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Item:  Presentation, discussion, and possible action regarding the City of College Station’s electric rates.

fillin 
Item Summary:  The City Council received a recommendation that electric rates be retained as they are and the City absorb most of the increase in the cost of purchase power resulting from the new contract with Texas Utilities (TXU).

Item Background:  Late in 1998, the City advertised for requests for proposals for wholesale electricity and received proposals on November 11, 1998.  The City received four proposals.  Each proposal was reviewed and compared for its total cost over the proposed life of the contract as well as the ability of the supplier to meet its obligation to provide power.  In October 1999, the City Council approved a contract for purchased power with TXU to begin January 1, 2000.

Staff had anticipated that the cost of power would increase due to the apparent shortage of production capacity within Texas during the summer of 1998.  The City Council was briefed on that probability, and indeed the contract with TXU does increase the cost of purchased power from what the City is currently paying.  It was also proposed that the cost to the customer not be increased to fully recover the increased costs of purchased power.  The present plan is to bring a rate ordinance to the Council in January that will reduce the costs passed on to the customers.  There are a number of reasons to delay increasing costs to the customers:

1. It is anticipation that costs will again be reduced within the next 2½ to 3 years due to additional generation capacity under construction.  It is preferable to the customers to retain the lower rates than increase the rates now and then reduce them in the future.

2. The City indicated to its customers that it would not raise rates within the next few years due to this contract change and this philosophy is consistent with the state’s effort.

3. The electric utility can absorb what are relatively small losses now without long-term negative effects on the utility.

4. If necessary, the utility could issue additional debt to meet capital requirements that could more than offset any potential reduction in working capital rather than using available resources for that capital.

This item is being brought to the Council at their request.  The Council approved the request to discuss the electric rates at the meeting on November 11, 1999.

Budgetary and Financial Summary:  The Electric Fund budget for FY 2000 shows that the fund will reduce working capital by approximately $1.4 million.  In FY 99, it was anticipated that the working capital would be reduced, but working capital increased for the year instead.  Working capital at fiscal year end 2000 is estimated to be more than $20 million.  That is well above either the Council’s policy of at least 15% of annual appropriations or any potential loss the electric system could incur due to disaster.

Council Action Options:

1. Direct staff to develop rates to fully recover the cost of the new purchased power contract.

2. Develop a more detailed policy that provides the framework upon which the council provides direction to staff in future rate issues.

3. Direct staff to continue to develop a rate proposal that does not fully recover the increased cost of purchased power under the new agreement with TXU.

Supporting Materials:
1. Electric Fund Pro Forma Summary.

2. 
Residential Electric Comparison for Selected Cities.

3. Average Residential Rates for Selected Cities.

