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Independent Auditor’'s Report

To the Board of Directors
Desert Community Energy
Palm Desert, California

Report on the Audit of the Financial Statements
Opinions

We have audited the financial statements of Desert Community Energy (*"DCE"), as of and for
the year June 30, 2023, and the related notes to the financial statements, which collectively
comprise DCE’s basic financial statements as listed in the table of contents.

In our opinion, the accompanying financial statements present fairly, in all material respects,
the respective financial position of DCE as of June 30, 2023, and the respective changes in
financial position and cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Basis for Opinions

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America (GAAS) and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities
for the Audit of the Financial Statements section of our report. We are required to be
independent of DCE and to meet our other ethical responsibilities, in accordance with the
relevant ethical requirements relating to our audit. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our audit opinions.

Responsibilities of Management for the Financial Statements

DCE’s management is responsible for the preparation and fair presentation of the financial
statements in accordance with accounting principles generally accepted in the United States
of America, and for the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about DCE’s
ability to continue as a going concern for one year after the date that the financial statements
are issued.



Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinions. Reasonable assurance is a high level of assurance
but is not absolute assurance and therefore is not a guarantee that an audit conducted in
accordance with GAAS will always detect a material misstatement when it exists. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations,
or the override of internal control. Misstatements are considered material if there is a
substantial likelihood that, individually or in the aggregate, they would influence the judgment
made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS, we:

e Exercise professional judgment and maintain professional skepticism throughout the
audit.

o Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, and design and perform audit procedures responsive to
those risks. Such procedures include examining, on a test basis, evidence regarding
the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of DCE’s internal control. Accordingly, no
such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about DCE’s ability to continue as a going
concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain
internal control-related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis be presented to supplement the basic financial
statements. Such information is the responsibility of management and, although not a part of
the basic financial statements, is required by the Governmental Accounting Standards Board
who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.



Report on Summarized Comparative Information

We have previously audited DCE’s 2022 financial statements, and we expressed an
unmodified audit opinion on those audited financial statements in our report date October 21,
2022. In our opinion, the summarized comparative information presented herein as of and
for the year ended June 30, 2022 is consistent, in all material respects, with the audited
financial statements from which it has been derived.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
October 20, 2023 on our consideration of DCE’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is solely to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the effectiveness of internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering DCE’s internal control over financial
reporting and compliance.

DavisFarrLLP

Irvine, California
October 20, 2023



DESERT COMMUNITY ENERGY
MANAGEMENT DISCUSSION & ANALYSIS
YEAR ENDED JUNE 30, 2023

The following is a discussion and analysis of Desert Community Energy (DCE) financial performance
and includes an overview of DCE's financial activities for fiscal year ended June 30, 2023, with
comparative information from the fiscal year ended June 30, 2022. Please read this discussion and
analysis in conjunction with the financial statements, including the notes to the financial statements
identified in the accompanying tables.

TABLE OF CONTENTS

The annual report consists of the following parts:
e Management’s discussion and analysis (this section)
¢ Basic financial statements:

o The Statements of Net Position include all DCE’s assets, liabilities, and net position and
provide information about the nature and amount of resources and obligations at a specific
point in time.

o The Statements of Revenues, Expenses, and Changes in Net Position report all DCE’s
revenue and expenses for the year shown.

o The Statements of Cash Flows report the cash provided and used by operating activities,
as well as other sources and uses, such as non-capital financing activities.

o The financial statements also include notes that explain some of the information in the
financial statements and provide more detailed data.



DESERT COMMUNITY ENERGY
MANAGEMENT DISCUSSION & ANALYSIS
YEAR ENDED JUNE 30, 2023

BACKGROUND

The formation of DCE was made possible by the passage, in 2002, of California Assembly Bill 117,
enabling communities and counties to establish Community Choice Aggregation programs, to purchase
power on behalf of their local residents and businesses, creating competition in power generation.

DCE was created as a California Joint Powers Authority in October 2017, for the purpose of
implementing and administering a Community Choice Aggregation (CCA) program. DCE membership
currently includes the cities of Palm Springs and Palm Desert, located within the geographic boundaries
of Riverside County, and is certified by the California Public Utilities Commission (CPUC). DCE is
governed by an appointed board of directors (Board), comprised of one elected representative from each
participating member agency. The DCE Board authority includes the ability to set rates for the services
it furnishes, to incur indebtedness, and to issue bonds or other obligations. DCE acquires electricity from
wholesale and commercial suppliers and delivers it by way of existing physical local distribution
infrastructure and equipment owned and managed by Southern California Edison (SCE), and high
voltage transmission system overseen by the California Independent System Operator (CAISO) and the
Federal Energy Regulatory Commission (FERC). DCE offers ratepayers a choice in retail electricity
providers and the type of electricity they use.

As a CCA, DCE contracts for, buys and/or develops power resources on behalf of electricity customers
in its jurisdiction to achieve its objective of offering cleaner, competitively priced electricity while
retaining local control, reinvesting revenues, encouraging local job creation, offering more renewable
energy options, and reducing greenhouse gas (GHG) emissions.

The parties to DCE’s Joint Powers Agreement consist of local governments whose governing bodies
elect to join DCE. Pursuant to the Public Utilities Code, residential, commercial, and municipal
electricity customers will be automatically enrolled in DCE and become default customers of DCE for
electric generation when a CCA program launches in their city. Customers served under California’s
Direct Access Program are not included in automatic enrollment. According to state law, DCE must
give customers the option to “opt out” and remain bundled customers of Southern California Edison.

In April 2020, DCE began serving approximately 5,317 municipal and commercial accounts and 30,074
residential customer accounts in Palm Springs. In May 2020, DCE enrolled approximately 3,778
additional residential customer accounts and 150 additional municipal and commercial customer
accounts in Palm Springs. By June 2023, DCE served approximately 4,500 non-residential accounts and
28,800 residential customer accounts, for a total of approximately 33,300 Palm Springs” accounts. The
City of Palm Desert has not yet determined its launch plans; based on current CPUC regulations, the
next soonest opportunity for Palm Desert to begin serving CCA customers is 2027.

DCE offers its customers two electricity products to choose from: 1) Carbon Free, which provides 100%
carbon free and approximately 40% renewable electricity; and 2) Desert Saver, a basic product that fully
complies with California’s Renewable Portfolio Standard. DCE’s premium Carbon Free product is
priced at a premium above SCE’s base bundled product and DCE’s Desert Saver is priced at a discount
to SCE’s base bundled product. DCE’s Desert Saver product is the least cost retail electricity option for
Palm Springs’ customers.



DESERT COMMUNITY ENERGY
MANAGEMENT DISCUSSION & ANALYSIS
YEAR ENDED JUNE 30, 2023

OVERVIEW OF THE FINANCIAL STATEMENTS
FINANCIAL REPORTING

DCE presents its financial statements as a governmental enterprise fund under the economic resources
measurement focus and accrual basis of accounting, in accordance with Generally Accepted Accounting
Principles (GAAP) for enterprise funds, as prescribed by the Governmental Accounting Standards Board
(GASB).

FINANCIAL HIGHLIGHTS

The following table summarizes DCE’s assets, liabilities, and net position and provides a discussion of
significant changes for the two fiscal years ending June 30™.

Net Position
Statements of Net Position

June 30, 2023 June 30, 2022 Dollar Change
Current Assets $ 25,468,946 $ 14,170,725 $ 11,298,221
Non-Current Assets 310,584 - -
Total Assets 25,779,530 14,170,725 11,608,805
Current Liabilities 6,060,156 7,099,338 (1,039,182)
Non-Current Liabilities 405,000 2,200,000 (1,795,000)
Total Liabilitics 6,465,156 9,299,338 (2,834,182)
Restricted Net Position 147,000 147,000 -
Unrestricted Net Position 19,167,374 4,724,387 14,442,987

Total Net Position $ 19,314,374 $ 4,871,387 $ 14,442,987




DESERT COMMUNITY ENERGY
MANAGEMENT DISCUSSION & ANALYSIS
YEAR ENDED JUNE 30, 2023

Current Assets

Current Assets were $25,468,946 at the end of June 30, 2023, and mostly comprised of accounts
receivable (net), cash and cash equivalents, including restricted cash, accrued revenue, prepaid expenses
and deposits. Accrued revenue differs from accounts receivable in that it includes electricity used by
DCE customers before invoicing to those customers has occurred. The total of current assets increased
in 2023 because DCE experienced revenue growth during its third full year of operations primarily
associated with increased prices of its power products which resulted in an increase in accounts
receivable, net as well cash and investments on hand at fiscal year-end.

At the end of June 30, 2023, and June 30, 2022, DCE presented the following balances in its current
asset accounts:

June 30, 2023 June 30, 2022 Dollar Change
Cash and Investments $ 8,805,855 $ 1,970,935 $ 6,834,920
Restricted Cash 147,000 1,827,000 (1,680,000)
Accounts Receivables 16,405,499 10,240,775 6,164,724
Accrued Revenue 110,592 132,015 (21,423)
Total Current Assets $ 25,468,946 $ 14,170,725 $ 11,298,221

Non-Current Assets

Deposits increased by $310,584 from 2022 to 2023 due to collateral requirements of a long-term agreement
to purchase Resource Adequacy that DCE entered in September 2022.

June 30, 2023 June 30, 2022 Dollar Change
Deposit $ 310,584 $ - $ 310,584

Total Non-Current Liabilities $ 310,584 $ - $ 310,584



DESERT COMMUNITY ENERGY
MANAGEMENT DISCUSSION & ANALYSIS
YEAR ENDED JUNE 30, 2023

Current Liabilities

Current liabilities primarily consist of the cost of wholesale electricity supply delivered to customers for
which such supply charges are not yet due and payable per invoice terms. Other components include
trade accounts payable, taxes, surcharges, and amounts due to other vendors, consultants, and business
services providers. At the end of June 30, 2023, and June 30, 2022, DCE presented the following
balances in its current liability accounts:

June 30, 2023 June 30, 2022 Dollar Change

Accounts Payable $ 455,160 $ 384,035 $ 71,125
Accrued Electricity Cost 4,991,570 4,278,232 713,338
Deposit Payable - 1,680,000 (1,680,000)
Utility User Taxes and

Electric Energy Surcharges

due to other

governments 440,545 433,054 7,491
Related party-due to other
governments 172,881 324,017 (151,136)
Total Current Liabilities $ 6,060,156 $ 7,099,338 $ (1,039,182)

Current liabilities decreased year-over-year mainly due to the refund of a development security deposit
as part of a power purchase agreement.



DESERT COMMUNITY ENERGY
MANAGEMENT DISCUSSION & ANALYSIS
YEAR ENDED JUNE 30, 2023

Non-Current Liabilities

In the year ending in 2023, non-current liabilities consist of deposits held by DCE from developers of
power under long-term agreements. In the prior year, it consisted of funds payable on a revolving line
of credit agreement terminating in Feb 2025.

June 30, 2023 June 30, 2022 Dollar Change
Loans Payable - Long Term $ - $ 2,200,000 $ (2,200,000)
Deposit Payable 405,000 - 405,000
Total Non-Current Liabilities $ 405,000 $ 2,200,000 $ (1,795,000)

The major cause of decrease in Non-Current Liabilities was an improved position of liquidity for DCE
at June 30, 2023 in which it did not have an outstanding balance on its revolving line of credit.

Revenues, Expenses and Changes in Net Position

Statements of Revenues, Expenses, and Changes in Net Position

June 30, 2023 June 30, 2022 Dollar Change
Operating Revenues $58,209,451 $44,831,088 $13,378,363
Non-Operating Revenues 5,126,219 4,103 5,122,116
Total Revenues 63,335,670 44,835,191 18,500,479
Operating Expenses 48,846,028 45,114,848 3,731,180
Non-Operating Expenses 46,655 123,816 (77,161)
Total Expenses 48,892,683 45,238,664 3,654,019
Changes in Net Position $ 14,442,987 $ (403,473) $ 14,846,460

Operating revenues amounted to approximately $58,209,451 in FY 2022-2023, mostly comprised of
retail electricity sold by DCE during the period July 1, 2022, to June 30, 2023, to its customer base of
approximately 33,350 accounts (municipal, residential and commercial) as well as revenues resulting
from wholesale transactions in the CAISO markets and power sales to other power entities. Non-
operating revenues include interest income and other revenue received through the termination of a

power purchase agreement.
Operating Expenses

Operating Expenses amounted to approximately $48,846,028 in FY 2022-2023 and primarily includes
the cost of wholesale energy supply utilized to serve DCE customers. Power market price conditions to
serve current load and to hedge for future out-year load continued their increase from the prior year.



DESERT COMMUNITY ENERGY
MANAGEMENT DISCUSSION & ANALYSIS
YEAR ENDED JUNE 30, 2023

Operating expenses also include costs paid to consultants and other vendors as well as general and
administrative expenses to maintain staffing and business operations. Non-operating expenses include
debt service costs, which decreased from the prior year as, although borrowing costs have increased,
DCE was able to maintain sufficient unadjusted liquidity to provide for its working capital needs and did
not have to draw on the credit agreement with River City Bank for the latter third of the fiscal year.

ECONOMIC OUTLOOK

DCE currently has enrolled approximately 28,800 residential customer accounts and 4,500 municipal
and commercial accounts. Of these, approximately 5,421 residential and 115 municipal and commercial
customer accounts have installed rooftop solar and are included in DCE’s Net Energy Metering program.

At the end of June 30, 2023, DCE had an eligible customer participation rate of 84%, which tracks DCE’s
enrollment expectations when DCE was first launched. DCE’s 100% Carbon Free default electricity
product serves approximately 73% of its customer base.

DCE, along with other California load-serving entities including CCAs and Investor-Owned Utilities, is
required by SB 350 (de Leon, 2015, the “Clean Energy and Pollution Reduction Act”) to procure at least
65% of its required Renewable Portfolio Standard (RPS) energy under long-term contracts starting with
California’s fourth RPS compliance period (2021-2024). In May 2020, DCE launched its first Request
for Offers in order to meet these compliance objectives and secured added firm renewable energy supply
for DCE’s customers.

Following a competitive bid process, in December 2020, the DCE Board approved long-term power
purchase agreements (PPA) for three wind energy projects located in DCE’s Palm Springs’ service area.
As aresult, DCE is providing carbon free electricity from local renewable sources, expanding local jobs,
and community investment. These fixed price long-term contracts for DCE’s renewable portfolio are
expected to help stabilize and reduce DCE’s overall program costs. This easing of power market supply
cost pressure over both the near-term and longer-term is due to the relatively favorable cost of these
PPAs versus purchasing the same amounts of energy, capacity, and other renewable energy products on
the open market.

On September 28, 2022, DCE executed a contract with Cape Generating Station 1 LLC, a subsidiary of
Fervo Energy, for a geothermal project located in Beaver County, Utah. DCE’s pro rata share of the
project is 3 megawatts (MW) of the 20 MW average net capacity over a 15-year period, with an expected
commercial operation date of June 1, 2026. Subsequent to June 30, 2023, DCE executed an Energy
Storage Agreement with Desert Sands Energy Storage II, LLC, a subsidiary of NextEra Energy
Resources. The project is a 25 MW / 200 MW hour lithium-ion battery storage facility that is part of a
larger 700 MW energy complex located largely within the Palm Springs City limits. These projects will
lock in and stabilize costs for a significant portion of DCE’s portfolio, providing increased rate certainty
and predictability for DCE customers.

In April 2021, DCE entered into a $2,000,000 credit agreement with River City Bank. This line of credit
was not intended to provide long-term financing and terminated on December 31, 2021. On February
11,2022, DCE entered into a revolving line of credit agreement in the amount of $8,000,000 with River
City Bank. The line of credit accrues interest at a rate of three-month treasury constant maturity rate plus
1.75 percent and terminates February 1, 2025. The credit agreement provides DCE with the liquidity
necessary to maintain short-term working-capital needs. As of July 8, 2022, DCE amended its Credit
Agreement so that the Revolving Credit Commitment was increased from $8,000,000 to $13,000,000.
All working-capital advances are subject to a sublimit of $8,000,000. DCE is a relatively new CCA and
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is in the process of building financial reserves to augment its financial stability on its path to investment
grade credit quality. Cash flow fluctuations are not uncommon for retail electricity service providers like
DCE and are largely a result of timing differences between when it receives its retail revenues and when
it must pay for energy supply, resource adequacy compliance, and other operating expenses. In short,
revenues typically lag expenses by as much as two months. These cash flow fluctuations are generally
managed by utilizing operating reserves that accumulate over time. Fiscal Year 2022-2023 marked a
significant turning point for DCE as it was able to accumulate necessary reserve levels to temper cash
flow variability and did not have an outstanding balance on the River City Bank Revolving Credit
Commitment since February 2023. DCE is currently projecting accumulating a 180-day operating
reserve objective on or around the end of Fiscal Year 2023-2024.

The 2010 through 2019 period prior to DCE’s launch was characterized by both relatively low annual
price escalation and equally low market volatility. Average year over year wholesale prices increased
below 1% annually throughout this period. During DCE’s initial 2020 start-up period DCE relied fully
on wholesale power purchases and CAISO markets to serve its retail loads and to attain its RPS and
carbon free energy components. From early 2020 through June 30, 2023, wholesale power prices have
been increasing annually with periods of extreme price volatility, especially during summer heat-storm
events and supply curtailments. DCE’s business strategies to help mitigate these pressures and
uncertainties include contracting for longer-term renewable and carbon free supply at fixed prices,
attaining a 180-day operating reserve by its sixth full year of operations, coordinating with other CCAs
to address CPUC and SCE regulatory activities, and adjusting rate and revenue levels to timely and fully
recover all operating costs.

Notably, DCE launched operations in April 2020 during the Covid-19 pandemic which impacted its
operations in several ways. With more residential customers working from home, DCE experienced
increased residential load. The Covid-19 pandemic also prompted the CPUC to enact a customer
disconnect moratorium affecting DCE’s planned collections process on past-due accounts. In late 2021,
DCE applied for the California Arrearage Payment Program (CAPP) funding which is a statewide
program to reduce or eliminate past due energy bills for qualified energy utility customers economically
impacted by the COVID-19 pandemic. In the prior fiscal year-ended June 30, 2022, DCE customers
received CAPP Benefits in the amount of $609,655 applied to eligible accounts as bill credits. For the
year-ended June 30, 2023, DCE customers received CAPP benefits as part of the 2022 California
Arrearage Payment Program (2022 CAPP) funding in the amount of $457,546 which were also issued
to customers as bill credits. DCE’s launch during the Covid-19 pandemic has historically presented
obstacles in collecting on accounts receivable given the disconnect moratorium that was only lifted
during DCE’s third full year of operations which ended June 30, 2023; however, since the moratorium
was lifted and DCE/SCE bundled customer collection process has been reinstated, DCE has seen an
overall decrease in the aging of outstanding receivables. In addition, the DCE Board approved a June
2023 restatement of the Delinquent Account, Bad Debt, and Collections Policy which allows various
methods to enhance upon DCE delinquent customer collections.

Consistent with DCE’s goals to invest in the local community and promote local jobs, the DCE Board
has directed staff to evaluate potential energy programs that would benefit customers and help lower
energy consumption. Programs to expand the use of distributed energy resources including rooftop solar
and battery storage as well as promoting energy efficiency are being considered. Such programs would
be designed to support and benefit the community, while maintaining competitive rates and meeting
DCE’s environmental goals.
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CONTACTING DCE’S FINANCIAL MANAGEMENT

This financial report is designed to provide customers, business counterparties, resource providers and
other interested entities with a general overview of DCE’s business finances and accountability. If you
have questions about this report or need additional financial information, contact DCE’s office
administered by the Coachella Valley Association of Governments, attention Director of
Finance/Administration, at 74-199 El Paseo Suite 100, Palm Desert, CA 92260.



BASIC FINANCIAL STATEMENTS

13



Assets:

Current Assets:
Cash (note 2)

Restricted cash (note 2)
Accounts receivable, net (note 3)

Prepaids

Total Current Assets

Non-current Assets:
Deposits

Total Non-current Assets

Total Assets

Liabilities:
Current Liabilities:

Accounts payable (note 4)

Deposits payable
Due to other governments (note 5)

Non-current Liabilities:

Total Current Liabilities

Deposits payable

Revolving line of credit (note 6)
Total Non-current Liabilities

Total Liabilities

Net Position:
Restricted
Unrestricted

Total Net Position

June 30, 2023

Desert Community Energy
Statement of Net Position

(With prior year comparative totals)

2023 2022

$ 8,805,855 $ 1,970,935
147,000 1,827,000
16,405,499 10,240,775
110,592 132,015
25,468,946 14,170,725
310,584 -
310,584 -

$ 25,779,530

$ 14,170,725

$ 5,446,730 $ 4,662,266
- 1,680,000

613,426 757,072
6,060,156 7,099,338
405,000 -

- 2,200,000

405,000 2,200,000
6,465,156 9,299,338
147,000 147,000
19,167,374 4,724,387

$ 19,314,374 $ 4,871,387

See accompanying notes to financial statements.
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Desert Community Energy

Statement of Revenues, Expenses, and Changes in Net Position

Year ended June 30, 2023

(With prior year comparative totals)

Operating Revenues:
Electricity sales
Miscellaneous

Total operating revenues

Operating Expenses:
Electricity cost
Consultants charges
Administration and general
Professional services

Total operating expenses
Operating income (loss)

Nonoperating Revenues (Expenses):
Interest revenue
Interest expense
Other nonoperating

Total nonoperating revenues (expenses)

Change in net position

Net Position - beginning
Net Position - ending

2023

2022

$ 57,748,777

$ 42,866,582

460,674 1,964,506
58,209,451 44,831,088
45,963,031 42,404,994

2,443,873 2,358,011

162,500 195,408

276,624 156,435
48,846,028 45,114,848

9,363,423 (283,760)
30,179 4,103
(46,655) (123,816)
5,096,040 -
5,079,564 (119,713)
14,442,987 (403,473)
4,871,387 5,274,860

$ 19,314,374 $ 4,871,387

See accompanying notes to financial statements.
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Desert Community Energy

Statement of Cash Flows

Year ended June 30, 2023
(With prior year comparative totals)

Cash Flows from Operating Activities:
Cash received from customers and users
Cash received from others
Cash paid to suppliers for goods and services

Net cash (used for) operating Activities

Cash Flows from Noncapital Financing Activities:
Proceeds from line of credit
Payments to line of credit
Interest expense

Net Cash Provided by noncapital financing activities

Cash Flows from Investing Activities:
Investment income

Net cash provided by investing activities

Net increase in cash and cash equivalents

Cash and Cash Equivalents, beginning of year
Cash and Cash Equivalents, end of year

Reconciliation of Operating Income to Net Cash
(Used for) Operating Activities:

Operating income (loss)

Adjustments to reconcile operating income (loss) to
net cash (used for operating activities)
Other revenues
Decrease (increase) in accounts receivable
Decrease (increase) in deposits
Decrease (increase) in prepaids
Increase (decrease) in accounts payable
Increase (decrease) in deposits payable
Increase (decrease) in due to other governments

Total adjustments

Net cash (used for) operating activities

2023 2022

$ 52,044,727 $ 42,257,760
5,096,040 -
(49,769,371) _ (44,252,010)

7,371,396 (1,994,250)
- 2,200,000
(2,200,000) (1,500,000)
(46,655) (123,816)
(2,246,655) 576,184
30,179 4,103
30,179 4,103
5,154,920 (1,413,963)
3,797,935 5,211,898

$ 8,952,855 $ 3,797,935

$ 9,363,423 $  (283,760)

5,096,040 -
(6,164,724) (2,573,328)
(310,584) -
21,423 (132,015)
784,464 1,288,923
(1,275,000) (165,000)
(143,646) (129,070)
(1,992,027) (1,710,490)

$ 7,371,396 $ (1,994,250)

There were no significant noncash financing, capital, or investing activities.

See accompanying notes to financial statements.
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(1)

Desert Community Energy
Notes to the Basic Financial Statements
Year ended June 30, 2023

Summary of Significant Accounting Policies

(a)

(b)

()

Description of Reporting Entity

Desert Community Energy (DCE) is a public joint powers agency located within the
geographic boundaries of Riverside County, formed in October 2017 for the purpose
of implementing and administering a Community Choice Aggregation (CCA) program.
DCE was formed by the cities of Palm Springs, Palm Desert and Cathedral City and is
certified by the California Public Utilities Commission. Community Choice Aggregation
is a local energy program established by state law that allows cities and counties to
pool (or aggregate) the electricity demand of participating communities. DCE buys
and/or develops power resources on behalf of the electricity customers in its
jurisdiction to offer cleaner, competitively priced electricity while retaining local
control, reinvesting revenues, encouraging local job creation, offering more renewable
energy options, and reducing greenhouse gas (GHG) emissions. DCE offers ratepayers
a choice in electricity providers and in the type of electricity they use. DCE began
serving customers in Palm Springs in April 2020 while Palm Desert plans to launch no
sooner than 2027. Per Resolution number 2020-09, Cathedral City has withdrawn from
DCE effective July 1, 2021. DCE is governed by a Board of Directors comprised of one
local elected representative from each of the participating city councils. The Board
schedules regular meetings that are open to the public, ensuring transparency and
encouraging community involvement. Formation of a CCA through a JPA does not
require contributions from participating member agencies. The assets and liabilities of
the CCA program remain separate from those of the participating agencies’ general
fund.

Basic Financial Statements

The basic financial statements (i.e. Statement of Net Position, Statement of Revenues,
Expenses and Changes in Net Position, and Statement of Cash Flows) report
information on all the enterprise activities of the entity.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The financial statements are presented using the full accrual basis of accounting.
Revenues are recognized when earned and expenses are recorded when the liability is
incurred.

Enterprise funds distinguish operating revenues and expenses from nonoperating
items. Operating revenues and expenses generally result from providing services. The
principal operating revenues of the entity are sales of electricity. Operating expenses
include the cost of electricity purchases, consultants’ costs and administrative
expenses. All revenues and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

The preparation of the DCE’s basic financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts and disclosures of contingent amounts
at the date of the basic financial statements, and revenues and expenses during the
reported period. Actual results could differ from those estimates.
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Desert Community Energy
Notes to the Basic Financial Statements
Year ended June 30, 2023

(1) Summary of Significant Accounting Policies (Continued)

(d)

(e)

(f)

Assets, Liabilities and Net Position

Cash and Cash Equivalents

For purposes of the statement of cash flows, all highly liquid investments with a
maturity of three months or less when purchased are considered cash equivalents. The
entity maintains a checking account and money market account which is considered a
cash equivalent.

Net Position

Net position is an indicator of the DCE’s financial position. For the fiscal year ended
June 30, 2023, net position of the DCE was $19,314,374. For the year ended June 30,
2023, DCE reported net position classifications are defined as follows:

e Investment in capital assets — This component of net position consists of
capital assets reduced by accumulated depreciation and by any
outstanding debt incurred to acquire, construct, or improve those assets.
DCE did not have any capital assets at June 30, 2023.

e Restricted — This component of net position consists of resources with
external constraints imposed by creditors (such as through debt
covenants), grantors, contributors, or laws or regulations of other
governments or constraints imposed by law through constitutional
provisions or enabling legislation. DCE had a restricted net position of
$147,000 at June 30, 2023.

e Unrestricted net position — This component of net position consists of net
position that do not meet the definition of “restricted” or “investment in
capital assets.” When both restricted and unrestricted resources are
available for use, it is DCE's policy to use restricted resources first.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenditures/expenses during the
reporting period. Actual results could differ from those estimates.

Revenue Recognition

DCE recognizes revenue on the accrual basis. This includes invoices issued to
customers during the reporting period and electricity estimated to have been delivered
but not yet billed. Management estimates that a portion of the billed amounts will be
uncollectible. Accordingly, an allowance for uncollectible accounts has been recorded.
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Desert Community Energy
Notes to the Basic Financial Statements
Year ended June 30, 2023

Summary of Significant Accounting Policies (Continued)

(9) Income Taxes

DCE is a joint powers authority under the provision of the California Government Code
and is not subject to federal or state income or franchise taxes.

(h) Utility Users Taxes and Electric Energy Surcharges Due to Other Governments

DCE is required by governmental authorities (state and local) to collect and remit user
taxes on certain customer sales. These taxes do not represent revenues or expenses
to DCE.

Q) Prior Year Comparative Information

Selected information regarding the prior year has been included in the accompanying
financial statements. This information has been included for comparison purposes only
and does not represent a complete presentation in accordance with generally accepted
accounting principles. Accordingly, such information should be read in conjunction with
DCE'’s prior year financial statements, from which this selected financial data was
derived. In addition, certain minor reclassifications of the prior year data have been
made to enhance their comparability to the current year.

Cash and Cash Equivalents

Cash and cash equivalents of the entity consisted of demand deposits with financial
institutions. At June 30, 2023, the carrying amount of DCE’s cash accounts was $8,952,855
of which $147,000 was restricted.

Custodial credit risk — Custodial credit risk for deposits is the risk that, in the event of the
failure of a depository financial institution, a government will not be able to recover its
deposits or will not be able to recover collateral securities that are in the possession of an
outside party. The custodial credit risk for investments is the risk that, in the event of the
failure of the counterparty (e.g., broker-dealer) to a transaction, a government will not be
able to recover the value of its investment or collateral securities that are in the possession
of another party. The California Government Code does not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits or investments,
other than the following provision for deposits: The California Government Code requires that
a financial institution secure deposits made by state or local governmental units by pledging
securities in an undivided collateral pool held by a depository regulated under state law
(unless so waived by the governmental unit). The market value of the pledged securities in
the collateral pool must equal at least 110% of the total amount deposited by the public
agencies. California law also allows financial institutions to secure public deposits by pledging
first trust deed mortgage notes having a value of 150% of the secured public deposits.
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Desert Community Energy
Notes to the Basic Financial Statements
Year ended June 30, 2023

Accounts Receivable

At June 30, 2023, DCE reported $16,405,499 in accounts receivable, net of the allowance
for uncollectible accounts. The details of this balance are as follows:

Accounts receivable $ 19,522,287
Less: allowance for uncollectible accounts (3,116,788)
Total Accounts Receivable $ 16,405,499

Accounts Payable

At June 30, 2023, DCE reported $5,446,730 in accounts payable. The details of this balance
are as follows:

Accounts payable $ 455,160
Accrued electricity cost 4,991,570
Total Payables $ 5,446,730

Due to Other Governments

At June 30, 2023, DCE reported $613,426 in Due to Other Governments. The details of this
balance are as follows:

Utility Users Taxes & Electric Energy Surcharges $ 440,545
Related Party Payables (Note 7) 172,881

Total Due to Other Governments $ 613,426

Line of Credit
Revolving Line of Credit

On February 11, 2022, DCE entered into a revolving line of credit agreement for the amount
of $8,000,000 with River City Bank. The revolving line of credit was amended in July 2022
to increase the amount to $13,000,000. The line of credit accrues interest at a rate of three-
month treasury constant maturity rate plus 1.75 percent and terminates February 1, 2025.
Subject to satisfaction of the terms, DCE may exercise a one-time option to convert all
outstanding Working Capital Advances to a Term Loan.

If the Term Loan Conditions are satisfied, the Term Loan will be payable over a term of thirty-
six (36) months, with equal fully amortizing monthly payments of principal and interest at the
Applicable Rate as determined by Lender as of the date of conversion, and will be governed
by the terms and conditions of this Agreement and evidenced by a separate promissory note.
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Desert Community Energy
Notes to the Basic Financial Statements
Year ended June 30, 2023

Line of Credit (Continued)

Additionally, as security for the prompt payment and performances of all obligations, DCE has
granted River City Bank with a continuing security interest as collateral per the terms on the
agreement. On June 30, 2023, there was no outstanding balance.

Related Party Transactions

DCE entered into a contract with Coachella Valley Association of Governments (CVAG),
whereby CVAG, under the direction of the DCE, will coordinate and implement the DCE
activities. The contract calls for DCE to pay CVAG based upon actual staff time spent at rates
not to exceed the rates paid by CVAG. During the period from July 1, 2022 through June 30,
2023, CVAG incurred on behalf of DCE $653,995 of staff time and allocated administrative
expenses which was billed. As DCE recognizes expenses on the accrual basis, an additional
$4,216 of services has been estimated to have been provided but not yet billed.As of June
30, 2023, $172,881 of the total amount billed was payable to CVAG.

Risk Management

On May 21, 2018, DCE's Board adopted the Energy Risk Management Policy (ERMP). The
ERMP establishes DCE's Energy Risk Program and applies to all power procurement and
related business activities that may impact the risk profile of DCE.

The ERMP documents the framework by which DCE staff and consultants will identify and
quantify risk, develop and execute procurement strategies, develop controls and oversight
and monitor, and measure and report on the effectiveness of the ERMP. Risks covered by the
ERMP include market price risk, credit risk, volumetric risk, operational risk, opt-out risk,
legislative and regulatory risk, counterparty credit risk, and other risks arising from operating
as a Community Choice Aggregation program and participating in California energy markets.
DCE’s ERMP can be found on its website.

To ensure successful operation of the CCA program, DCE has partnered with experienced
consultants to provide energy-related services. Specific to power procurement, DCE has
partnered with The Energy Authority (TEA) which executes the preponderance of front-
(transacting), middle-(monitoring) and back-office (settlement) related activities on DCE’s
behalf as discussed in the ERMP. In providing these services for DCE, TEA will adhere to and
be governed by the ERMP. In addition, TEA maintains its own risk management policies and
procedures, following industry practices of segregation of duties, which also govern activities
executed on DCE’s behalf.

Credit guidelines include a preference for transacting with investment-grade counterparties,
evaluating counterparties' financial condition and assigning credit limits as applicable. These
credit limits are established based on risk and return considerations under terms customarily
available in the industry. In addition, DCE enters into netting arrangements whenever possible
and where appropriate obtains collateral and other performance assurances from
counterparties.

22



(9)

Desert Community Energy
Notes to the Basic Financial Statements
Year ended June 30, 2023

Long-Term Energy Agreements

During the normal course of business, DCE enters into various agreements, including
renewable energy agreements, energy storage agreements (ESAs), and other power purchase
agreements (PPAs) to purchase power and electric capacity. DCE’s long-term energy
agreements are described below.

Terra-Gen, LLC

On December 21, 2020, the DCE Board approved three, 15-year (PPAs) with Terra-Gen, LLC.
Terra-Gen, LLC is a leading developer, owner, and operator of renewable energy projects that
has been operating since 2008. Terra-Gen specializes in development, construction and
operation of utility-scale wind, solar, energy storage as well as geothermal generation
facilities.

Under the pricing terms in the agreement, DCE pays for the electricity generated by the
projects at a fixed-price rate per MWh (megawatt hour), with no escalation for the full 15-
year term of the contracts. All attributes from the facility, including energy, Renewable Energy
Credits (RECs) and Resource Adequacy (RA) will be available to DCE. The contracts reflect
pricing that is typical in the current market for new and existing wind resources. The
completion of long-term contracts for DCE’s renewable portfolio represents an expected
reduction in overall program costs. This cost reduction is over both the short-term and long-
term due to the relatively low cost of the expected PPAs for the projects compared to
purchasing the same energy, capacity, and RECs on the open market. The 10.8 megawatt
(MW) Coachella Hills II project achieved its Commercial Operation Date (COD) and entered
DCE's portfolio on May 4, 2021. The existing 9.8 MW Altwind and 12.6 MW East Wind projects
entered DCE's portfolio on January 1, 2023.

Vesper Energy

On February 25, 2021, the DCE Board approved a 20-year renewable PPA with Deer Creek
Solar I, LLC (Deer Creek), an affiliate of Vesper Energy, for the Deer Creek Solar + Storage
Project in Tulare County, California. The Deer Creek project consisted of a 50 MW solar
component connected to a 50 MW/200 MWh battery storage component (i.e. a 50 MW battery
that can discharge for four hours.)

On February 6, 2023, the DCE Board approved an amendment to the 20-year PPA for the
project. The amendment extended the Guaranteed Construction Start Date and COD that
were originally set out in the PPA. The amendment allowed DCE, in its sole discretion, to
terminate the PPA upon 30 days written notice to Deer Creek if the project did not start
construction as of the revised Guaranteed Construction Start Date for any reason.

On June 15, 2023, Vesper Energy informed DCE that the Deer Creek project would not meet
the Guaranteed Construction Start Date of June 27, 2023, as set forth in the amendment. On
June 29, 2023, DCE sent a termination notice to Vesper Energy pursuant to the right of
termination set forth in the amendment.
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Power Purchase Agreements (Continued)

OhmConnect

On June 29, 2022, the DCE Board approved a Western Systems Power Pool Resource
Adequacy Confirmation with Resi Station LLC (Resi Station), a subsidiary of OhmConnect, for
system RA benefits from an aggregated demand response project. DCE’s pro rata share of
the project is 4.5 MW of the 15 MW peak volume over a 10-year period that began January
1, 2023.

Southern California Edison (SCE) - Voluntary Allocation Agreement

In accordance with California Public Utilities Commission (CPUC) Decision 21-05-030, on June
29, 2022, the DCE Board approved staff's recommendation to request from SCE a 100 percent
allocation of SCE’s long-term renewable load share resources - 10 years or longer remaining
on the contracts with allocations for the remainder of the term of the contract. DCE entered
into a Voluntary Allocation Agreement with SCE as of July 26, 2022. Deliveries of this
allocation began in January 2023 and will run through May 2040. DCE pays the annual Market
Price Benchmark (MPB) for resources allocated through this process. The CPUC resets the
MPB by October 1 each year.

SCE - RA Confirmation

On September 29, 2022, DCE executed a Master Agreement and RA Confirmation with SCE
in in accordance with CPUC Decision 22-05-015. This Decision allows DCE to purchase from
SCE a share of the system or flexible RA capacity for loads that have migrated from SCE at
the annual MPB. The RA delivery period began on January 1, 2023, and continues until
September 30, 2041.

Fervo Energy

On September 28, 2022, DCE executed a contract with Cape Generating Station 1 LLC, a
subsidiary of Fervo Energy (Fervo), for a geothermal project located in Beaver County, Utah.
DCE'’s pro rata share of the project is MW of the 20 MW average net capacity over a 15-year
period, with an expected COD) of June 1, 2026.

Fervo’s geothermal systems make use of horizontal drilling techniques coupled with Organic
Rankine Cycle (ORC) generator systems to deliver zero-carbon, zero-emission electricity. ORC
power plants are zero-carbon, zero-emission generators. Thermal energy is supplied at high
temperature to the ORC by a heat transfer fluid consisting of geothermal brine. The ORC turbo
generator then converts thermal energy from geothermal fluid into electric energy using a
turbine coupled with an electric generator. ORC plants are fully dispatchable and flexible, with
extremely fast ramping rates of up to 30 percent of nominal capacity per minute. The project
will be eligible for certification under the California Renewables Portfolio Standard and
inclusion in DCE’s Carbon Free product generation portfolio.

Under the pricing terms in the PPA, DCE will pay for the energy generated by the project at a
fixed-price rate per MWh (megawatt hour), with a 2 percent annual escalator after the first
contract year. All attributes from the project, including energy, RECs, and RA, will be available
to DCE.
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Power Purchase Agreements (Continued)

NextEra Energy Resources

Subsequent to June 30, 2023, DCE executed an ESA with Desert Sands Energy Storage 1I,
LLC, a subsidiary of NextEra Energy Resources. The project is a 25 MW / 200 MWh lithium-
ion battery storage facility that is part of a larger 700 MW energy complex located largely
within the Palm Springs City limits.

The project is located on a parcel zoned for energy-industrial uses with existing wind turbines
and related energy infrastructure on it. The project is being developed in two phases: Desert
Peak (Phase 1) and Desert Sands (Phase 2), which includes DCE's facility. The expected COD
for DCE’s portion of the project is April 1, 2027.

Under the pricing terms in the ESA, DCE will pay for the use of its portion of the Desert Sands
project at a fixed-price rate per kW-month, with no escalation, for the full 15- year term of
the ESA. DCE is entitled to all product attributes from the facility, including energy, ancillary
services, and RA.

Contract Commitments

At June 30, 2023, DCE had potential undiscounted, contractual commitments for energy
storage and power purchases through 2041 totaling approximately $102,837,711. In addition,
DCE had expected contractual commitments to contract and professional service providers
for services yet to be performed in the amount of $1,985,103 through June 30, 2024. Many
of the fees associated with these contracts are based on volumetric or other variable activity
and actual results may differ.
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