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LINCOLN ELECTRIC SYSTEM

October 22, 2009

Dear Chair Emery and Members of the City Council:

Enclosed for your review are the recommended 2010 LES Operating & Capital Budget and proposed Rate
Schedules and Service Regulations for rates effective January 1, 2010. The budget and accompanying
rate adjustment were approved by the LES Administrative Board on October 16, 2009 and
recommended for your approval.

We are proposing the following schedule for your consideration of the 2010 budget and rate
adjustment:

e Monday, October 26 - Introduction and First Reading

¢  Monday, November 2 — Pre-Council Session at 1:15 pm

e Monday, November 2 — Public Hearing at regular City Council meeting
¢ Monday, November 16 — City Council action on LES budget and rates

LES is recommending a 2010 Operating & Capital Budget that requires a 2.9 percent system average
increase in electric rates effective January 1, 2010. LES staff originally proposed a 3.9 percent increase.
Following LES’ public input process, the LES Administrative Board’s Budget and Rates Committee
directed staff to reduce the 2010 budget by $2.3 million which reduced the required rate increase to
2.9 percent.

You may recall that LES had originally targeted a rate increase of 4 percent for March 1 of this year, but
we have been able to successfully defer that rate increase for this year. Unfortunately, we cannot defer
a rate increase any longer. The proposed rate adjustment for January 1 is necessary to cover increases
in fixed costs at LES’ generation resources, increases in regional transmission costs, expansion of the LES
Sustainable Energy Program, and ordinary increases in operations and maintenance expenses some of
which is due to maintenance deferrals in previous years that we simply cannot defer any longer.




We are seeking concurrent approval of both the budget and the rate increases this year. This is a
departure from historical practices, but we hope that it will eliminate some of the confusion
experienced in recent years.

LES staff continues to address a changing energy industry and we have accomplished a number of goals
throughout 2009. These accomplishments and the 2010 initiatives will provide a stronger utility {both
immediately and over time), and one which is in step with the current challenges impacting the
economy and the electric utility industry.

The state of LES

Based upon a concerted effort to improve financial metrics, LES is expected to finish 2009 with an
improving Debt Coverage ratio in the range of 1.90, an improving Debt to Equity ratio of 70%, and a 54
million increase in the previously nearly depleted Rate Stabilization fund. While the economy has
faltered somewhat, LES’ customer base continues to expand. Current projections indicate that the LES
customer count will reach 128,900 by the end of 2009, which is up from the 2008 average of 127,630.
LES full-time employee levels will remain at 457, unchanged from the 2008 levels and down one in the
last five years. We worked diligently throughout the year to initiate additional reorganization and staff
reassignments in order to accomplish this goal of no new staff positions.

Capital construction remains significantly below levels which occurred during recent years when LES
required the addition of major new facilities. While LES has added 6 MW of new renewable energy
generation and is evaluating several additiona! renewable opportunities, the current resource plan calls
for no new conventional rescurce unti the 2018 time frame. This extended period pricr to new
resource construction allows LES management to focus on internal operational efficiencies and
customer relationships. Along with the budget summary, the following provides an outline of recent
accomplishments, ongoing challenges and the initiatives to be undertaken in 2010.

2009 Accomplishments

~ The 2009 budget outlined a number of goals directed toward addressing improved access to the
regional markets, and focusing on the efficiency of system operation, staffing, organizational structure,
and the fundamental efficiency of energy use by LES customers. The following identifies several of the
major projects either completed or now underway:

o Deferral of the planned March 1, 2009, 4.0% rate increase

e Transition to the Southwest Power Pool

¢ Implementation of a new Sustainable Energy Program

¢ Improvement in financial metrics

¢ Roil out of a new employee Safety Program

e Updating the LES transmission line routing process

¢ Completion of facilities utilization and optimization analysis

* Initiation of a generation operator apprentice program

¢ Updated and implemented substation transformer replacement strategy
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¢ Integration of 562 new Norris Public Power District customers into LES
* Development of an additional District Energy central heating and cooling project
+ |[nitiation of a formal Corporate Strategic Planning effort

Industry and Lincoin Challenges

There are currently many chalienges facing the utility industry. These occur in the areas of finance,
resources, and customer expectations. To address these challenges, LES must remain focused on
efficiency in the delivery of services, and incorporation of new measures to facilitate customer
participation in an evolving energy future. These challenges require a number of changes in how the
utility provides service and the increasingly close ties of our relationships with over 129,000 customers.
These are some of the challenges:

¢ (Climate change and carbon legislation

s Renewable energy options

e Access to the customer load as a resource

¢ Hybrid vehicle market development

* Electric reliability standards and compliance

¢ Aging workforce

¢ High voltage transmission expansion

¢ Fuel cost and fuel transportation volatility

e Information technology infrastructure

* Aging transmission and distribution infrastructure

¢ Customer involvement and education on electric rate fundamentals
+ Development of flexibility in facilities and staff to address all of the above.

2010 LES Budget Request

LES” Operating Budget for 2010 is $207,818,000, up $6.8 million, approximately 3.4% over the 2009
budget. The chart below shows an “Operating Budget” of $207,818,000 and an “Operating
Authorization” of $228,616,000. The Operating Budget reflects planned operating expenses and is used
to track our budget progress. For purposes of the City Council’'s approval we also include the Operating
Authorization which is derived by subtracting depreciation {a non-cash item) from the Operating Budget
and adding back debt service and Payments in Lieu of Tax (PILOT). It is important to note that any year-
to-year budget comparisons made in this summary are based on the Operating budget rather than the
Operating Authorization unless specifically noted to the contrary.



Operating Budget in ($000) Operating Authorization
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As you can see from the chart above, the budget increase is spread among the three components of
depreciation, other operating costs and power costs. For 2010 power costs did not increase from the
2008 budget. This is the result of lower variable energy costs from Laramie River Station and lower than
expected wholesale purchase prices being more than offset by higher fixed costs for our base load
resources and higher generation costs. Depreciation is higher due to the addition of utility plant. LES
currently has approximately $1.2 billion in total plant value. The other operating costs are up due to
fixed transmission service charges, system operation and maintenance cost increases and customer
program initiatives.

LES 2010 Operating Budget Components of Operating Expense

GCR, 0.8%

Pawer Suppty, 1.3%. Payrols & Bansdits,
50%

Energy Debvery,
53%

Financial Services, Qthar Oparation;,
15% T.a%

Corporzﬂe?;sasmcﬂs Powear Costs, SBE%

CoRsumar Sanvices,, ﬁalai;ﬂs; Tax|
5 ' Power Goats, 554%
Admnistralion, 6.8%,

Exterpal Transm ..

23% Daprecisiion, 17.4%,

Depmciation, 17.9%



Power costs comprise 58.9% of the 2010 budget and depreciation {also largely related to power plant
investment) comprises 17.9%. The other operating expense makes up 23.3% of the operating budget.
Because power costs constitute such a large percentage of the total, any fluctuations in fuel or
transportation or purchased power from other utilities will have a significant impact on the budget.

A component of the budget process makes comparisons to other utilities to help assess whether LES
continues 1o operate efficiently. This is done with information compiled by the American Public Power
Association. Those comparisons indicate that LES’ A&G expenses are typical of other public power
utilities and LES’ power costs and O&M expenses are significantly below the average of other public
power utilities. Qur rates remain lower than the average of public power utilities and even further
below the average of all U.S. utilities.
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Capital Budget

LES’ Capital Budget for 2010 is $50,797,000. The Capital Budget represents an increase of $6,267,000,
from 2009 primarily due to the inclusion of needed customer information and human resources
infrastructure replacement. in many years, LES’ Capital Budget will exhibit large fluctuations due to the
intermittent nature of large generation and transmission projects. Generation and transmission projects
are down while internal infrastructure investment is up for 2010.

In total, the Budget Request for 2010 is $279,413,000 an increase of $11 million compared to the
request of $268,322,000 last year.



Major Initiatives and Projects for 2010

The enclosed budget provides the resources to initiate LES' effort to address the above challenges. The
following provides a brief discussion of several areas and projects which constitute a major portion of
LES’ focus for 2010.

*Expanded Sustainable Energy Program

The 2009 effort to address customer energy efficiency needs was implemented in part to determine the
level of customer interest in the pursuit of energy efficiency and electrical load control. By any measure
the initial $1 million Sustainable Energy Program (SEP) can be considered a success. The 2010 budget
doubles this effort. Incorporated in this program will be the formation of an LES “Green Team” focusing
specifically on engaging customers and assisting them in achieving their energy goals. Programs will
continue to include LES staff conducted energy audits and consulting for system improvements. The
2010 SEP will also include incentives for upgrading residential insulation, high efficiency equipment
repiacement, innovative technology grants and encouragement of renewable energy applications.

*Addition of new renewable resources

The challenge of incorporating additional renewable resources goes well beyond the availability and
construction of generation projects. Any discussion of expanding this technology quickly uncovers the
weakness of the current electric grid to readily absorb the change in generation options. The challenge
goes 1o the core of what the customer expects of a utility and how the customer must participate in this
integrated effort. The currently available, large scale renewable option is primarily wind generation, a
resource that can be readily constructed. However, integration of this resource requires construction of
new high voltage transmission, the addition of new conventional resources to provide regulation of the
intermittency of wind, and will also require that LES have on-line access and communication with
individual customers to adjust ioads to allow the benefits of renewable energy to flow to them. Thisis a
complex and daunting equation. It is an equation that can only be resolved with significant changes in
our relationship with customers. We must address transmission construction with the regional
transmission operator and we must enhance the long standing rélationships we maintain with
neighboring utilities. LES will plan to add renewable energy in 2010, and will begin projects necessary to
sustain and incorporate this resource into our low cost generation resource mix.

*Customer access and efficiency in growth through infrastructure

In order to retain the flexibility to expand services, address continued growth in regulation and to
encourage and engage the customer in our future, LES must address the aging infrastructure that
provides the backbone of our business. The current LES Customer Information System {CIS}) is based
upon a 1967 legacy system that is maintained and has under gone numerous patches to simply allow LES
to “get the bills out.” The CIS is an antiquated mainframe IT system that provides minimal information
on the customer and no capability to communicate or involve the customer in efficiency, innovative rate
changes, or the communication necessary to address load response options. The system is far past due
for replacement. Current regulatory and smart grid technologies will not be possible with the current
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system. in other words, the innovation necessary to expand the customer and LES partnership will not
occur until this system is upgraded.

*|ES “Future Work Force” Program

The relationship of continued delivery of low cost and energy efficiency programs is in the end
dependent upon competent, educated and committed staff. The LES dilemma is that fully one quarter
of the existing work force of 457 FTE's are now eligible for retirement. The challenge, and the
opportunity, is now to implement a series of human resource initiatives that drive work force
development toward a goal of continued high level performance. Some of the aspects now under
review and development include: phased retirement, transition employees, staff reassignments,
directed tuition and educational reimbursement, reconsideration of appropriate benefits to attract the
best candidates for the accomplishment of our goals, and the identification and support of future LES
leaders. These programs are a shift in emphasis, from maintenance of a work force, to creating a work
force for the community’s energy future.

*Completion of facility and staff reorganization

Over the last two years LES underwent a major effort to identify the organizational structure and the
management skills necessary to carry the organization forward. The results thus far have included
downsizing the executive staff, consolidating entire divisions, moving functional departments between
divisions for efficiency, and rotating staff to provide both oppertunities for growth and placement of
competent staff in expanding roles. This has been accomplished during a period of rapidly expanding
regulatory pressure, fundamental changes in the energy markets and societal pressure to address new
and expanding customer concerns. To date this has been accomplished with the addition of no new
full-time employees. In the near future, LES staffing and the development of the organization will
require some expansion in staffing levels. This will occur simply because of continued growth in
customers, the necessary addition of facilities and the ever expanding regulatory atmosphere. As
mentioned above it is the intent of this budget to reach the proper organizational structure and the
appropriate work force plan prior to filling additional staff positions.

*Continued support of efficient district heating and cooling systems

Over the last two decades LES provided operations and construction services to the District Energy
Corporation (DEC). DEC is an Interlocal corporation founded to develop innovative energy projects that
benefit the Lincoln community. DEC provides heating and cooling services for the County City complex
and heating services to the Nebraska State Capitol and other State buildings. The financial and
efficiency benefits of these systems have been proven over time. The 2010 goals include LES
management of initial construction activities for the new Lancaster County Jail heating and cooling
facility and the ground work for additional projects which will include the West Haymarket dévelopment
and feasibility analysis of additional community energy opportunities.



We look forward to the New Year and the many challenges ahead.

It is an exciting time to he a

participant in this growing, ever changing industry. Please feel free to contact us with any guestions.

Sincerely,

Dougla
Administrator and CEG

E-mail: Phone #:
deurry@les.com {(402)473-3200
DLC:cls

¢:  Mayor Chris Beutler

FAX #:
{402)475-9759



L2\r'6Les SAUNN4 40 30HN0S TV.L0L

£2ELLL SpUNy PIMOLIOG 0 JuBLIND Wy paplaoid aq o)
¥089' 1023
0oe9 3LIODU| JBYID B 1SaleL}
0504923 . anuansy Bugesady
S1d12034 HSYD
SANNZ A0 IDHNOS
L2Ly'eles 1S3N034 1390N4 Wi0L
0129’12 8002 0} Janohuer uopezuoyny
B96L'04 1senbay suoleldoiddy/Molyser Logansuoy) 800z
82697 SUOREZHOLINY MSN JO UORONASUOD) 8002
2'86v'cs sjoafold pazueyiny Agusunn
0'660'9 5108[04d POZUOUINY ASNOIAGI JO UONONASUOL) BOOE
oele'sl sjoelold pazioyny Alsnolasly
L390an4 WLdYD
B¥5L'op
67208 20Ny % teded [BlOBLIWOY
FBIYLL spuog g/002
A SPUIOg Y002
LGLo'S SpUOR G002
7'/59's ’ spuog £002
¥'502'GL spUog 2002
JNAHAS La3d
0'198't81$
(gogl'ic) uoneziuowy ¢ ucieosida(] $897
9L10'612 {L071d Buipnjoul) (39ANE DNLLYHIAO

1SN0 1390Na

(spuesnoyy Ut siunowy)
Wd Z1:11%8 AHYINIINS 1S3NDAY 139an8 0102
680/7LOL WALSAS JIHLd73 NTOONIN



628°1)

8°96.°05$

L'121'9%

6059
gezees

1'690°vr$

L'96L° LIS

g1voT
£PGL0LS

0°€22'2¢e$

0'GLL9

0'855'6e$

0'LL
0csl
02482
0'22s'g
01612
O'ShLLS

LNNONY
139an4a

[ende) peingquiuoy) perewsy

TVLOL

1509 19241pU| |RI01qNS
1509 uoisiuedng/Bunssulbug
|BIDUSL) ¥ SANBISIUNLDY
180D LJ34IaNI

1s0) Joadiq jejo]

uawdinby jejoyng
wewdmnbz uoneuodsuel |
wawdnby jeieusy

uollaNIIsuoY jeloKins
Alddng Jamog
Aiddng Jamod

uonnNqIISIC] % UOISSILSURI | [elogns
Wb 1eeng
AlaAepp
punosBlepun uonnausig
peayIaAQ uoRnguIsIq
uonelsgns
uoIsSsiwsuel|
:uoiNqUISI(] % uoISSIWISUeR. |
11800 1034Ia

NOILdI"HD2S3a

(spuesnou} u) siejjoc)

AHYININNS
139and 1vlidvd 0102
WELSAS J1HL03T3 NTOONIN



