Reading Municipal Light Department

RELIABLE POWER FOR GENLERATIONS

MEMORANDUM

Date:
To:

From:

August 1, 2019

Karen Herrick, Finance Committe%aison
Coleen O’Brien, General Manager "'e/\/

Subject: FURTHER EXPLANATION OF RESTRICTED CASH AND

INVESTMENTS FUND BALANCES

As the Finance Committee liaison, you requested at the Board of
Commissioners’ meeting on May 23, 2019, additional information regarding the
RMLD'’s proprietary fund restricted cash and investment balances, as
delineated in the Department’s audited financials, section 2, page 18.
Specifically, you asked the Board if there were industry standards. As deferred
to by the Chair of the RMLD Board, I responded by saying that a comparison to
other utilities would be difficult as not all utilities have exactly the same
transactions, but that I would provide to you further explanation of each fund
beyond that which is delineated in the said audit report. The following is in
response to your request:

There are 41 MLPs in the state of MA. The fund designations can be considered
typical for electrical utilities, including MLPs, Cooperatives, and IOUs. In the
case of MLPs, funding designations and levels are established specific to that
MLP’s transactions and voted by that MLP’s local governing board. As an
example using the Rate Subsidization Fund, each MLP has a different power
supply portfolio and rate structure. Depending on the risk assessment analysis
for that MLP’s power supply portfolio, that MLP governing board approves an
appropriate rate stabilization fund balance. That MLP may or may not have
combined fuel and stabilization funds. Some MLPs have All-Requirements
power supply, where their power supply rate may have a premium risk
insurance stabilizer cost imbedded into the rate. This stabilizer addresses some
of the risks associated with their power supply costs. At the RMLD, our power
supply is a mix of long and short term contracts, load-following contracts,
tranche price and time trigger lock-in contracts (based on 4 year pricing
averages), and open market. The RMLD, unlike some of the smaller MLPs, has
an Integrated Resource group specializing in analyzing power costs and risks, to
ensure the lowest competitive rate to all of the RMLD customers. The RMLD
Rate Stabilization Fund was established to cover RMLD power supply related
risks where high volatility, unpredicted events or projected increases could
create rate shock. The fund level is targeted to address these types of scenarios
to dampen the impact. Such incidents could be, but are not limited to: Federal



Energy Regulatory Commission (FERC) imposed orders; coincidental outages of
base generators forcing high replacement energy costs; litigation on FERC
rulings, ISO rulings, contract defaults /bankruptcy recovery costs, etc. To give
the magnitude of a couple of realistic occurrences: FERC immediate order of
Clean Air Acts enforcement resulting in multi-million dollar payments, litigation
costs followed; coincident shutdown of Seabrook during Millstone’s scheduled
refueling outage during peak periods, forcing energy replacement pricing from
$50 MWh in excess of $120+ MWh. Some incidents resulting in immediate costs
exceeding $1,000,000.

As a note, the last S&P Global Ratings affirmed it’s A+ issuer credit rating in
2016, on the RMLD, which specified stable liquidity. The S&P evaluates fund
balances. A new rating is anticipated at the end of the year.

The Town of Reading controls all of the cash for the RMLD. The RMLD has
some visual capabilities of the daily transactions. The RMLD earns interest on
depreciation, customer deposits, rate stabilization and sick buy back reserves;
the interest is accumulated back to each fund. OPEB and Pension funds are
separate cash reserves from the town. The interest on those funds are also
accumulated back to each fund and is part of the basis calculation for the
actuarial. The Town of Reading earns RMLD interest on the remaining funds,
including the operating fund.

The following is an expanded explanation of the funds:

Depreciation Fund: The DPU requires an annual expensed 3% reserve for
funding capital infrastructure improvements. Refer to the RMLD capital budget
delineating the projected 6 year layout and financial funding, shown in the
summary table.

Construction Fund: This fund augments the depreciation fund in financial
support of the capital outlay. Monies are transferred from net operating revenue
to the construction fund. The RMLD technology and electric system roadmap
look out 20 years. The current and projected are captured in the six year
budget help ensure, system reliability, stable rates and appropriate rate
recovery. The Board of Commissioners vote on electric rate increases which in
turn could also increase the rate of return, which is normalized at
approximately 5.5%. Recommendations to increase from the normalized
towards the reserve of an allowable 8%, have been made specifically on a
temporary basis and in strategic concert with the approved capital outlay and
financial projections. Longer term increases to the rate of return force the
RMLD to depart from its mission goal of ensuring competitive low MLP rates.
Short term increases are strategically analyzed and approved to coordinate with
downward fluctuations in capacity, transmission and other power supply costs,
and to address specific capital outlay projects. Refer again to the stated capital
budget funding projection table.

Deferred fuel reserve: This fund is a pass-through of energy costs based on

historical pricing, projections and reconciliation of actuals to help stabilize the
rates. A motion was made and approved on June 24, 2009, regarding a reserve
target balance of $2.5 -2.9 Million. This fund fluctuates; the fuel adjustment is



calculated monthly. A copy of the most recent fuel adjustment can be found as
Attachment A.

Deferred energy conservation reserve: The reserve fund holds the efficiency
charge, which was motioned and approved on August 27, 2008. The charge is
evaluated as part of the Cost of Service (performed every 3 years) and is
approved as a filed rate to fund the expansion of the RMLD’s efforts to promote
energy efficiency, demand side management, and other appropriate energy
conservation measures. Attachment B shows FY19 projections for programs
and staff related time. The total cost is divided by the anticipated retail sales
per customer class. The current charge is .001 per kwh and is the same across
all rate classes. Eversource, for example, collects residential at .0175 per kwh.

Rate Stabilization: The expanded discussion can be found in paragraph 2,
above. Overall, the fund is utilized to help stabilize rates resulting from power
supply related cost fluctuations. A motion was made and approved on
December 3, 2003 to target the fund at $6.5M plus or minus $500K. The
scheduled Cost of Service Study will evaluate the rate stabilization fund balance
to ensure proper funding; any overage or shortage is integrated into the rate
analysis,

Reserve for uncollectible accounts: The fund balance targets historical
uncollected debt from customer accounts. The RMLD has a superior record of
its credit and collections. Given an annual billing of approximately $97M, debt
write off is typically under $200K.

Sick-leave benefits: The fund was established to address liability related to the
Collective Bargaining Agreements Sick leave buy-back benefits. Refer to the
Message from the GM on the RMLD website regarding the IG report on sick-
leave buy back.

Hazardous waste fund: The fund addresses insurance deductibles and
extensive and/or cumulative equipment failure relating to hazardous waste
releases, i.e. oil spills and other potential contaminants. One transformer oil
release event at one substation could result in a single $150K insurance
deductible. The RMLD has 3 substations and approximately 4100 pieces of
equipment containing oil.

Customer deposits: In accordance with the RMLD filed Terms and Conditions,
customer deposits are held in an interest bearing escrow, of which the deposit
and interest is returned to the customer when their RMLD account is settled in
accordance with applicable regulations. Federal data on interest rates can be
found at www.federalreserve.gov

Pension trust: Based on the Town of Reading’s most recent actuarial report,
the pension is anticipated to be fully-funded by 2029. The RMLD annually
expenses a reserve to the trust to achieve the town’s goals relative to the
RMLD’s portion of the pension obligation. Please refer to pages 22-28 of the
RMLD Audited Financials for a full explanation under the Reading Contributary
Retirement System, and specifically paragraph H on pages 27 & 28.

Cc: RMLD Board of Commissioners
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To: Coleen O'Brien ‘_{
From: Maureen McHugO{n{m C<
Date: July 29, 2019

Subject: August 2019 Fuel Charge Adjustment

The Fuel Charge Adjustment (FCA) for the month of August, 2019 is projected to
be $0.0450 per kWh, which is the same as the July, 2019 FCA.

Customers who take service under the Residential & Industrial Time of Use Rate
(TOU) will have an on peak FCA of $0.09435 and an off peak FCA $0.03087 for
the month of August, 2019.

The purchase power for August, 2019 is projected to be 72,499,021 kWh's, this
represents an estimated fuel cost of $2,751,827. Based on standing projections
the fuel charge revenues are projected to be $3,114,189 or an over recovery of
$285,144. This results in the Deferred Fuel Cash Reserve (DFR) having an
estimated August, 2019 ending balance of approximately $3,368,802. The
figures are shown on Exhibit 1 attached.

cc: Charles Underhill
ec.  Sharepoint



Adtach maut A

LofZ

964200 LEEZO O 186200 18520 0 L€820 C 280£0 0 £8020 0 £BOE0 0 £90€0 0 €820 0 ZEBZ0 O P4 286200
¥PL60 0 S8980 0 SE680'0 §£660 0 SB180 0 SEVE0 0 SEPE0 0 SEVE0 0 SEFBO 0 S8L60 G S8160 0 SE690 0 SE6R0 0

090°vZ8'2E BEL'PLL VS 00V'39E°+S 895°SYE'pS 208'89€'es 859'€80'ES 995'TLL'ES St1'6895'Z% TYZ'2e9'T8 2/8'989'28 610'09€'cs L58'LE6'ES

i3 08 08 as 0% 0$ (evs0Es) (516'253) {296'0vS) (ege’ses) (vSt'6es) (98v'058)

(829°062'15) (299'1528) 7€8'0Z8 99,9468 brI'5ezs (806'889) 566'£69% (e1z'018) (B99°€12%) (L9L'srys) (829'2€6%) (t12'961'18)
(866021 13) {sBv'263) e15'289) {€90'901L%) {z69'728) [VAVR ¥i~] {e8s'228) (5.2'01L8) {ee'azis) (602" £6%) (£90°0L18) {ova'ezLs) (9g6'26%)
629 LEL 828 Z8S'Z60'28 0EL'S00'Z$ 680'8€0'CS 21L8'126'28 68L'PLL'ES 205'0p2'2$ 8LT'49€'28 90086428 89/'801'Z8 8’5128 991'EZE'TS 65966023
1240 0% SLE0 08 00v0 0% 00%0 6§ GZv0 05 0590 08 05¥0 03 05¥0 0% 0Sb0 0§ SZKO 08 SZTP0 0% 00¥0 08 0040 08
vr'E92°£95 V6120275 15762105 PLT'ZS6'08 £08'EvL 89 602'p0Z'69 SE0'006'09 621'908'25 §8S'via'9p 8.0'919'6% €OP'EYY’IS Orl'6.0'8 SBYLrE'ZS
6260 0% 9.0} 08 €860 05 2260 08 1880 08 L¥80 0% S980 0S 1160 0% LEBO 0 S460 0% LESO 03 0E0L 0% 9580 0%
1E¥0 0% 6950 08 Lev0 08 S8E0 08 82E0 0% 08€0 05 98€0 08 2LE0 08 L5008 09v0 0% 2P0 08 ££50 08 1650 0%
8610 08 2150 08 9550 0§ 2950 0 665008 09%0°08 L7008 6650 08 6150 08 S150 05 6550 0% £6v0 08 S0€0 0%
ZiE'BL0'6T8 S9L°0€2'ES 8L2°691'C$ E6L'LI6' LS ¥51028'18 B2E'4SL'ZS LZR'152'28 805'629'18 906'620'ZS 82eZ'seL'es S¥5'825'28 pOZ'26L'28 VEY'ZBL'ES
LTTSEIEES Z58'886 25 89.L'€28'Z8 $0E'9Y6'28 LPO'EBL'ES ¥EE'BEE'ES v68'6LE'ES bSE 6Z1'ES 21€129'28 820°L6Y'ZS 6L8'¥SH'ZS 846'805 28 BBE'69L'1S
665'€LL 298 119'612'9% LPO'EBE' VS 96v'158'v8 S61°€50'SS £21'S60'9% L2LLEL 98 268'85L'v3 £2Z'10L'P8 95TILL'YS YZY'E96'rS 281 1vE'ss 7231968
992'988'pL9 120'228'LS 6EL'+08'05 195°'96€ 25 129'L86'95 L20'66%'2L vLE'ET6'0L ¥LE'EET'TS OvLL0S'0S vB8'98E Y ¥B6'5LG°ES L3v'E06'05 L2696’ LS
6102 TYLOL o3q AON 190 1838 1s09ony Ane annr AV RS HOMYW :EE] Nvr

1390n8 13sang 139an8 139ang 139an8 139an8 IVNLOV IVNLOVY TUNLOV VLoV WNLOY VLY
SISATYNY 39UVHO 13N ONY YIMOd JISVYHIMN
6102 ¥O4 SISATYNY 13D0NE AAL03r0Hd
ANIWLHYLIT LHOIT TYAIDINOIN ONIGYIY 50 NAMOL
2 39vd Wd ¥SELZL
b LIgIHX3 61-Bnw-10 a3asIngy

Fead-40
AE2HUQ
s6iey) |Pnd NOL lewsnpyy

ST HSYD 134 430
(3) ONILNNODDY HLIM IONVTVE OL
(8) AY3N0O3H 12N4
LOTHO VAN
(8) INNIA3Y rav IDUVHD T3N3
UMWS) rav IDRYHO 13N
SITvS Uy
(4AMWS) LSOO LINN TWLOL
{(UPANE) 1SO3 13N LIND
(WMS) LSOO LINN ADY3NE 35vE
(8) 1502 13N4
() 1SOD ADH3NT ISVA
($) ISNIdX3 YAMOJ A3SVHIEN

(UM A3AI333 ¥3IMad



At achment B

%8
066ES

ouossiooss”

00°0095
00°000'LS

00°000'95
00'0pZ°ES
'00°000°0€S

00°000°0SL$
00'000'24$
00'000°2528

00°005'8S
00'000'2%S

00°005'22$
00°002' 1568

00'00L V18
00052198

007055

000.v9

00°00t$

00°008$
000228
0000528

00°000°€S
00000728

00°008S
00°000'v$

00'628'1$
00009'£3

00's2Z' 1S
00°052'S$

1e101
0005S  000SS$ 000SS  00°0SS 00'05% 00053 00058 000SS  000SS  000SS  00DSS . ~ snoaueqedsiy
0000L$  00'0CLS 000018  0000LS  000% 000$ 0008 0000l  0000IS  0000LS 000023 sjuang
000088 000083  00'00SS  ©Q'00SS  00'00SS  D00'0OSS  00'00SS  00°00SS  Q0'00SS  0000SS  00'00SS wabuey
00028 000428  ©00'0LZS 00028 000428 000228 000428 00028  000:.28  000:25 00028 wiogabigyd
0000528 0000528 0000528 00'005ZS 0000528 0000528 0000S'ZS 0000S2S 0000SES 000052 000052S  (NDVYLa) swajsksany
QIBMYOS
w.ma..,wm aAnennu) >9.ucm
00'000'c$ 00°000°€$ 00°000°€S ) ajeqay Jabieyd A9
00'000'L2§ DD'000°LZS 00'000'LZS 00°000'LZS 00'000°LZS 00°000'EZS CO'000'LZS 00'000'LZS 00'G0CLZS 00'C00'LZS 00°000'LZS  Sleady Bunybil g37
swesboid |e1nsewiwos)
0000S$ 000058  00'00S$  00000'LS 0O0OS'ES 0000S'LS 000058 00008  0000SS  CO'0OSS  00'00SS (143) 2103 sunuQ
00'000'¥$ 00'000'PS 00°000')$ 00°0CO'PS 00'000PS 00'000%S 00'000PS 00'COOPS 00COCYS 00CO0PS 00CO0PS  Neasy ABiau3 agemousy
00S28'1S CQ0'S/E'LS 00G/81S 00G28'LS 006818 006281 006.8'LS 00S8'1$ 00G/8'LS 006918 006818 3)eqay 1abieun A3
00009'28 000082 00009°2S 00009LS 000094S 0000928 00'009'.S 00'009°'ZS 0000928 00°009'2S 0000928  2OUBIGTY HYLS ADNINT
sweibold |enuapisey
0052218 00SZZ'LS 00SZZ'1$ 00STCLS 006221S 006221S  006G22'1S 006ZZ'1$  0062Z'4S  00'SZZ'LS 00°SZZ'48 SIM VIH
00'0S2'6S  0005Z'S$  00°052'¢S 000SZ'6$ 000SC'S$  000S52'SS  00'0SZ'GS  000SZSS  000SZSS 00GLEDS 00GICHS sHpny

SHUpNY [elUSpISaY

hzdfale




