in the cost to serve rate classes.

Due to the internal allocation of demand-related costs within the resource pool, GDS determined
that a departure from the industry standard allocation methodology was appropriate. This change
in methodology resulted in a lower allocation of costs to the residential rate class, with most of
the increase assigned to the Large Commercial, Large County, and Large School customers. The
effect of this decision on cost allocation is quantified in Section 9.4.1.

The findings at the individual class level, including discussion of subsidization occurring within the
residential rate class, and comparison of fixed costs and recoveries can be found in the rate
recommendations below.
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1.3 Rate Recommendations

1.3.1 Current Rates

LAC’s current rate structure is easy to understand, easy to bill, and can be easily modified to fairly
apportion costs to the correct customers. While changes could be made to the overall rate structure, such
as implementation of demand rates, the benefits resulting from those structural changes may not be
worth the additional administrative and billing overhead, and the County should take these factors into
consideration when contemplating changes.

1.3.1.7 Critical Matters

Current service charges for residential customers are significantly below the fixed costs of service.
Subsidized service charges are typical as they allow customers to have more control over their
bills by reducing usage and reduce bills for lower or fixed income customers.

Small Commercial, Small County and Small School customers are over-recovering their cost of
service. At a high level, subsidies paid by Small County and Small School ratepayers are offset by
lower subsidies received by the respective Large rate classes, which reduces the level of concern.

Area lighting rates do not recover the cost of service of the class.

1.3.1.2 Recommendations

No subsidies exist that rise to the level that we would consider atypical or to be cause for
immediate concern. Our recommendations regarding rate recovery below can be implemented
at the time of the next overall rate increase or in conjunction with another rate structure, such as
demand rates or time-variable rates.

A small proportional increase in revenues collected through Residential service charges should be
considered when rates are next increased. An increase to $14 would eliminate some of the
subsidies extended to lower usage customers without significant impacts to bills and would move
LAC’s fixed charges closer to those charged by nearby utilities.

We recommend that the Small Commercial and Small County classes get a smaller increase
relative to other classes next time the County adjusts rates. We recommend that this be achieved
through relative reductions to variable charges, potentially to the extent of maintaining current
charges.

While area lighting rates appear to need a significant increase, we recommend that they continue
to be adjusted generally in line with increases achieved for the entire utility. This recommendation
is made in consideration of the relatively small revenue requirement associated with this class
and the fact that area lights are generally collocated with a main service location. We do however
recommend that costs associated with maintenance and upkeep of area lighting (such as
switching bulbs or repairs) be collected to the greatest extent possible through separate fees
charged directly to the responsible party.

1 And therefore, generally require less incremental investment in distribution system than a standalone service

location.
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1.3.2 Alternative Rate Structures

The implementation of demand or time-variable rates was identified in discussions with LAC staff and the
BPU as a potential way of addressing cost subsidies present in the current rate structure. Demand rates
are seen as a potential way of reducing subsidies present under the current rate structure and potentially
raising revenues in a way that better approximates cost causation without causing undue impacts to lower
usage customers, while reducing peak demands experienced at the retail level. Time-of-Use rates
incentivize customers to change consumption patterns to avoid times of high energy prices and reduce
peak demand levels.

LAC is unique in that it participates in the Resource Pool in conjunction with Los Alamos National
Laboratory. While this relationship clearly reduces the cost of power and is beneficial to the utility, the
allocation of costs within the Resource Pool dictates the level of cost savings which can ultimately be
achieved. In particular, the allocation of energy-related costs monthly based on each participant’s actual
levels of usage means that the distribution utility is exposed to the average cost per kWh rather than the
real-time price, limiting the savings achieved if consumption is shifted to times lower cost energy is
available. Timing differences may also occur between when demand is measured for purposes of the
Resource Pool and when peak demand occurs on the distribution system.

1.3.2.1 Critical Matters

e The current billing software is unable to bill time-variable rates and new software is not
anticipated to be in place for several years.

e Given the limitations of the information provided by the Advanced Metering Infrastructure
(“AM1”) system, demand values discussed within this report are based on hourly average
demands, not the commonly used 15-minute demand measurement period. As a result, the
illustrative demand charges presented are not directly comparable to the County’s current
demand charges for Large Commercial, School, and County customers.

e Alternative rate structures can be adopted as the standard set of rates for all customers, or
customers may be given a chance to retain the current rate structure if they prefer it due to
simplicity or the customer’s inability to avoid bill increases under the new structure. If the move
to the alternative rate structure is optional, it may be done on an “opt-out” or “opt-in” basis.

e If the utility determines that time-variable rates should be implemented in the future, attention
should be paid to the coincidence of demand experienced distribution system level and demand
used for Resource Pool allocations. This is necessary to ensure that the County avoids
inadvertently increasing costs when focused on reducing distribution system peaks.

1.3.2.2 Recommendations

e Targeting demand at specific times, rather than trying to limit non-coincident demand peaks at
individual locations will bring the largest benefit to the County, exceeding those that would be
brought if the County were to implement rates based on individual customers’ peak demand.

e Based on current usage patterns, peak demand generally occurs between 5 PM and 11 PM for the
retail system. While peak demand levels fluctuate seasonally, we recommend that these hours be
utilized for any time-dependent rate on a year-round basis to reinforce these hours in customers’
minds.

w
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e We recommend an “opt-out” approach when transitioning customers to a new rate structure.
Opt-out structures have been demonstrated to result in larger reductions in peak demand and
overall higher customer participation while allowing customers who would be harmed by the
alternative structure to continue taking service under the current rates.

e A time-variable rate (which could be either demand or usage-based) would most effectively
reduce demands at times of peak load. For this reason, we recommend that the County adopt a
time-variable rate rather than a demand rate based on peak usage.

e While both energy-? and demand-based time variable rates have will have similar effects, we
recommend an energy-based time variable rate as best for the County. This design is easier for
customers to understand, is comparable to rates put in place by neighboring utilities and is
effective at reducing demand peaks.

e If an energy-based time-variable rate is adopted, an on/off peak pricing ratio of 2:1 or higher will
provide adequate incentive for customers to shift usage off peak. Our illustrative rates for Fiscal
Year 2025 achieve a 2.5:1 on/off peak pricing ratio.

e |If the County adopts demand rates that do not incorporate a time-variable element, we
recommend a phase-in of rates to avoid customer confusion. Several utilities have included a
“demand rate” with no associated charge on ratepayer bills to accustom them to the idea of
seeing a demand charge and understand how it will impact their bill. Another option to educate
customers about demand rates is to produce “shadow bills” based on a prospective demand rate,
allowing customers to see bill impacts of a demand rate before the rate is in effect. Introduction
of any demand rate should be paired with an informational campaign to help customers identify
what activities cause their demand to increase.?

1.3.3 Distributed Energy Resource Generation Rates

BPU has had several discussions on recommendations from staff and outside consultants on potential
subsidization of customers with rooftop solar and other distributed resources (historically referred to by
LAC as Distributed Energy Resources, or “DER”), and to how to fairly recover fixed costs from DER
customers. BPU policy adopted in 2016 anticipated identifying what type and level (utility-scale, circuit-
scale, or distributed) of carbon-free generation brought the most benefits to the utility and proper
recognition of how the costs that may be avoided by customers with DER be incorporated into rates paid
by those customers. LAC clearly communicates to customers that distributed generation rates and rate
structures in place currently are not guaranteed in the future within the application customers must
produce for interconnection.

1.3.3.1 Critical Matters

e Based on usage levels before and after installation of DER, the average residential DER customer
is being subsidized both within the base rate structure and through the net metering
arrangement.

2 An energy-based time variable rates would price usage based on whether the usage occurs in “on” or “off” peak
periods. A demand-based rate would be based on maximum demand observed in the “on-peak” period.

3 For example, bill inserts incorporating information pulled from AMI showing demand and identification of days and
hours when peaks occur so that customers can identify the underlying causes.
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Subsidization is limited by restrictions on individual DER generation capacity, and generation
credit amounts based on LAC’s actual wholesale cost of power.

DER customers bring both qualitative and quantitative benefits to the distribution system,
including resiliency, reductions in overall levels of demand, and acting as a green source of energy.

At a high level, the subsidization of DER occurring in current base rates is relatively immaterial
and comingles with other subsidies provided in rates. DER adoption has not reached the point
where we believe that a standalone DER rate structure or additional fixed charges would be
appropriate.

The current net metering arrangement prices all produce the highest level of subsidy out of the
available generation compensation mechanisms because a portion of generation is compensated
at the full retail rate.

1.3.3.2 Recommendations

Alignment of DER rates with LAC’s overall policy goals for DER, green energy, and electrification is
essential. While customers may have multiple reasons for DER installation, cost savings or the
ability to profit from selling energy to the grid is a primary factor for many customers. Efforts to
eliminate subsidization may have deleterious effects on achieving policy goals in other areas,
including the level of adoption achieved. We recommend that LAC staff interface with those
responsible for implementation of LAC’s electrification and carbon neutral targets to develop a
comprehensive framework for compensating DER.

We believe that DER is a good fit for Los Alamos County and that the long-term benefits it can
bring, particularly considering potential advances and proliferation of energy storage devices,
should not be ignored when the level of subsidy provided to DER is considered.

DER customers are not treated as an independent rate class, nor are they being treated as
members of the class they nominally belong to. We recommend that DER customers remain a
member of the class they would otherwise occupy (e.g. residential with DER classified as
residential), and that the level of subsidization be controlled through the amount being paid for
DER generation provided to the system.

In the case that the number of home battery storage installations increases substantially, the
County should consider a stand-alone rate class with higher fixed charges or wire charge, as they
have the potential to create significantly higher levels of subsidy than standalone DER.

We do not currently recommend implementing demand rates or wire charges solely for the
purpose of ensuring DER customers pay their cost of service.

We recommend the adoption of a net billing arrangement. A net billing arrangement has the
potential to reduce subsidization of DER customers and, importantly, allows the County more
control over the subsidy provided to DER by decoupling DER reimbursement from base rate
charges.

In the future, LAC should consider moving to a rate structure with a time-variable credit paid to
DER. Currently DER production begins to taper off in the evening before the system peak occurs,
particularly in the winter when days are shorter. A time-variable credit could be used to
incentivize installation of batteries or other DER technologies which will be available at times solar
is unavailable.
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1.4 Other Matters

LAC should consider the implementation of a power cost pass-through mechanism to reduce potential
pressure of generation costs on the distribution utility. Such mechanisms are often referred to as a Power
Cost Recovery Factor (“PCRF”). We recommend that a pass-through mechanism be adopted for the
following reasons:

e A pass-through mechanism requiring BPU approval of any adjustment would allow BPU to
continue the same level of control over costs while providing more flexibility to respond to
unexpected increases in the cost of power.

e Simplification of the rate setting and financial projection process, as it would allow decoupling of
cost recovery of volatile commodity costs and the relatively stable costs incurred at the Electric
Distribution department.
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Z System Overview
2.1 Electric Utility

2.1.1 Electric Production Department

Since 1985, the County and the U.S. Department of Energy (DOE) have participated in a Resource Pool in
which the costs of generation, power purchases, and transmission related to both entities are combined.
This Resource Pool is managed by the Electric Production Department and costs are allocated between
the participating entities (the County, DOE, and other third parties) monthly according to the Electric
Coordination Agreement (ECA). The ECA controls the allocation of costs between the Pool participants
based on the underlying fixed or variable nature of the costs and relative demand and energy needs of
the participants. Costs allocated to the County are passed directly through to the Electric Distribution
Department to be recovered from retail customers and represent between 45% and 50% of costs to be
recovered in rates.

2.1.2 Electric Distribution Department

The Electric Distribution Department is responsible for the planning, operation, and maintenance of the
distribution system, as well as customer service and billing functions.

2.2 Management and Governance

Los Alamos has a consolidated city-county charter government which allows for the powers of both a
municipality and county under the New Mexico Constitution. County utilities are managed by the County’s
Department of Public Utilities (“DPU”), with a management team consisting of a Utilities Manager and
Deputy Utilities Managers for Engineering, Finance and Administrative, Electric Production, Electric
Distribution, and the County’s gas, water and sewer operations. Management is overseen by two levels
of direct governance, the first being the BPU. The BPU is a five-person board appointed by the County
Council that holds regular monthly meetings and actively monitors the utility. Ultimate responsibility for
the governance of the utilities is provided by the elected County Council consisting of seven members.
Partially due to the existence of Los Alamos National Laboratory (“LANL”), the BPU and City Council tend
to have a higher level of technical knowledge on factors related to the electric utility than a typical
municipal government.

The New Mexico regulatory body responsible for public utilities, the New Mexico Public Regulation
Commission, does not have jurisdiction over the rates charged by the County.
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3 Utility and Customer Characteristics

3.1 System Load Characteristics

The load generated by the retail system is weather-dependent and can be winter or summer peaking
depending on the severity of heat waves or cool fronts each year. AMI information from calendar year
2022 was used to develop weekly averages of load by hour to determine times of peak load, as shown
below. The black-bordered areas designate hours in which the system load averages exceeded 75% of
the maximum hourly load of the system. The 2022 winter weather was generally average when comparing
the three most recent years, with a milder summer than 2021 or 2023.

Figure 1 -Systemwide Retail Load Map
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3.1.1 Load Map Interpretation

Load maps presented within this report are developed using LAC’'s AMI information. The relative amount
of load being placed on the system by the customer class or classes being considered is shown as a color
scale. Green areas represent low load conditions, while dark orange/red areas represent high load
conditions. The progression from the top to the bottom of the chart along the Y axis shows changes
through the year and can be used to identify changes in consumption patterns that are due to heating,
cooling, and seasonal operations changes. The X axis represents changes that occur throughout the day.
The load data illustrated in the heat map was developed using weekly averages for each hour, with data
from AMI being cleaned to ensure accurate representation of system load.

Load maps can be used to identify times of high usage, informing cost allocation, appropriateness of
specific rate structures, and the approach to time-of-use rates.
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3.2 Residential Customer Class

Residential customers make up approximately 90% of the customers on the Los Alamos system and
account for around 52% of total kWh sold. Over the last three years, Residential customers have averaged

555 kWh in monthly sales per connection, with the highest consumption occurring in winter months as
shown below*:

Figure 2 -Residential Average Monthly Consumption per Connection — 2022
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Figure 3 -Residential Median Monthly Consumption — 2022

1,000
500
300
= 700
=5
& 600
o
£ 500
=
= 400
¥
<« 300
200
100
0
‘\ X 5 & & &
B &z\ @s & F & & @\3 &
& S & 1S & & ?, 2
N & & o s¥ &
o > Q

All locations that serve primarily residential loads (other than some multi-family structures) are grouped
into the Residential rate class, with no distinction in classification or rates for different sizes of users. In

2022, the majority of bills fell between 175 and 525 kWh, with the median bill being 453 kWh and the
average bill being 559 kWh.

4 Calendar Year 2022 information shown. A full set of average and median loads for each rate class, along with bill
distributions, can be found in Appendix A.
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Figure 4 -Distribution of Residential Bills — 2022
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The Residential customer class is the main driver of demand peaks on the system. Peak Residential
consumption occurs from approximately 8-11 AM and 6-11 PM in response to heating demands and from
1-11 PM when load is driven by cooling. At times of high temperature-driven usage, peak periods may
extend into the early morning. On weekends, cooling and heating remain relatively higher throughout the
day than on weekdays.

Figure 5 -Residential Load Map — Weekday
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Figure 6 -Residential Load Map — Weekend
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3.3 Small Commercial Customer Class

The Small Commercial class is made up of commercial customers with less than 50 kW of demand and
make up approximately 6.5% of LAC customers. Small Commercial customers use approximately three
times more energy on average than residential customers and have reduced seasonal variability. Unlike

residential locations, Small Commercial locations on average usage higher amounts of energy in the
summer than winter months.

Figure 7 -Small Commercial Average Monthly Consumption per Connection — 2022
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In 2022, Small Commercial customers averaged 1,680 kWh with a median usage level of 619 kWh.
Although bills were clustered below the 500 kWh level, a large number of relatively larger users existed.
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Figure 8 -Distribution of Small Commercial Bills — 2022
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Unsurprisingly, demand for the Small Commercial class occurs during general business hours, starting at
around 8 AM and extending through around 5 PM. Like the Residential class, and consistent with the
monthly patterns shown above, heating and cooling demands affect the duration and timing of loads on
the system. There appears to be less heating load in the Small Commercial class when compared to the
Residential class, which explains the higher usage levels seen during the summer months.

Figure 9 -Small Commercial Load Map — Weekday
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Figure 10 - Small Commercial Load Map — Weekend
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3.4 Small County Customer Class

The Small County rate class serves county-owned locations with demand levels under 50 kW. Usage at
these locations is high on average at 1,739 kWh per month, however median usage is only 300 kWh. A
large number of meters taking service under this tariff are used for irrigation, intermittent usage at parks,
sewage lift stations, and other small loads, with fewer constant large loads such as community centers
and the airport, leading to the large difference between average and median usage levels.

Figure 11 - Small County Average Monthly Consumption per Connection — 2022
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Partially due to the variety of load types billed under this tariff and the number of services dedicated to
outdoor locations, less impact is seen from cooling loads during the summer, although loads increase in
the winter because of heating or seasonal activities.
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Figure 12 - Small County Load Map — Weekday
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3.5 Small School Customer Class

The Small School class is available to educational locations with less than 50 kW of demand. Monthly
average usage in 2022 was 1,624 kWh with a median of 839 kWh, and overall the class is more

homogeneous than the Small County Rate Class.

Figure 13 - Small School Average Monthly Consu

mption per Connection — 2022
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Much like the small commercial class, Small School loads are dri
in use, with most of the usage occurring between 6 AM and 5
shows some response to heating and cooling demands, though

ven by the hours in which the facilities are
PM on weekdays. The Small School class
less than Residential or Small Commercial

customer classes. Over weekends, reactions to cooling and heating loads still exist, but usage is less

consistent.
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Figure 14 - Small School Load Map — Weekday
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3.6 Street/Traffic Lights Customer Class

Metered Street/Traffic Lighting load occurs primarily from dusk to dawn, with load occurring later in the
day during the summer when days are longer. No significant differences exist between weekend and

weekday usage patterns.
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Figure 15 - Street/Traffic Lights Load Map
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Key Study Considerations

Several key considerations were identified in initial discussions and presentations to LAC management
and governance. These considerations are summarized below and provided key guidance when the results
of the study were being analyzed and recommendations developed.

4.1 Alignment of LAC Policy Goals with Rate Options and Design

LAC promotes electrification and reliance on clean energy. Rate recommendations were made with the
goal of ensuring that rate structure and design supports these policies.

4.2 Reserve Funding and Financial Targets

As the financial condition of the electric distribution utility has been eroded by costs exceeding revenues
provided by rates, rates capable of providing additional income over actual cost to service is required.

4.3 Cost-Based Rate Recommendations

Due to the length of time since LAC’s last rate study and subsidies present at that time, LAC management
expressed interest in identifying the levels of subsidies present on the system and on what approach GDS
would take to eliminate them. Specific focus was placed on determining if customers with distributed
generation systems were being subsidized by other customers and if so, to what extent. LAC management
stated they believed that the current approach was one of the most favorable to distributed generation
customers in the nation.

4.4 Exploration of Alternative Rate Structures

Utility management and governance indicated that exploration of alternative rate structures, beyond the
current fixed/variable structure in place, was one of the main goals of the study. The utility is interested
in rate designs that harness the abilities of AMI meters installed over recent years and better reflect the
cost of serving customers. The utility has the goals of being carbon-neutral by 2040 and implementing
rate structures that incentivize customers to move usage to times when resources are available or reduce
overall reliance on non-renewable resources.

4.5 Review Rate Impact of Utility Financing

A review of how decisions to fund capital assets affect rates and how the utility’s current plans to finance
assets may be reflected in forecast increases was requested by LAC management. This review can be
found in Section 7.
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®

Benchmark Utilities

LAC management was asked at the outset of the study to provide a list of comparable utilities which could
be used for benchmarking LAC rates. The Los Alamos Charter states that, among other requirements, Los
Alamos rates must be comparable to those in neighboring communities.

While comparisons of rates are useful for assessing the overall reasonableness of rate results, customer
perception of rates charged by LAC, and regional norms, rate structures and designs will vary from utility
to utility based on the extent and location of areas served, ownership structure, customer base,
generation resources, and regulatory agency preferences. The population density in areas served by
cooperative utilities historically has been much lower than municipal utilities, leading to higher
distribution investment on a per customer basis and higher costs of maintenance items such as trimming
activities.

A brief description of each benchmark utility is provided below to help gain an understanding of their
general characteristics and attributes relative to LAC. All Cooperative rates are under the regulatory
purview of the New Mexico Public Regulation Commission (“NMPRC”). In the cases where the Cooperative
proposes a rate change and sufficient numbers of members protest the increase, a hearing is held to
determine if the increase is reasonable.

5.1 Jemez Mountains Electric Cooperative

Incorporated in 1948 and headquartered in Hernandez, New Mexico, Jemez

Mountains Electric Cooperative (“JMEC”) serves the areas surrounding LAC in Rio ‘
Arriba, Santa Fe, San Juan, McKinley, and Sandoval counties and is a member of the
Tri-State Generation and Transmission (“G&T”) cooperative. JMEC is the largest
electric cooperative in New Mexico and serves approximately 28,000 residential
and 3,500 commercial locations.

In December of 2022, the NMPRC approved a two-phase rate increase for JMEC W o s
customers, the first of which went into effect in January of 2023. Prior to the January 2023 increase,
JMEC’s most recent rate increase was approved in 2013.

The January 2023 rate increase was necessary as JMEC was in default of its debt obligations in 2022. Rate
changes raised overall rate revenue by 9.33% and resulted in a residential facility charge® increase from
$14 to $18. The second phase of the increase, occurring in February of 2024, raised residential facilities
charges to $22, but also decreased volumetric charges correspondingly, resulting in no revenue change at
a system level. JIMEC justified its move to higher customer charges as better reflecting the underlying
nature of its operating expenses, which are primarily fixed in nature. In 2022, the average residential
customer of JIMEC paid approximately $78.93 per month, or 14.10 cents per kWh.

LAC Staff indicated that JMEC is the most relevant cooperatively owned benchmark considered when
performing internal review of rates. JMEC had 113 full-time employees as of December 2022, or
approximately 279 ratepayers for each employee.

5 The fixed component of the bill, comparable to LAC’s service charge.
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5.2 Kit Carson Electric Cooperative

Kit Carson Electric Cooperative (“KCEC”), established in 1944 and headquartered in .
Taos, New Mexico, provides electric, internet and propane delivery services to 3
members in Taos, Colfax, and Rio Arriba Counties. KCEC is the second largest
cooperative in New Mexico and serves approximately 25,500 residential and 4,600
commercial and industrial locations.

KCEC has focused on obtaining access to renewable energy resources, leaving Tri- L] o

State G&T in 2016 and entering into an agreement with power wholesaler Guzman

Energy, with the goal of achieving 100% of daytime energy through solar power. KCEC’s last base rate
increase occurred in 2016, at which time the fixed fee for residential customers was increased from $14.50
to $20.50 per month. Kit Carson’s average electric residential bill is approximately $91.09, or 18.60 cents
per kWh.

KCEC had 85 full time employees as of December 31, 2022, or approximately 354 billed locations per
employee.

5.3 Mora-San Miguel Electric Cooperative

Mora-San Miguel Electric Cooperative (“MMEC”) serves approximately 11,431
customers in Mora, Colfax, Harding, San Miguel, and Guadalupe counties. MMEC s .
was founded in 1940. In terms of the number of customers served, MMEC is the
most comparable utility within the benchmark group to Los Alamos.

MMEC’s last rate increase was effective November 2019. Customers are sorted into
rate groups based on the nature of the location and apparent power levels, with all R
non-seasonal residential customers and commercial locations requiring less than 10

kVA transformer service receiving service under the Residential/General Service tariff and pay a $25 fixed
system charge per month.

As of December 2022, MMEC had a total of 29 full time employees, or approximately 385 customers for
each employee.

5.4 Northern Rio Arriba Electric Cooperative

Headquartered in Chama, New Mexico, and serving Rio Arriba County, Northern Rio
Arriba Electric Cooperative (“NORA”) was incorporated in 1949. NORA serves :
approximately 2,700 residential and 450 commercial accounts, making it one of
smaller cooperative providers in the state.

In August 2023, NMPRC administratively approved a rate increase for NORA
customers. Under the rates effective August 1, NORA residential customers incur a  pr—
monthly fixed charge of $30. The average electric bill for a NORA residential customer

is $84.76 per month, or 18.84 cents per kWh.

NORA employed 13 full time personnel as of December 2022, or approximately 245 customers for each
employee.
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5.5 Public Service Company of New Mexico

Public Service Company of New Mexico (“PNM”) is an investor-owned utility which
serves some of the most densely populated areas of New Mexico, including f
Albuquerque, Rancho Rio, and Santa Fe. PNM provides services to approximately
490,000 residential and 60,000 commercial and industrial customers, making it the Y
largest provider of electricity in the state. n |
5 {

The average PNM residential customer pays $84.87 per month for service, or 14.78 W s
cents per kWh. PNM commercial users have higher levels of average usage than those on the LAC retail
system or in the cooperatives included in the benchmark comparisons. While residential customer usage
averages are slightly above the average of the cooperatives, they are generally in line with those of LAC.
Average operating costs per customer have historically been higher than both LAC and the Cooperative
average.

LAC Management indicated that PNM is one of the two most relevant benchmarks in their internal
assessment of rates.

5.6 Benchmark Utility Usage, Cost, and Bill Comparison

The charts below show comparisons of the average usage levels, average cents per kWh, and average bills
for residential and commercial customers of each utility in the comparison group.® Bills and average cost
of energy may reflect differences in average levels of usage and categorization of customers into specific
rate classes. LAC values shown are calendar year 2022 for consistency purposes, with the exception of
estimated average bills and cost per kWh, which is recalculated for the rate increase occurring in October
of 2023.

6 Data from PRC Annual Reports, and U.S Energy Information Administration EIA-861 Schedules, and findenergy.com.
GDS has not independently validated amounts shown.
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Figure 16 - Comparison of Average Monthly Usage per Bill — Residential
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Figure 17 - Comparison of Average Cents Paid per kWh — Residential
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Figure 18 - Comparison of Average Bill — Residential’
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Figure 19 - Comparison of Average Monthly Usage per Bill - Commercial®

7,000
6,019
6,000 5,385
4,925 5,145
5,000 4,445
3,900
4,000
3,000 2,491
1,947
2,000
1,000
NORA KCEC IMEC MMEC LAC CY22 New PNM National
Mexico Average
Average

7 Reflects utility-specific levels of usage in calendar year 2022. New Mexico average residential consumption levels
are approximately 73% of the national average.

8 LAC Commercial values shown include Commercial, County (excluding water production), and Educational
ratepayers.
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Figure 20 - Comparison of Average Cents Paid per kWh — Commercial
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Figure 21 - Comparison of Average Bill - Commercial
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5.7 Comparison to New Mexico Municipal Utilities

A limited number of municipal utilities operate in New Mexico, and less detailed o2 g Raton”’
financial and operating information is available as they are not regulated by the | .
NMPRC. Though not included in the benchmark group, a brief comparison to other e
municipal utilities operating in New Mexico is appropriate. Of the municipal utilities
in New Mexico, the City of Gallup, located in the Western part of the state, is most e
comparable in terms of number of locations served, with approximately 8,500
residential and 2,000 commercial customers. The cities of Aztec, Raton and Truth or
Consequences have significantly fewer total customers, ranging from 3,300 to 4,000,

while Farmington is the largest municipal utility with approximately 46,000 total customers.

W, tosAlmos

The cities of Aztec, Raton, and Farmington, have net metering rates for customers with distributed
generation systems. None of the municipalities have made time-of-use rates available to customers.

5.7.1 Municipal Residential Rates

For Residential customers, municipal fixed charges range from Truth or Consequences $8.00 service
charge to the City of Aztec’s $35.10 charge,® which includes an allowance for 100 kWh. Municipal fixed

9 July 2023-June 2024 charge.
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charges tend to be lower than those of other utilities, in part due to the greater range of policy concerns
inherent in the municipal ownership structure.

Figure 22 - Municipal Utility Average Usage - Residential
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Figure 23 - Municipal Average Cents Paid per kWh — Residential
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Figure 24 - Municipal Average Bills — Residential
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Rate Study

6.1 Overview and Approach

The rate study is based on a forecast of future costs based on budgeted Fiscal Year 2024 expenditures,
expected levels of Capital Improvement Project (“CIP”) investment, historical billing information, and
information from outside sources such as expected levels of inflation and interest rates. The forecast
assumes that no significant changes are made to Electric Distribution operational or organizational
structure, and that usage and demand levels will be roughly equivalent to a “typical” year. Significant
weather events, unexpected maintenance expenses, or other events may cause actual costs and revenues
to vary from the forecast values. Customer growth within the rate model is set at 1% growth per year
based on historical growth on the system between Fiscal Years 2018 through 2022.

Data for this study was provided by Los Alamos Staff in March 2023 and was prepared for the budget
process for Fiscal Year 2024. As of the time of this report, budgets for Fiscal Year 2025 were being
developed.

6.2 Reliance on Los Alamos Projections

The results of the Rate Study rely both on calculations by GDS on probable future costs at the Electric
Distribution department and projections of future transfers of costs from Electric Production to Electric
Distribution that were prepared by LAC staff. While some of the costs at Electric Production are generally
knowable (for instance, increased costs due to planned maintenance activities), the total amount of the
transfer is also partially dependent on the market cost of power, which is difficult to predict.

The difficulty in predicting the total amount of power cost that will ultimately need to be recovered merits
additional discussion. The total cost of power in any given year is approximately 50% of total costs to be
recovered from customers, and will vary from projected amounts for numerous reasons, including some
entirely outside of LAC’s control. The use of base rates to recover these costs and the magnitude of the
costs lead to a situation where if power costs vary materially from those expected by the utility, it may
cause the results of the study to be unreliable. Partially for this reason, we recommend that the County
decouple recovery of power-related costs and the cost to run the distribution utility by implementing a
power cost recovery mechanism, as discussed in Section 15.

The transfer from Electric Production to Electric Distribution is expected to reduce the $9.52 million
included in the Fiscal Year 2024 budget to approximately $6.81 million in Fiscal Year 2027. A large portion
of this decrease is related to lower forecast planned maintenance expenses, but as the transfer is a
significant portion of the total retail cost of service, higher than expected costs will necessitate higher
levels of revenue. As part of the study, GDS reviewed historical cost transferred and discussed the
assumptions relied upon by Los Alamos staff when determining expected future costs. We believe that a
reduction in total costs transferred from those budgeted for Fiscal Year 2024 is a reasonable assumption,
and costs projected for future years are in line with historical costs.

Table 3 -Transfer from Department 511

Description FY22 FY23 Projected FY24 Budget FY25 FY26 FY27 FY28 FY29
Transfer from Dept. 511 $ 7,536,886 $ 8074789 $ 9516802 $ 8,131,600 $ 7,567,427 $ 6,806,886 $ 7,388,937 S 8,693,960
Total 7,536,886 8,074,789 9,516,802 8,131,600 7,567,427 6,806,886 7,388,937 8,693,960
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6.3 Other Projected Expenses FY24-FY28
6.3.1 Operating Expenses

Operating expenses, including administrative and interdepartmental costs, represent the day-to-day costs
of operating the utility, such as employee salaries and benefits, materials and supplies consumed in
operations, and contract-related costs such as software. We project a slow increase in these costs in the
period from Fiscal Year 2024 through 2029.

Table 4 -O&M and A&G Expense Included in Rate Study

Description FY22 FY23 Projected  FY24 Budget FY25 FY26 FY27 FY28 FY29

Substation Maintenance S 53,500 $ 27,690 S 57,580 $ 58,783 $ 60,029 $ 61,320 $ 62,657 S 64,042
Switching Station Maintenance 64,169 67,292 195,552 199,934 204,462 209,141 213,976 218,973
OH & UG Line Maintenance 1,210,876 1,162,545 1,636,420 1,690,511 1,746,546 1,804,599 1,864,745 1,927,065
Meter Maintenance 76,595 100,150 128,669 133,390 138,291 143,379 148,662 154,148
Adminstrative and Interdepartmental 2,613,196 3,591,371 3,181,883 3,304,276 3,431,504 3,563,758 3,701,238 3,844,152
Total 4,018,336 4,949,048 5,200,104 5,386,894 5,580,832 5,782,196 5,991,278 6,208,379

6.3.2 Capital-Related Expenses

Capital-related expenses include principal and interest on existing and planned CIP, and the portion of
internal costs devoted to annual construction activities. Payments on bonds issued for CIP expenditures
are assumed to start the year after they are issued, and bonds are projected to be paid over a 20-year life
at a 5% interest rate. Most of the increase shown is the result of issuance of debt instruments for future
projects. Further discussion of the planned CIP, financing assumptions and impact on overall rates can be
found in Section 7.

Table 5 -Capital-Related Expenses

Description FY22 FY23 Projected FY24 Budget FY25 FY26 FY27 FY28 FY29

Principal and Interest Expense $ 1,077,387 $ 923,618 $ 925,591 $ 1,09,420 $ 1,379,194 $ 2,283,994 $ 2,626,216 $ 2,919,804
Debt Service Coverage - - - - - - - -
Capital Improvement Project Expense 766,697 207,267 260,383 270,798 281,630 292,895 304,611 316,796
Total 1,844,084 1,130,885 1,185,974 1,367,219 1,660,825 2,576,890 2,930,828 3,236,599

6.3.3 Franchise Fees and General Fund Transfers

The level of Franchise Fees (In Lieu of Taxes) and the General Fund Transfer collected in rates is dependent
on the total amount of revenue collected from customers. Table 6 is presented at historical amounts
through Fiscal Year 2024. For Fiscal Years 2024 and 2025, rates in place for those periods have been used
to calculate the amount of the transfer. For subsequent years, the amount of transfer is calculated utilizing
Fiscal Year 2025 rates plus a growth factor based on historical growth in each rate class.

Table 6 -Tranfers and Reserve Funding

Description FY22 FY23 Projected  FY24 Budget FY25 FY26 FY27 FY28 FY29

General Fund Transfer S 594,072 S 602,043 $ 578,985 S 579,064 $ 584,854 S 590,703 S 596,610 $ 602,576
In Lieu of Taxes 525,602 564,406 561,760 572,995 584,455 596,144 608,067 620,228
Additional Reserve Funding - - - - - - - -
Total 1,119,674 1,166,448 1,140,745 1,152,059 1,169,309 1,186,847 1,204,677 1,222,804

6.3.4 Total Revenue Requirement

Adding all of the elements discussed above results in an overall revenue requirement of $17.01 million
for Fiscal Year 2024 and $16.08 million for Fiscal Year 2025. As noted above, the most significant category
of costs to Electric Distribution customers is the cost transferred from Electric Production, which in some
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years makes up most expenses. Electric Production costs are also the driver of significant increases in cost
beginning in Fiscal Year 2029.

Table 7 -Total Revenue Requirement

FY22 FY23 Projected FY24 Budget FY25 FY26 FY27 FY28 FY29
O&Mand A&G $ 4018336 $ 4,949,048 $ 5200104 $ 538,84 $ 558082 $ 578219 $ 5991,278 $ 6,208,379
Purchased Power 7,536,886 8,074,789 9,516,802 8,131,600 7,567,427 6,806,886 7,388,937 8,693,960
Capital-Related 1,844,084 1,130,885 1,185,974 1,367,219 1,660,825 2,576,890 2,930,828 3,236,599
Transfers and Reserves 1,119,674 1,166,448 1,140,745 1,152,059 1,169,309 1,186,847 1,204,677 1,222,804
Total ) 14,518,979 15,321,171 17,043,624 16,037,772 15,978,393 16,352,819 17,515,720 19,361,743

6.4 Expected Financial Results - July 2024 Rates

The expected financial results under rates that will be in place as of July 2024 are shown below. As a result
of the two 9% increases to base rates in October 2023 and July 2024, base rates are expected to create
enough revenue to fund system operations and to begin to rebuild reserve balances. The values below do
not include any additional funding to meet debt service coverage requirements, which are set at 1.6 times
principal and interest expense each year. Increased revenues may be required to meet the 1.6 debt service
coverage target starting in Fiscal Year 2027.

Table 8 -Projected Results at July 2024 Rates

Description FY22 FY23 Projected FY24Budget FY25 FY26 FY27 FY28 FY29
Total Cost of Service $ 14518979 $ 15,321,171 $ 17,043,624 $ 16,037,772 $ 15978393 $ 16,352,819 $ 17,515720 $ 19,361,743
Less: Other Revenues (15,326) (200,475) (200,000) (325,000) (325,000) (325,000) (325,000) (325,000
Base Rate Revenue Requirement 14,503,653 15,120,696 16,843,624 15,712,772 15,653,393 16,027,819 17,190,720 19,036,743
Base Rate Revenues - July 2024 13,969,663 14,122,238 . 14,716,218 16,738,790 16,906,177 17,075,239 17,245,992 17,418,452
Over/(Under) Recovery - $ (533,991) (998,458) (2,127,407) 1,026,018 1,252,785 1,047,421 55,272 (1,618,291)
Over/(Under) Recovery - % A% -7% -13% 7% 8% T% 0% -9%

As discussed above, the decreases in power-related costs transferred from Electric Production to Electric
Distribution are the primary driver of lower total costs to serve in period from Fiscal Year 2025 through
2027 relative to Fiscal Year 2024. In that period, power-related costs are expected to be reduced between
$1.3 and $2.7 million below the level budgeted in Fiscal Year 2024. If the cost reductions do not
materialize, there may be significantly lower surpluses or under-recovery of costs in that period.

6.5 Recommended Approach to Rate Increases

The forecast results show the need for potential revenue increases starting in Fiscal Year 2028, at which
point the revenues produced by rates are not sufficient to both cover expenses and to provide coverage
for debt service and for unforeseen expenses. We recommend that LAC compare results of this study with
actual financial results in Fiscal Year 2027 with the goal of assessing whether an increase is required in
Fiscal Year 2028. Phasing in the increase in two steps over Fiscal Year 2028 and Fiscal Year 2029, similar
to the recent increases to rates, will allow the utility to limit the immediate impact on customer bills.

A phased increase of 8% in Fiscal Year 2028 and 8% in Fiscal Year 2029 would provide sufficient revenues
to fund operations through at least 2030 based on current Rate Study Model results and would achieve
1.6 debt service coverage targets.
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Table 9 -Projected Results with 8% increase in Fiscal Years 2028 and 2029

Description

Total Cost of Service
Less: OtherRevenues

Base Rate Revenue Requirement
Base Rate Revenues - July 2024

Over/(Under) Recovery - $
Over/{Under) Recovery - %

FY22 FY23 Projected  FY24 Budget FY25 FY26 FY27 FY28 FY29
$ 14518979 $ 15321,171 $ 17,043,624 $ 16,037,772 $ 15978393 $ 16,352,819 $ 17,515720 $ 19,361,743
(15,326) (200,475) (200,000) (325,000) (325,000) (325,000) (325,000) (325,000)
14,503,653 15,120,696 16,843,624 15,712,772 15,653,393 16,027,819 17,190,720 19,036,743
13,969,663 14,122,238 14,716,218 16,738,790 16,906,177 17,075,239 18,625,671 20,316,882
(533,991) (998,458) (2,127,407) 1,026,018 1,252,785 1,047,421 1,434,951 1,280,139
-4% -7% -13% 7% 8% 7% 8% 7%
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Capital Project Funding Strategy and Impact

Other than the cost of power, expenses incurred to run the daily utility operations tend to grow at a steady
pace. While certain costs may outpace general inflationary pressure, these tend to be offset by savings,
prices fixed by long-term contracts, and inflation-resistant items. The utility has an obligation to provide
service and therefore has limited control over the day-to-day costs of maintaining and operating the
system. However, some control is available over the timing and financing of capital projects. As part of
this study, LAC management requested a limited analysis of the comparative impact that debt financing
projects would have against funding projects through existing cash balances or revenues collected
through rates.

While the expected impact of future capital outlays is within the scope of a rate study and rate study
models can typically be adjusted to show the financial and rate effects of various forms of financing,
decisions as to how specific assets are funded, optimal capital structures, the prudence of incurring debt,
and the relative benefits of specific financial strategies are the responsibility of management and
governance. We make no recommendations as to those topics other than that they are best discussed
with a properly accredited municipal or financial advisor.

At a high level, the relative effect of debt funding in comparison to internally funding capital projects is
relatively clear. We recommend that rates always provide some cushion over the actual cost of running
the utility to grow reserves and meet certain debt obligations such as coverage ratios. To the extent that
reserves are available in excess of that required to ensure stable utility operations and meet obligations,
these reserves may be deployed to offset the need for bond funding, saving the utility (and therefore
customers) from that portion of interest and principal cash outflows over the life of the bond.*°

In addition to interest and principal payments, rates may increase due to additional coverage needs
related to the debt, and any revenue-based components of the revenue requirement (such as transfers
or franchise fees) will be increased proportionally. While debt financing costs more over the long term
than funding through existing reserves, it has the advantage of more closely matching the timing of cost
recovery from customers with the benefits provided by the asset.

The immediate effect on rates of $1 million in debt financing, assuming a 5% rate, 20-year bond, and
standard amortization over the repayment period, would total approximately $80 thousand per year, or
around $0.70 on the average customer bill across all rate classes. Increasing that amount to recover a 1.6
debt service coverage ratio and account for franchise fees and revenue transfers paid by residential and
commercial customers would result in a total increase in the average bill of around $1.30. Over the period
of the issuance, the debt would result in around $300 in additional charges to the average customer over
the twenty-year life of the bond.

Debt costs are often assigned to customers based on allocation of the overall investment in plant, as it is
the overall investment in providing service, not the financing of specific assets, that is relevant. Levels of
intra- and inter-class subsidization, such as those due to the proportional recovery of fixed costs through
fixed charges, changes in customer usage patterns, and other factors would also influence the impact on
a specific customer class.

19 1gnoring the time value of money or opportunity costs, which are outside the scope of this review.
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7.1 Benchmark Debt Service Averages

Currently, debt service cost on a per-customer basis for LAC is lower than utilities in the cooperative
benchmark group.

Figure 25 - Average Debt Service per Connection
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Higher levels of debt service per customer are often indicative of lower customer density, as higher
investment per customer is required. This dynamic, along with the financial structure differences between
municipal and cooperative utilities, may explain the relatively lower levels of debt per connection
occurring at LAC.

7.2 Capital Costs Included in Rate Study

A schedule of the capital costs included in future rates is shown below.

Table 10 - Schedule of Electric Distribution Capital Projects

Description FY24 Budget FY25 FY26 FY27 FY28 FY29

LA URD Replacement S 1,200,000 $ 200,000 $ 1,250,000 $ 1,800,000 $ 1,500,000 $ 1,500,000
White Rock URD Replacement - 1,200,000 2,200,000 1,800,000 1,200,000 1,500,000
OH System Replacement 200,000 100,000 450,000 450,000 450,000 450,000
EA-4 Power Line Replacement 250,000 - 7,500,000 - - -
GWS/ED Facilities at WR WWTP - - 75,000 - - -
East Gate Substation - - - 300,000 - -
Townsite Station Breaker Replacements - - - - 750,000 -
White Rock Substation Unit 1 Transformer - - - - - 1,500,000
Total CIP 1,650,000 1,500,000 11,475,000 4,350,000 3,900,000 4,950,000

7.3 Financing Costs

Funding of all projects is assumed to be provided through debt issuances, with payments beginning in the
year after the debt has been issued. Bonds are assumed to be 5% and paid off over 20 years.
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Table 11 - Principal and Interest Expense Included in Rate Study

Description FY24 Budget FY25 FY26 FY27 FY28 FY29

2010 Bond $ 187,806 $ 312,056 $ 478,842 S 477,944 S 479,818 $ 474,854
2014 Tax Exempt Bond 671,739 587,864 588,829 584,772 587,437 584,845
FY2024 Bond Issuance - 132,400 132,400 132,400 132,400 132,400
FY2025 Bond Issuance - - 120,364 120,364 120,364 120,364
FY2026 Bond Issuance - - - 920,784 920,784 920,784
FY2027 Bond Issuance - - - - 349,055 349,055
FY2028 Bond Issuance - - - - - 312,946
Total Principal and Interest Expense 859,546 1,032,321 1,320,435 2,236,264 2,589,858 2,895,249

Changes in interest rates do not materially affect the forecasted overall cost of service, with a 2% change
in rates resulting in an approximate $200,000 change in total interest expense in Fiscal Year 2029.

Applying available cash to reduce debt-funded CIP instead of rebuilding reserve funds would marginally
reduce the total interest payments that would need to be covered by rates, at the expense of eliminating
reserve balances that may be needed to fund operations.

Table 12 - Cash and Debt Funding of CIP

Description FY24 Budget FY25 FY26 FY27 FY28 FY29

Cash-Funded CIP S - $ 1,026,018 $ 1,335115 $ 1,236,884 $ 805,892 $ 937,278
Debt-Funded CIP 1,650,000 473,982 10,139,885 3,113,116 3,094,108 4,012,722
Total CIP 1,650,000 1,500,000 11,475,000 4,350,000 3,900,000 4,950,000

Table 13 - Debt Service Expense — Cash Applied to CIP

Description FY24 Budget FY25 FY26 FY27 FY28 FY29

2010 Bond S 187,806 $ 312,056 S 478,842 S 477,944 S 479,818 S 474,854
2014 Tax Exempt Bond 671,739 587,864 588,829 584,772 587,437 584,845
FY2024 Bond Issuance - 132,400 132,400 132,400 132,400 132,400
FY2025 Bond Issuance - - 38,034 38,034 38,034 38,034
FY2026 Bond Issuance - - - 813,651 813,651 813,651
FY2027 Bond Issuance - - - - 249,804 249,804
FY2028 Bond Issuance - - - - - 248,279
Total Principal and Interest Expense 859,546 1,032,321 1,238,105 2,046,800 2,301,144 2,541,868
Difference to 100% Debt Funded CIP - ' - 82,330 189,463 288,714 353,381
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The County’s financial policy requires it to meet specific reserve targets, which are expected to be met
within ten years. While our forecast is limited to five years, LAC’s ten-year projections included in budget
documents do result in full funding of required reserves. As with all projections relating to LAC financial
positions, achieving projected results is highly dependent on certain projections made by the County as

to future levels of power-related costs.

As revenues are collected, any amount net of the immediate cost of providing service increases or reduces
the balance available for funding reserves. Assignment of total reserve balances to specific reserves
follows LAC's policy for funding reserves, with balances being assigned to a reserve only once the previous

reserve in the hierarchy is deemed fully funded.

The projected balances below incorporate the 9% increases approved by the City Council in fiscal years

2024 and 2025 as well as the 8% increases recommended for fiscal years 2028 and 2029.

8.1 Bond Reserve

LAC’s Bond Reserve is fully funded and is expected to remain fully funded throughout the study period.

6.2 Operations Reserve

The Operations Reserve has a target equal to 180 days of budgeted O&M expenditures. The Rate Study
Model gives the Operations Reserve priority for funding once the Bond Reserve is fully funded. Within the
rate study period, the target balance for the Operations Reserve is between $2.9 and $3.4 million. The

Operations Reserve is anticipated to be fully funded in Fiscal Year 2027.

Table 14 - Forecast Operations Reserve Balance

Description FY24 Budget FY25 FY26 FY27 FY28 FY29
Total 0&M S 5,779,089 $ 5,965,958 S 6,165,686 S 6,372,899 S 6,587,888 S 6,810,955
Day of Cash Target 180 180 180 180 180 180
Reserve Target Balance 2,889,544 2,982,979 3,082,843 3,186,450 3,293,944 3,405,478
Balance Achieved - $ 1,026,018 2,278,803 3,186,450 3,293,944 3,405,478
Balance Achieved - % 0% 34% 74% 100% 100% 100%
8.3 Capital Reserve
The Capital Reserve targets a balance equal to the annual depreciation expense plus 2.5%. The Capital
Reserve is almost entirely funded by the end of the study period.
Table 15 - Forecast Capital Reserve Balance
Description FY24 Budget FY25 FY26 FY27 FY28 FY29
Reserve Target Balance S 1,283,738 S 1,447,097 S 1,725,769 S 1,843,003 S 1,954,472 S 2,077,472
Balance Achieved - $ - - 139,774 1,011,399 2,049,172
Balance Achieved - % 0% 0% 0% 8% 52% 99%
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8.4 Rate Stabilization Reserve

The Rate Stabilization Reserve target is based on the cost of commodities for utilities in which a pass-
through has not been adopted. The Rate Stabilization Reserve remains unfunded throughout the study
period.

Table 16 - Forecast Rate Stabilization Reserve

Descripti FY24 Budget FY25 FY26 FY27 FY28 FY29
Reserve Target Balance $ 9,516,802 $ 8,131,600 $ 7,567,427 $ 6,806,886 $ 7,388,937 $ 8,693,960

Balance Achieved - $ - - - - - -
Balance Achieved - % 0% 0% 0% 0% 0% 0%

Revenues estimated to be available for reserve funding equal approximately $1.55 million per year, so
recovery of the Rate Stabilization Fund alone will take over five years. If the County elects to move forward
with GDS’ recommendation that a pass-through mechanism be adopted for electricity costs, it may
eliminate the need for this reserve, allowing full funding to be achieved at an earlier date.

- 8.5 Contingency Reserve

The Contingency Reserve is based on the replacement cost of the single largest piece of equipment that
is subject to failure and is determined by the DPU Asset Team. The Contingency Reserve remains unfunded
throughout the study period under recommended rates.

Table 17 - Forecast Contingency Reserve

Description FY24 Budget FY25 FY26 FY27 FY28 FY29
Reserve Target Balance s 546,722 S 554,922 S 563,246 $ 571,695 $ 580,270 $ 588,974

Balance Achieved - $ - - - - - -
Balance Achieved - % 0% 0% 0% 0% 0% 0%

8.6 Total Reserve Fundihg Achieved in Study Period

Under recommended rates, including the forecast 8% increases in Fiscal Years 2028 and 2029, reserve
balances produced are expected to achieve approximately 50% funding by Fiscal Year 2029, as shown
below. If the 1.6 debt service coverage factor is maintained, based on debt expenses in Fiscal Year 2029,
around $1.75 million of revenues in excess of expenses will be produced annually.

Table 18 - Target Reserve Balances — Total Reserve Needs

Descripti FY24 Budget FY25 FY26 FY27 FY28 FY29

Bond Reserve $ 1,249,548 S 1,480,167 $ 1,861,912 $ 3,083,392 $ 3,545,392 $ 3,941,735
Operations Reserve 2,889,544 2,982,979 3,082,843 3,186,450 3,293,944 3,405,478
CapEx Reserve 1,283,738 1,447,097 1,725,769 1,843,003 1,954,472 2,077,472
Rate Stability Reserve 9,516,802 8,131,600 7,567,427 6,806,886 7,388,937 8,693,960
Contingency Reserve 546,722 554,922 563,246 571,695 580,270 588,974
Total Reserve Needs 15,486,353 14,596,766 14,801,198 15,491,425 16,763,015 18,707,619
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Table 19 - Total Reserve Balances Achieved Under Recommended Rates
s

Description FY24 FY25 FY26 FY27 FY28 FY29

Bond Reserve $ 1,249,548 $ 1,480,167 $ 1,861,912 $ 3,083,392 $ 3,545,392 $ 3,941,735

Operations Reserve - 1,026,018 2,278,803 3,186,450 3,293,944 3,405,478

CapEx Reserve - - 139,774 1,011,399 2,049,172

Rate Stability Reserve - - - -

Contingency Reserve - - -

Total Reserves Achieved - July 2024 Rates 1,249,548 2,506,185 4,140,715 6,409,616 7,850,735 9,396,384

Base Rate Increase Recommended 9.0% 9.0% 0.0% 0.0% 5.4% 10.0%
Deficiency - $ 14,236,806 12,090,581 10,660,483 9,081,810 8,912,280 9,311,234

Deficiency - % 92% 83% 72% 59% 53% 50%

8.7 Projection of Reserve Balances

We project that if revenues producing the required 1.6 debt service coverage ratio are maintained, full
funding of reserves will be achieved by approximately Fiscal Year 2037. To estimate the increases required
to meet targeted reserve balances, GDS projected future reserve balances beyond the study period. In
making this estimate, this report made the following assumptions:

e The required Bond Reserve would stay at approximately $4 million.

e The Operations Reserve, CapEx Reserve, and Rate Stability Reserve required balances would grow
by approximately 3%, the same value projected during the study period.

o The CapEx Reserve needs would also grow at approximately 1.5%, which is equal to the average
over the study period and the same value used by LAC Staff for internal estimates.

e Total reserve balances would increase by approximately $1.55 million per year as a result of
excess cash produced by the Debt Service Coverage calculation.

Our estimate shows that under the assumptions above, total reserve needs as of the end of Fiscal Year
2035 are $21.9 million, as shown below. As of Fiscal Year 2025, we estimate that a relatively low increase
over those needed to maintain a 1.6 debt service coverage ratio is needed to fully fund reserves by Fiscal
Year 2035. As with all projections of LAC financial performance, achieving results is highly dependent on
the cost of power generation and purchases.

Table 20 - Projected Reserve Balance Needs, Fiscal Years 2029-2035

Description FY29 FY30 FY31 FY32 FY33 FY34 FY35

Bond Reserve 3,941,735 4,000,000 4,000,000 4,000,000 4,000,000 4,000,000 4,000,000
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