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Solutions to the “Affordability.
Preblem? In Price-Reguilated Utility:
Senvice Structure

. First Principle: Rates Should Cover Costs.

. BUT Uncollectible Revenue From Consumers (Price >
Payment)

. SO Uncollectible Revenue is Expense in Price Regulation
. ALLOCATION of “Deficiency” in Price-Regulated Service

5. TWO Solutions: Uncollectible Expense or Social Pricing




General Rule

Cost Rate - Revenue Collected = Recovery




The Problem: Revenue < Cost




The Tariffi Selution:

No Need

$1.00 electric cost
No Need:
10 customers
$1.00 electric rate
$10 electric Sales

$10.00 Revenues

No Need

First Case

No Cost Recovery

Prices = Costs




The Tariff Solution: Second Case

Rate Base Need

$1.00 electric cost
10’ customers
$1.00 electric rate

$10.00 electric
Sales

$8.00 Revenues

$2.00 Need

Rate Base Need:

v’ Prices = Costs, BUT Some Customers
Do Not Pay

v" $2.00 is Uncollectible Expense

v" $2.00 Recovered in Next Rate Case




The Tariff Solution: Third Case

Social Rate/No Need
Social Rate/No Need:

$1.00 electric cost

10 customers v’ Social Price Tariff set at $.7 mcf

Cost of Serviceis $1.00 mcf
$.7 electric social

rate v' $3.00 Deficiency Between $10.00

$10.00 electric Sales cost and $7.00 Tariff

v" Allocated to rate classes in rate design

$7.00 Revenues v" All Customers Pay

$3.00 Need v' No Uncollectible Expense




The Tariff Solution: Final Case

Social Rate/Need

$1.00 electric cost
10’ customers

$.7 social rate
$7.00 electric Sales
$6.00 Revenues

$3.00 Need
$1.00 Not Paid

Social Rate/Need:

v’ Social Price Tariff set at $.7 mcf
v' Cost of Serviceis $1.00 mcf

v" $3.00 Deficiency Between $10.00
cost and $7.00 Revenues allocated
to rate classes in design

v" $1.00 Is Uncollectible Expense
v" $1.00 Recovered in Next Rate Case
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Uty Estanlishies CAP Pregranwiti
$2.50 1N CAP: Elind." GAPS, Ulility,
@peraino EXPENSE.




No Need

$1.00 electric cost
10 customers
$1.00 electric rate

$10.00 electric
Sales

$10.00 Revenues

No Need

First Case

No Need:

v" No Cost
v" $2.50 Placed in Reserved




CAP: Second Case

Rate Base Need

$1.00 electric cost
10 customers
$1.00 electric rate

$10.00 electric
Sales

$8.00 Revenues

$2.00 Need

Rate Base Need:

v $2.00 Need
v  $2.50 CAP Fund

v' CAP Fund Covers 100% of
Rate Base Need

v No New Expenses




CAP: Third Case

Social Rate/No Need

$1.00 electric cost
10 customers

$.7 electric social
rate

$10.00 electric Sales
$7.00 Revenues

$3.00 Need

Social Rate/No Need:

v" $3.00 Need

v CAP Covers $2.50 of Total

v' $3.00 Needed by Utility

v CAP Covers 83% of Social Rate
v Utility Loses 17% Revenue

v $.50 Is Lost

v' $.50 is Expense In Next Rate
Case or Lost




CAP: Final Case

Social Rate/Need

$1.00 electric cost
10 customers

$.7 social rate
$7.00 electric Sales
$6.00 Revenues

$3.00 Need
$1.00 Not Paid

Social Rate/Need:

CAP Covers $2.50 of $4.00 Need.
CAP Covers 63% of Social Rate/Need;
Utility Loses 37% Revenue

$1.50 Is Lost/Uncollectible Expense
for Next Case




Solutions In Summary.

Social Tarift Selution

v'Set Social Tariff Price
v'.7 mcf Social Tariff for 1.0 electric Cost
v'Allocate .3 mcf difference to other rate classes/subsidy issue

v'Any Non-Payment is “Uncollectible Expense” In Next Rate Case




Solutions In Summary.

The CAP Solution

v'Set Tariff Price at Cost

v'1.0 electric Cost is 1.0 electric rate
v'Create “CAP Fund” for Set Amount
v'CAP Fund is Expense in Next Rate Case

v'Any Non-Payment is “Uncollectible Expense In Next Rate Case




