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DISCLAIMERS

1898 & Co.°M is a division of Burns & McDonnell Engineering Company, Inc. which performs or
provides business, technology, and consulting services. 1898 & Co. does not provide legal,
accounting, or tax advice. The reader is responsible for obtaining independent advice
concerning these matters. That advice should be considered by reader, as it may affect the
content, opinions, advice, or guidance given by 1898 & Co. Further, 1898 & Co. has no
obligation and has made no undertaking to update these materials after the date hereof,
notwithstanding that such information may become outdated or inaccurate. These materials
serve only as the focus for consideration or discussion; they are incomplete without the
accompanying oral commentary or explanation and may not be relied on as a stand-alone
document.

The information, analysis, and opinions contained in this material are based on publicly
available sources, secondary market research, and financial or operational information, or
otherwise information provided by or through 1898 & Co. clients whom have represented to
1898 & Co. they have received appropriate permissions to provide to 1898 & Co,, and as
directed by such clients, that 1898 & Co. is to rely on such client-provided information as
current, accurate, and complete. 1898 & Co. has not conducted complete or exhaustive
research, or independently verified any such information utilized herein, and makes no
representation or warranty, express or implied, that such information is current, accurate, or
complete. Projected data and conclusions contained herein are based (unless sourced
otherwise) on the information described above and are the opinions of 1898 & Co. which
should not be construed as definitive forecasts and are not guaranteed. Current and future
conditions may vary greatly from those utilized or assumed by 1898 & Co.

1898 & Co. has no control over weather; cost and availability of labor, material, and equipment;
labor productivity; energy or commodity pricing; demand or usage; population demographics;
market conditions; changes in technology, and other economic or political factors affecting
such estimates, analyses, and recommendations. To the fullest extent permitted by law, 1898 &
Co. shall have no liability whatsoever to any reader or any other third party, and any third
party hereby waives and releases any rights and claims it may have at any time against 1898 &
Co., Burns & McDonnell Engineering Company, Inc., and any Burns & McDonnell affiliated
company, with regard to this material, including but not limited to the accuracy or
completeness thereof.

Any entity in possession of, or that reads or otherwise utilizes information herein, is assumed
to have executed or otherwise be responsible and obligated to comply with the contents of
any Confidentiality Agreement and shall hold and protect its contents, information, forecasts,
and opinions contained herein in confidence and not share with others without prior written
authorization.

Kansas City Board of Public Utilities iv 898 & Co
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This report presents the results of a comprehensive electric rate study (Study) prepared for
the Kansas City Board of Public Utilities (BPU) by 1898 & Co., a division of Burns & McDonnell
Engineering Company, Inc. (1898 & Co.). The BPU owns and operates the electric power
generation, transmission, and distribution system serving customers located within, and areas
outside the City of Kansas City, Kansas. This Study is for the forecasted period of operations
through 2027. With guidance from the BPU staff, our recommendations reflect the following
primary considerations: (1) fund the electric utility on a self-supporting basis; (2) phase-in the
impact of rate adjustments to the utility; and (3) build to and maintain appropriate cash
reserve funds and debt service coverage.

As a first step in the rate study process, BPU asked 1898 & Co. to review its Financial Policies
document and make recommendations for modifications to improve transparency and align
better with industry peers and rating agency expectations. The primary outcome of that
review is the creation of two new reserve funds that will be used to track BPU’s minimum
cash reserve levels, measured in days cash on hand at the end of each year. The two funds
will be an O&M Reserve Fund and an ERC Reserve Fund. Both funds will have a target of 120
days of annual expenses, with the newly established ERC reserve fund being gradually funded
to the 120 day target by 2027. When combined, the electric utility will have a combined 120
days of operating expense held in reserve. The O&M Reserve Fund will be built up and
maintained with base rates and the ERC Reserve will be built up and maintained through the
ERC rider. Debt service coverage recommendations remain the same.

1.1 Study Objectives
The objectives of the rate study are as follows:

1. Forecast the electric utility revenues and revenue requirements for periods 2023 -
2027 to determine the overall adequacy of existing rates to support the utility's
operating and capital needs while building prudent cash reserves over the five-year
period.

2. Prepare an unbundled class cost of service analysis for the electric utility to identify
equitable revenue levels for each rate class.

3. Recommend revised rates and rate schedules that reflect cost of service
considerations, meet BPU goals, and practical rate implementation constraints.

1.2 Utility Financial Operations Under Existing Rates

Consistent with BPU’s planning and budgeting process, 1898 & Co. uses the cash basis of
determining annual revenue requirements as a guide in recommending overall rate
adjustments. The cash basis is an accepted industry norm for municipal utility rate and bond
financing studies and is used by the BPU to forecast financial operations.

Kansas City Board of Public Utilities 1
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Electric utility rate revenues under existing rates, including riders but excluding PILOT!, are
forecast to increase from $253.2 million in 2023 to $259.5 million in 2027, representing
approximately an average $1.3 million annual increase in revenues. Of that amount, the revenue
forecast to be recovered in base rates increases from $148.2 million in 2023 to $153.3 million in
2027, an average of approximately $1.0 million per year.

1.3 Revenue Requirements

Operation and Maintenance (O&M) expenses in the forecast period are based on the 2023
budget provided by the BPU. These are escalated over the forecast period based on the BPU’s
projected increases in costs.

The 5-Year Capital Improvement Plan (CIP) is based on the 2023 budget, which provides a
forecast of projects through 2027, and has been reviewed and updated by BPU management.
The CIP will be funded with annual operating revenues where surplus cash funds are available.
The non-cash financing of the CIP will be from revenue bonds.

Debt financing a portion of major capital expenditures is recommended to a) reduce rate
impact on current customers, b) recover these capital dollars, over time, from the future
customers who will benefit from these investments in the electric system, and ¢) build and
maintain operating cash reserves. 1898 & Co. worked collaboratively with BPU to find a
preferred mix of cash and debt financing, which resulted in recommending a $50 million
revenue bond issue in 2023, which has been included in the projections for the study period.

Other revenue requirements include the portion of the CIP that is funded with annual
operating revenues (cash financed), PILOT payments, and other utility programs such as heat
pump rebates and economic development program costs.

1.4 Forecast Financial Metrics Under Existing Rates

Total cash revenue requirements consist of O&M expenses, funding obligations, debt service,
capital expenditures, and PILOT transfers to the Unified Government of Wyandotte County
and Kansas City, Kansas (UG). Under existing rates, annual revenue deficits will cause the BPU
to draw down cash reserve fund balances and reduce the utility’s ability to adequately fund
and implement the CIP. Safe, reliable, and cost effective utility service requires that the BPU
maintain reasonable financial metrics related to debt service coverage, cash reserves, and the
ability to fund a portion of the CIP. As shown in Table 1-1 below, under existing rates and
projected revenue requirements, the forecast shows a negative annual operating deficit
beginning in 2024 and a steady decline in cash throughout the study period.

TPILOT - Payment in Lieu of Taxes

Kansas City Board of Public Utilities 2 898 & Co
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Table 1-1: Financial Metrics Under Existing Rates

o de

Description 2022 2023 2024 2025 2026 2027

Revenue Surplus / (Deficiency) Under Existing Rates 12,930,453 | $ 786,157 | $ (835,770)| $ (1,075,671)| S (12,937,820)| $ (11,855,808)
Operating Cash Balance

Beg Balance 25,619,100 | $ 38,549,553 [ $ 39,335,710 | $ 38,499,941 | S 37,424,270 | S 24,486,449

Annual Cash Flow 12,930,453 | $ 786,157 | $  (835,770)| $ (1,075,671)| $ (12,937,820)[ $ (11,855,808)

End Balance 38,549,553 | $ 39,335,710 | $ 38,499,941 | $ 37,424,270 | S 24,486,449 [ $ 12,630,642

Days of O&M Reserved 82 74 76 72 47 24

Target Minimum Days Cash 90 120 120 120 120 120
Annual Debt Service Coverage without PILOT Revenue

Total System Achieved (Total Debt) 1.85 1.61 148 147 1.54 1.53

Target Minimum Coverage 1.60 1.60 1.60 1.60 1.60 1.60

1.5 Recommended Base Rate Adjustments

Based on the financial forecast under existing rates for the period 2023 through 2027, 1898 &
Co. recommends a series of two 2.5% increases to base rate revenue, effective in July 2023
and July 2024.

Table 1-2: Recommended Base Rate Adjustments

Description 2023 2024
Recommended Base Rate Increase 2.5% 2.5%
Date of Increase July 1, 2023 July 1, 2024

1.5.1 Recommended Changes to Financial Policies

In addition to the recommended base rate increases, we recommend the electric utility begin
gradually funding the newly created ERC Reserve fund over a period of five years to gradually
reach the 120 days of annual ERC expenditures policy. This equates to recovering an additional
$1.5 million per quarter through 2027 to build to the ERC reserve target of approximately $27
million. If the ERC reserve fund was not funded as planned, additional base rate increases
would be reqguired to reach the same overall operating reserve target. The new O&M Reserve
fund will be funded through base rates and includes all cash currently considered unrestricted
for the purposes of calculating days cash on hand. The base rate increases proposed covers
both the increases in operating costs and debt service payments, plus building to and
maintaining a minimum of 120 days of O&M expenses.

1.6 Forecasted Financials Under Recommended Adjustments

There are many interrelated issues that can lead to the need for rate increases. The most
common include inflationary increases to operating costs, issuance of new debt, loss of
customer load, maintaining adequate debt service coverage, and maintaining healthy
operating reserves. Included in the BPU’s financial policy is a requirement that net revenue for
the electric utility should be equal to 160 percent of annual debt service payments, excluding
PILOT revenue. With recommendations from 1898 & Co., the BPU has set a goal of increasing
operating reserves to 120 days of cash on hand, which is a key driver in this rate case, along
with increasing the amount of fixed purchased power capacity payments recovered in base

Kansas City Board of Public Utilities 3 1898 & Co.
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rates from $2.6 million to $4.6 million. The latter has a net zero impact on customer’s total bills
as the amount of purchased power costs recovered in the Energy Rate Component (ERC) is

reduced by $2.0 million.

The recommended adjustments result in a cumulative base revenue increase of $30.4 million
over five years, through the 2023 - 2027 study period. These increases assist the BPU in
meeting target financial metrics for debt service coverage and operating reserves. The BPU
management team is committed to managing its costs and strengthening financial metrics
during this period in order to align with rating agency target financial metrics that are
expected to maintain the BPU’s current credit rating.

The recommended adjustments result in positive annual cash flow through the end of the
study period. Total debt service coverage under these recommendations builds up to 1.85 in
2027. The number of days operating cash on hand builds up from 84 days in 2023 to 132 days
in 2027, meeting the 120 day target by 2025. These results include the two recommended
2.5% base rate increases effective in 2023 and 2024, a recommended bond issuance of $50

million in 2023, and the creation and funding of the ERC Reserve.

Table 1-3: Key Financial Metrics Under Proposed Rates

2022

o der Prop

2024

Description 2023 2025 2026 2027

Revenue Surplus / (Deficiency) Under Existing Rates 12,930,453 [ $ 5,631,600 10,755,597 12,422,116 | $ 783,171 | $ 2,134,842
Operating Cash Balance

Beg Balance 25,619,100 | $ 38,549,553 44,181,154 54,936,751 | $ 67,358,868 | $ 68,142,038

Annual Cash Flow 12,930,453 | $ 5,631,600 10,755,597 12,422,116 | $ 783,171 | S 2,134,842

End Balance 38,549,553 | $ 44,181,154 54,936,751 67,358,868 | $ 68,142,038 | $ 70,276,880

Days of O&M Reserved 82 84 108 130 130 132

Target Minimum Days Cash 90 120 120 120 120 120
Annual Debt Service Coverage without PILOT Revenu

Total System Achieved (Total Debt) 1.92 1.75 1.75 1.78 1.86 1.85

Target Minimum Coverage 1.60 1.60 1.60 1.60 1.60 1.60

1.7

Cost of Service Analysis

The class cost of service (COS) model allocates the BPU’s total cost of service for the 2023

test year to each rate class based on principles of cost causation. The resultant class cost of
service requirements are divided by the class billing units to develop unbundled unit costs of
service for specific services provided to customers, which are used to guide the design base

rates specific to the rate class.

e Allocation of test year cost of service (COS) to customer classes provides a measure of
the proportionate share of cost responsibility for each class and a guide for developing
fair, equitable and non-discriminatory rates.

e Test year revenue requirements are reduced by ERC and ESC revenues, interest on
investments and other revenues to determine the net cost of service to be recovered

through base rates.

e The net cost of service of $151.3 million includes the recommended 2.50% base rate
increase for the test year 2023.

Kansas City Board of Public Utilities
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e In performing the cost allocation process, net cost of service is first functionalized into
production, transmission, distribution, and customer related service categories. These
functions are further classified into energy, demand, customer, and direct assigned cost
classifications. Demand energy, and customer allocation factors are developed to
assign the cost responsibility for each component to each rate class.

e The functional cost of service is allocated to each retail rate class, including the non-
revenue producing municipal KCK and BPU interdepartmental rate classes. This cost of
service for the non-revenue producing classes is allocated back to revenue producing
retail rate classes on the basis of class cost of service.

e Table 1-4 shows the results of the cost of service analysis by class. The indicated
percent changes in revenue requirements by class to cover costs for the class
assuming each class produces uniform cost recovery range from a decrease of 6.6% for
SGS to an increase of 11.5% for the Residential class.

e At this time, there is no justification for attempting to match cost of service and rates
precisely. Based on the concept of gradualism, it is appropriate to move in the
direction of matching costs and rates in gradual steps as discussed below.

Table 1-4: 2023 Cost of Service Summary by Rate Class

Total . . Small General Medium Large General  Large Power Private Area :14V)
Residential ) . . ) USD 500 S

System Service General Service Service Service Lighting Interdepartmental
Cost of Service Summary
Revenue Requirement $ 151,326,325 | $ 57,714,955 $ 15,766,386 $ 30,367,093 $ 10,718,146 S 26,614,713 S  4,285166 S 1,616,531 $ 2,686,724 $ 1,556,611
Revenue from Current Rates $ 147,635,439 | $ 53,092,238 $ 17,308,307 $ 31,960,311 $ 11,559,431 $ 27,320,996 $ 4,295902 $ 1,596,941 $ - S 501,312
Class Deficiency $ 3,690,886 S 4,622,717 $ (1,541,922) $ (1,593,218) $  (841,285) $  (706,283) $ (10,736) $ 19500 $ 2,686,724 $ 1,055,299
Adjustment for KCK and BPU Deficiency_$ - |$ 1468359 $ 401,122 $ 772,587 S 272,687 $ 677,120 $ 109,021 $ 41,127 S (2,686,724) $ (1,055,299)
Adjusted Class Cost of Service $ 151,326,325 | $ 59,183,315 $ 16,167,507 $ 31,139,680 $ 10,990,832 S 27,291,833 S 4,394,183 S 1,657,658 $ - S 501,312
Indicated % Adjustment 2.50% 11.47% -6.59% -2.57% -4.92% -0.11% 2.29% 3.80%
Energy Sales (kWh) 2,222,687,617 583,000,000 190,000,000 474,000,000 202,000,000 640,000,000 59,000,000 7,713,967 40,021,402 26,952,248
Rev. Requirement - $/kWh S 0.0681 | $ 0.1015 S 0.0851 $ 0.0657 S 0.0544 $ 0.0426 S 0.0745 $ 0.2149 S - S 0.0186
Rev. from Current Rates S 0.0664 | $ 0.0911 S 0.0911 $ 0.0674 S 0.0572_$ 0.0427 S 0.0728 $ 0.2070 S S 0.0186
Difference $ 0.0017 | $ 0.0104 $ (0.0060) $ (0.0017) $ (0.0028) $ (0.0000) $ 0.0017 $ 0.0079 $ -8 -
Indicated Adjustment 2.50% 11.47% -6.59% -2.57% -4.92% -0.11% 2.29% 3.80% 0.00% 0.00%)

1.7.1.1 Target Rate Adjustments by Rate Class

Using the results of the cost of service study as a guideline, Table 1-5 presents the
recommended class adjustments for each rate class for 2023 and 2024. The COS study
indicates that the Residential class is under recovering its allocated costs by more than any
other class. The SGS, MGS, and LGS classes are all over recovering their respective cost to
serve. As such, we proposed that the Residential class receive more than the system average
increase and the commercial and industrial classes receive less than the system average
increase. We capped the maximum increase for any class at 150% of the system average,
which results in a 3.75% increase for the residential class. The commercial and industrial classes
receive less than the system average based on the lowest percentage that still allows the
system to recover an overall increase of 2.50%.

Kansas City Board of Public Utilities 5 1898 & Co.
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Table 1-5: Target Class Base Revenue Adjustments

Base Rate Summary

Class 2023 2024
Residential 3.75% 3.75%
Small General Service 1.75% 1.73%
Medium General Service 1.75% 1.73%
Large General Service 1.75% 1.73%
Large Power Service 1.75% 1.73%
UsD 500 2.50% 2.50%
Private Area Lighting 2.50% 2.50%
BPU Interdepartmental 2.50% 2.50%

As the table illustrates, the increases are designed to move the various rate classes toward
cost of service over time while avoiding disruptively large increases relative to the 2.50%
increases in 2023 and 2024.

1.8 Rate Design

In practice, rates must be designed to recover the target revenues during the Rate Effective
Period. The design of the rates includes not only the determination of the rate elements but
also various rate provisions. Appendix B provides a revised Rate Application Manual, including
the recommended rates. Recommended changes to the Rate Application Manual include the
following:

e Merging of the standard Residential and Residential Electric Heat classes into one
residential class that reflects the rate design of the current residential electric heating
rate.

e Continuing the trend of increasing the Customer Charge to reflect cost of service and
recovery of more fixed costs through fixed charges.

e Modifying the ERC rider to allow for additional recovery over costs to build and
maintain an ERC Reserve fund.

e Creation of a Green Rider for customers that want to procure energy with renewable
attributes.

e Other language changes within the Rate Manual to align the language with current BPU
practice.

Each of these changes has been designed to clarify billing provisions identified by BPU staff or
to improve the accuracy of rate mechanisms. Details of the rate proposals are presented in
Section 5.0.

Kansas City Board of Public Utilities 6 1898 & Co.
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2.0 INTRODUCTION

This report presents the results of a comprehensive electric rate study (Study) prepared for
the Kansas City Board of Public Utilities (BPU) by 1898 & Co., a division of Burns & McDonnell
Engineering Company, Inc. (1898 & Co.). The BPU owns and operates the electric power
generation, transmission, and distribution system serving customers located within, and areas
outside the City of Kansas City, Kansas. The BPU uses a fiscal year (FY) ending December 31
(calendar year). Consistent with this, 1898 and Co. uses a forecast calendar year or years as
test periods in its analysis.

2.1 Purpose
The purpose of this report is to evaluate the adequacy of the BPU’s existing base rate charges
and to recommend fair and equitable adjustments to the rates, if deemed necessary. 1898 &
Co. designs utility rate studies to encompass three principal steps, each intended to answer
questions typically asked by Boards and utility management. These steps are:

1 Financial Planning - Provides an indication of the overall adequacy of the revenue
generated by current rates. The results of the financial forecast analysis answer the
questions: “are the existing rates adequate?” and “if not, what level of overall revenue
increase is needed?”

To determine if the existing schedule of rates can be expected to generate enough
revenue to meet the BPU’s operating and capital costs, 1898 & Co. prepared a five-year
financial projection of revenues and expenditures for the utility. A comparison of
projected revenues under existing rates and planned expenditures provides insight into
the adequacy of overall revenue levels.

Our approach to Financial Planning involves the following basic steps:

Project revenues under existing rates.

Project utility expenditures.

Develop a multi-year financial plan.

Evaluate financial sufficiency based on key performance indicators such as cash
reserve balances and debt service coverage.

o0 oo

2) Cost of Service - Focuses on assigning cost responsibility to customer classes. Each
customer class is allocated an appropriate share of the overall system costs based on
cost causation and the level of service provided. The net revenue requirements (costs
to be recovered from rates) identified in step 1 are allocated to customers in
accordance with industry standards, principles, and system specifics.

The cost of service analysis was developed in the following steps:

a. Determine the net revenue requirements to be recovered from user charges for a
test year.

b. Allocate test period operating and capital costs using industry standard allocation
methods.

c. Estimate the system test period units of service.

d. Develop test period unit costs of service by class.

Kansas City Board of Public Utilities 7 1898 & Co
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e. Assign the costs of service to customer classes.
f.  Compare class allocated costs to revenue under existing rates by class.

3) Rate Design - Focuses on recommending revised rates and rate schedules that reflect
cost of service considerations and practical rate implementation constraints.

The rate design was developed for the BPU to progress towards the following goals:

a. Rates should provide revenue stability for the utility.
b. Rates should be simple and understandable.
c. Rates should provide for a reasonable relationship to the cost of providing service.

2.2 Scope
This report presents the results of a comprehensive rate study of the electric utility and
includes financial projections of the utility for the test periods of 2023-2027 to determine the
overall adequacy of existing rates, a cost of service analysis, and rate recommendations for the
utility.

The financial forecast reflects projections provided to 1898 & Co. by the BPU as well as our
analysis of market trends in revenues and costs. Forecasted operating cost levels for
subsequent years are based on the amount and degree of service, cost of system expansion
and replacement, anticipated operating expenses and capital expenditures, assumed cost
escalations, continuation of the current policy on transfers to the city, and other factors
relevant to the utility. 1898 & Co. reviewed the financial projections and supporting
assumptions provided by BPU and considers them appropriate for forecasting revenue
requirements and rates.
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3.0 REVENUE AND REVENUE REQUIREMENTS

The electric utility of the BPU provides service to residential, commercial, industrial, lighting,
and municipal customers. The utility currently serves approximately 67,000 retail customers
with projected base rate revenues under existing rates for 2022 of $145.5 million. Total retail
energy sales are forecast to be 2.18 million megawatt hours (MWh) in 2022. This section
summarizes the forecast of electric utility revenue and revenue requirements of the BPU for
the period 2023 - 2027.

Overall adequacy of existing rates is tested by comparing revenues under existing rates with
forecast revenue requirements, as presented in Table 3-4. To test the reasonableness of cost
recovery by customer class rate schedules, electric utility revenue requirements are allocated
to cost functions and to rate classes compared to rate class revenues. The cost of service
analysis for the electric utility is presented in Section 4.0.

3.1 Financial Operations Under Existing Rates

The base rate revenue forecast under existing rates was generated by applying the existing
base rates to the forecast of rate class billing determinants. The sales forecast of rate class
billing determinants was prepared by applying specific growth rates by year to the 2021 actual
billing determinants. The growth rates by class were derived from the 2022 load forecast
prepared by BPU.

Total retail loads for 2022 were forecast to estimate year ending 2022 total retail sales of
about 2,110 GWh. Total retail sales for 2023 are expected to be about 1.84% higher or
approximately 2,148 GWh, with the increase generally being driven by a recovery of
commercial load that decreased during the COVID pandemic. Annual energy growth is
expected to remain mostly flat, with increases approximately 0.1% annually from 2023 - 2027.
Retail sales growth is a function of new customer additions and added load net of
conservation for existing customers.

A summary of the load forecast by rate class is shown in Table 3-1 and the application of it to
forecast annual energy sales is shown in Table 3-2.

Table 3-1: Load Forecast

Forecast Change in Energy Sales by Class

Description 2023 2024 2025 2026 2027
RATE 100 - RESIDENTIAL -0.51% 0.35% 0.35% 0.35% 0.35%
RATE 200 - SMALL GENERAL SERVICE 1.66% 0.20% 0.20% 0.20% 0.20%
RATE 250 - MEDIUM GENERAL SERVICE 3.31% 0.20% 0.20% 0.20% 0.20%
RATE 300 - LARGE GENERAL SERVICE 1.81% 0.10% 0.10% 0.10% 0.10%
RATE 400 - LARGE POWER SERVICE 3.22% -0.25% -0.25% -0.25% -0.25%
RATE 500 - SCHOOL DISTRICT 0.00% 0.00% 0.00% 0.00% 0.00%
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Table 3-2: Forecast of Energy Sales

Forecast of Annual Electric Sales (MWh)

Description 2023 2024 2025 2026 2027
RATE 100 - RESIDENTIAL 583,000 585,041 587,088 589,143 591,205
RATE 200 - SMALL GENERAL SERVICE 190,000 190,380 190,761 191,142 191,525
RATE 250 - MEDIUM GENERAL SERVICE 474,000 474,948 475,898 476,850 477,803
RATE 300 - LARGE GENERAL SERVICE 202,000 202,202 202,404 202,607 202,809
RATE 400 - LARGE POWER SERVICE 640,000 638,400 636,804 635,212 633,624
RATE 500 - SCHOOL DISTRICT 59,000 59,000 59,000 59,000 59,000

Revenue related to recovery of retail fuel, purchased power, and ancillary charges are
recovered through the Energy Rate Component (ERC) ERC rider. The 2022 Load Forecast
provides the generation requirements for BPU’s production cost model used to create a 5 year
ERC forecast, which forecasts fuel and purchased power costs. While the ERC adjusts
quarterly, a single annual ERC rate is used in the financial forecast and is equal to annual retail
fuel and purchased power expense each year. This is done because the fuel and purchased
power component of rates is a pass through of costs and this allows for the sole focus of the
financial forecast to be on the base rate revenue.

Revenues under existing rates consist of three sources: base rate revenue, the environmental
surcharge (ESC), and fuel and purchased power recovered in the ERC. The forecast of
operating revenues under existing rates are shown in Table 3-3. As shown, the total rate
revenue including base rates, ESC, and ERC ranges from $243.4 million in 2022 to $259.5
million in 2027. Other revenues, including PILOT, range from $34.2 million in 2022 to $36.3
million in 2027.

Total revenue under existing rates is summarized on Table 3-3 and ranges from $277.6 million
in 2022 to $295.8 million in 2027.
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Table 3-3: Revenue Under Existing Rates

12 Months Ended December 31,
2024 2025

Description

1 Retail Sales (MWh) 2,182,710 2,222,688 2,224,738 2,226,803 2,229,853 2,232,456
2 Base:

3 Retail Base Revenue $ 145,449,569 S 147,635,439 $ 147,870,862 S 148,104,443 $ 152,513,395 $ 152,774,117
4 Borderline Margin S 539,713 $ 539,713 $ 594,913 $ 581,047 $ 573,425 $ 559,787
5 Total Base Revenue $ 145,989,282 $ 148,175,153 $ 148,465,775 $ 148,685,490 $ 153,086,820 $ 153,333,903
6 Fuel:

7 Retail ERC Revenue $ 75,070,687 S 82,396,864 S 77,818,622 $ 79,537,283 S 80,516,655 S 82,214,647
8 Borderline Fuel Revenue S 710,494 S 710,494 S 655,294 S 669,159 S 676,782 S 690,420
9 Total Fuel Revenue $ 75,781,181 $ 83,107,358 $ 78,473,915 $ 80,206,442 $ 81,193,437 $ 82,905,067

10 Environmental Surcharge Revenue @ 1.3x Coverage $ 21,671,387 $ 21,870,667 $ 22,475,022 $ 22,878,630 $ 22,970,330 $ 23,238,364

11  Total Rate Revenue $ 243,441,850 $ 253,153,178 $ 249,414,713 $ 251,770,563 $ 257,250,587 $ 259,477,335

12 Other Revenue:

13 PILOT Rate 11.90% 11.90% 11.90% 11.90% 11.90% 11.90%
14 PILOT $ 28,969,580 $ 30,125,228 $ 29,680,351 $ 29,960,697 $ 30,612,820 $ 30,877,803
15  Forfeited Discounts S 1,182,230 $ 1,194,053 S 1,205,993 $ 1,218,053 S 1,230,234 $ 1,242,536
16 Connect/Disconnect Fees S 3,382,666 $ 3,416,492 S 3,450,657 $ 3,485,164 S 3,520,016 $ 3,555,216
17  Tower/Pole Attachment Rentals S 904,724 $ 913,771 $ 922,909 $ 932,138 $ 941,459 $ 950,874
18  Ash Disposal S - $ - $ - S - $ - $ -

19 Diversion Fines S 17,182 S 17,354 S 17,527 S 17,703 $ 17,880 S 18,059
20  Service Fees S 20,705 S 20,912 $ 21,121 $ 21,332 $ 21,546 S 21,761
21  Other Miscellaneous Revenues S (451,624) $ (456,140) $ (460,701) S (465,308) $ (469,961) S (474,661)
22 Investment Income S 162,023 S 138,942 $ 129,175 $ 119,407 $ 119,407 $ 119,407
23 Total Other Revenue $ 34,187,487 $ 35370613 $ 34,967,032 $ 35,289,185 $ 35,993,399 $ 36,310,994
24  Total Revenue $ 277,629,337 $ 288,523,790 $ 284,381,745 $ 287,059,748 $ 293,243,987 $ 295,788,328

3.2 Revenue Requirements

The overall adeguacy of the existing rates is tested by comparing revenue under existing rates
with revenue requirements. Revenue requirements are developed on a cash basis and consist
primarily of fuel and purchased power expenditures, operation and maintenance (O&M)
expenses, debt service requirements, transfers to other government agencies, reserve fund
requirements, cash financed capital projects, and other non-operating expenses. The forecast
of annual revenue requirements is shown in Table 3-4 and discussed in the following sections.
Note that the line numbering is a continuation of Table 3-3 and row 24 is repeated on both
tables.
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