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An Overview of Ratemaking

History
 Evolution of Price Regulation

 Goals of Price Regulation

Cost of Service Analysis
e Revenue Requirements
e Rate Base

e Rate of Return




An Overview of
Ratemaking — cont.

e Functionalization
e Classification
e Allocation




History

Early Development (1879 — 1917)

Thomas Edison invents the first commercially viable electric lamp.
(1879)

September 4, 1882, Pearl Street Station in New York City provides
electricity to 400 lamps with a generating capacity of 560 kW.

1886 — George Westinghouse perfects a practical alternating current
system. With “step up” and “step down” transformers electricity can be
transmitted greater distances.

By 1907, 45 electric lights firms had the legal right to operate in
Chicago.

The number of electric systems steadily increased up to 1917 when
decline set in.




History

Consolidation (1920s)

Holding Companies:

e Advantages:

« Economies of Scale — generation facilities, financing,
engineering and construction expertise, purchasing
power

 Profit Motive — A small investment could provide a
controlling interest in a large number of companies and
a large return on investment.




History — cont.

e Disadvantages:
e Pyramiding
o \Write-ups
 Intracompany Transactions




History — cont.

Federal Power Act of 1935

Title | — SEC authority over mergers and
acquisitions and to proscribe the form and
manner of account for holding companies

Title 11 — FPC (FERC) authority over the
Interstate transmission and sale at wholesale
of electricity.




History — cont.

g,
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The “Golden Age” of the Electric Pow N
Industry: (1945 - 1970)

Tremendous gains In generation efficiencies through larger
power plants

High growth in electricity demand (7-8% annually)
Low inflation rates; low financing costs
Falling real and nominal electricity prices

Rate increases seldom necessary




History — cont.

Decade of Turmoil: 1970s

Environmental movement

Arab oil embargo

Fuel prices increases

High inflation; high cost of capital

Meltdown of the “to cheap to meter’” nuclear
dream




History — cont.

Catalysts Driving Regulatory and Industry
Structural Change In the 1980s

Public disillusion with nuclear power

Successful integration of QFs

Competitive bidding for new generation

Utility generation affiliates




History — cont.

Energy Policy Act of 1992

FERC Orders 888 (RTO) and 889 (OASIS)
State Retail Competition Initiatives

FERC Order 2000

Electric Industry Scandals and Market
problems (ERON, California)

August 2003 Blackout




Usual Goals of Utility #8825
Regulation % |

Avoid “undue” price discrimination

Prevent excessive profits

Assure availability of service on “reasonable” terms
to all customers (“obligation to serve”)

Assure a stable customer base to support large
Investments

Promote regional development and growth

Pursue related political goals and policies




Cost of Service Analysis

* Revenue Requirements
e EXpenses
e Rate Base
 Rate of Return

e Cost of Service Study
e Functionalization
o Classification
e Allocation




Revenue Requirements
Formula

o Definition:
« Total revenues required to cover expenses and the opportunity to
earn a fair rate of return.

« Total cost to provide safe and reliable service to customers, I.e.
cost of service concept.

* The Formula:

Revenue Requirements = Expenses + r( Rate Base )
Expenses = O&M + Depreciation + Income Taxes
r = Overall Rate of Return (WACC)

Rate Base = (Plant in Service + Working Capital) — (Accumulated
Depreciation — Accumulated Deferred Income Taxes)




Revenue Requirements

 Selection of a test year.

« Adjustments for fixed, known and
measurable changes

* Pro Forma test year for the determination of
the new revenue requirements.




PS1 ENERGY, INC
CAUEE MO, 42359
JURISDICTIONAL FINANCIAL SUMMARY
FOR THE TWELVE MONTHS ENDED SEPTEMBER 30, 2002
(DOLLARS IN THOUSANDS)

DATA: 12 MONTHS ACTLUIAL SCHEDULE A-1
TYPE OF FILING: X" ORMGINAL UPDATED REVISED FAGE 1 OF 1
WITHESS RESPONSIBLE:
L.T. HOWE
SUPPORTING JURISDICTIONAL
LINE SCHEDULE PROPOSED
O, DESCRIPTION HEFERENCE TEST YEAR
1 Rate Base Al 83,861,767
2 Currend Operating Income A2 §164 528
3 Earned Rale of Retum (Line 2 f Ling 1) 4.51%
4  Requested Rate of Return E-1 T.2%
b Required Operating Income (Ling 1 x Line 4) 280,219
& Operating Income Deficiency (Line 5 - Line 2) 124 691
7 Gross Revenue Conversion Factar C-10 1.T172700
8 Revenue Deficiency (Line & x Line T} 214 128
] Pro Forma Unbilled Revenue and Additional Customers (13, 7048)
10 Revenue Increase Reguested A2 200 420
11 Adjusted Operating Revanues A-2 $1.251.1949
12 Rewvenue Requirements (Line 10 + Line 11) 1451618



P35I EMERIGT, N

CAUSE B0, 42350
SUMMARY OF PRO FORMA TOTAL COMPANY
(OCLLAIES 1N THOLISANDS)
DATA "5 ACTUAL ESTIMATED SCHEDLLE B
TYPE OF ALING: i CORKENAL LPDATED REVISED PAGE 1 OF 1
WITHESS AESPOHSELE:
5 M.FARMER
- Pro
Erimaid bial  Wirkmonind
Tor Aaliiars To AFLDC Tedal
Compary Elactic  PlntmSanics  Contuakn Weiarine Compmay
Par Unkty  Toough Appicasks  ADefered  Fusl  Eminsin  And Tod  FroFoma
Lins Bk Hoe Par CuloffDnies  Depeecitien Sleck  Adowances  Supplmt  » P forma Uk
wﬂﬂwuwﬂw_ﬂﬂmh
=] ] [ €l i It [ 1] (i
1 Tofal Elaciic Uity Plani 45,543 947 W asnmr 703, 5od u ] n N H R R
7 Les Consiuction Wirk i Progis A A 0 A o I 0 i i i L E
4 Prispinty Haid for Fulura Lsé 44 | k5 ] 0 i i 1 o EH;
4 i Uiy Plant in Sarvioe 337885 b 5IMGBS A5 0 i i B TRLEM G044
8 Lice Rusisrvi for Depreciaion L An (¥ L) 111 ! g g 0 ey Laman
B bt Eleciric Uity Pl in Service 1FTSATT T B34, & 0 ] g 0 WMaB JaEEN
7 Fusl Sk i A i Man 1] 7 & & [B.03) AT
i Erisson Mimsancs 1347 0 134m 0 3 @ 46T . & 257 18, 1a8
§  AFUDC Confrustion | Defemad Dapreciafion 054 i H W i Al s @ @ T T
10 Maliriah and Sugplis A4 i 4448 ] ] & ] A | el o
15 Toisl Pl Eieric Uity it Bicad SLIdE3 g Russs BEEd 45 BENE mm Rl REE A EETRAT

W i Base For Pl ot s Caiok o, 40039 (R



CIMERGY CORP, (CONSCLIDATEL)

CALSE NO. 42358

RATE of RETURN SUMMARY
AS OF SEPTEMBER 30, 2003
[DOLLARS IN THOUSANDS)

DATE OOF CAPITAL STRUCTURE: SEFTEMBER 30, 2003 SCHEDULE B
. TYPE OF FILING: "X" ORIGINAL UPDATED REVISED PAGE 1 OF 1
WITNESS RESPOMSIELE:
R.F. REISING &
&, M. FARMER
i3l Structure Ratio . Welghted Cosl Rate
Line Financial  Regulatery Cost Financal  Regulatory  Synch.
MO Descriptian (apitalizaion Concapt Concapt Rale _Caneept Concapl  |nerest
[A) (B (C) ) 13] {F) (G
1 Common Equiy 31,625,305 E3Oi% 5% 11.50% £.08% 5.12%
7 Prefered Stock 2343 1.37% 1,16% BL115% 0.08% 0.07%
3 Lang Tarm Dedt 1,408,125 s B.84% 113% 2.63% 265%
¢ Total Financial Caplaization JTETTe 10000 BA6% 9g0%
5  Defered Income Taxes B30 844 14,75% 0.00% 0,00%
£ Unarortized ITC « 1970 & Earlies 212 0.01% 0.00% 0.00%
7 Unamostized ITC - 1871 & Later 30,237 0.83% 9.28% 0.08%
B Cusiomer Depasits 8377 025% 5.00% 002H%
g Tolal Regulalory Capitalization SLERA 00w L Ak



PSSl EHERGY, P,
CALESE RO S2353
HrEE DS TIOAL PROFOAMS POOME STATEMERT
FOR THE TWELYE MOMNTHS ENDED SEFTEMEER 30, M2
[COLLARS W THOUSAMES)

DATA: 12 BMONTEHS ACTLAL

SCHEDOLULE A-2
T PE OF FLING: =xX® ORIGNAL WFDATED REVISED

Pa3E 1 OF 1
WITHESS AESFONSELE:
L.T. HOWWE

- RETAIL [ s gow I TES =TIl
L AT CLEREMT FROPOSED UNEBELLED REY. & AT PROSOSED
. DESCHEIPTIONM ROTES INCREASES SO KOsl CEST AATES
L1 15 N L+ H]
1 CIFERATIHNG REVERLUES
2 Farled Flossosres 5 1.257. 180 L] 200420 15,70 % 1,485,327
3 Salen o Rassts o o]
4 Cri R orsery e 28,518 -G [
. Total Cpoerabing Beeanuns (R EL] SO0 AFE 13, 708 1A T
[
T OEERATING EXFENEES
;] CoperssSon and BMalmonercs Expanses
5 Producton Expormas
k[ =] Fusml Coest 378,288 ITE.ZHE
11 Purchased Posssr 2.519 B.E1E
12 Cther 1 =i ] (= = =]
13 Tota ] Frodescion Expaness Ao 454 [i] [ oSl A5
44 Transmission Expesan P 25,225
15 DEiribuiicn Expaniss £ 135 £0,136
R[] O ustorresy Arsnints Saperss 3a,rra2 33 Fra
17 Cusioess Samvios & Information Exporsn 115 115
18 Salan EapEnss =383 S3EE
18 Edminisratve & Garmral Exponss 128,153 1934 T 150554
0 Crifveer B gl o ia
| Aumeetisation of Dedermad Exparaia 284 20,455
== Totad Cinoraiicn and MMadmeramnce Expsircsa THEEFS 1,124 rad TAT HTT
fram]
24 Cepresciatfon Expansa FEI E62 o ia o W [
25
2465 Tasas Other Thae Inooms Taxnes SRESE =, e 1032 v
27
8 Brsty Inpomee Taxss
=5 Mormral = Surchangs 12,182 18,880 1.1=3 an,.z2a1
=0 Prowvisicn o Detasmad Incame TaExRS 3,040 3. 050
k<] Provision for Dobomed Inssma Tawes - Credil CF. T80 [ L]
az Total Shale Income Tax Expenss 19,507 TR G 1,150 =N =k
aa
34 Federal Foeome Taxoss
am, Hanmal @ Sunchaege aH EaT 2 BaE o 20 105,856
a5 Prowvision for Defermsd ncoms Toess A5.879 a5.878
a7 Prowision for Deferad Income Tames - Cradi e R 5 [,
a8 Total Faderal inoome Tax Expsrse 34, 320 62,843 £ o 0.4
a8
40 Tedal Oparadng Exps ik 1. 115584 = k] 5, 724 s W ]
a1
4 Mt Osssafng oome k3 164 Sl k3 118 70T E-3 7 84 5 a9 219
4=
24 Fate B s E B ASHE.FHT £ :EI_I5|§1.|T5T
+5
£ Fala of Slodom

4 5%
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PSIENERGY, MG,
CAIFSE MO, 42353

JIREDICTIONAL PROFORMA INCOM E STATEMENT
FOR THE TWELVE MONTHS ENDED SEFTEMBER 10, 2002

[DOLLARS M THOUSANDS)

OATA: 12 MONTHES ACTUAL SCHEDULE A-2
T+PE OF FLING: “x* ORIGINAL UFDATED REVISED PAGE 1 OF 1
WITHMERS RESFONSHLE:
L.T. HOWE
" RETAIL R0 FORMA RETAIL
LiNE AT CARRENT PROPOSED  UMBLLEDREY. & AT PROSOSED
HQ.  DESCRETION __RATES INCREASE  ADDITIONAL CLGT RATES
A} VB {5 LH
1 CPERATING REVENUES
2 Rilel Rmweue 5 1287100 0§ 0 200420 0§ 13nE § 1,485,327
3 Eaes for Masas 0 0
4 Civer Dpaatng Rineemime g8 _ I8 5185
5 Tetal Operating Revanuis 1,280,114 200,44 13,704 1A M
L
T CPERATING EXFENSES
B Dpersion and Mainienance Expardas
5 Praduction Expermas
106 Funl Cost 378,288 378,286
" Purchased Power 0,510 aEi1G
12 Other 106,625 } 106 22
13 Total Production Expents A ] 0 A3 4
14 Tranamiasion Expavag 20220 25,238
15 Disirirulion Expanis #1135 £0,136
16 Custormar Besounts Experss 33,772 e
17 Cugiores Sarvics 4 inform#tion Exporso 115 115
18 Salag Expanse 5,383 A1
18 EAdministratye & Geamital Expanss 158,153 1.134 7 180,354
20 Oftver Expin g o a
Fa Amorigation of Defermad Expiio 28455 . o 20,485
2 Total Oooration and Mainerance Exparse THAETE 1124 77 THTATT
e



Ea Aot e RS REY Y EERNER TR

Depracisicn Expansa
Tana Othar Than incom Taes

Gy neoime Tanes
Hormal 3 Sumcharg
Provasion for Dietamad Incofa THIHS
Provisie for Debamad Ingomi Taxes - Credi
Total Staie Incomé Tax Expents

Foderal Feome Taaes
Haimal and Surchaege
Provision for Dafertad Income Tames

Provision for Daferrad Income Tamée - Craai
Tkl Faderal ingome Tax Expenan

Tetal Oparafing Expéstiabs
Nat Oparafing lcome
Rt Hase

Rl of Redum

Tt R I - X
L SB0E 1 M
(FALE. 16,940 1,158 30,281
3,060 3,060
. (1.0 . [3.7400]
S 7 B3 j 8
3 T 62 43 4,246 108,056
B AM 15,878
A0 256] — o JA0
3 2,843 430 I 4
1,115.588 Rk a4 A0E
i 164528 3 | adi 214
L1 LI
451% 7.82%



Cost of Service Study

A cost of service study Is a process of
breaking down the revenue requirements
components into operational functions and
then classifying those items Into energy,
demand and customer related costs and then
allocating the costs to the customer classes
based on the concept of Cost Causation.




Functionalize and
Classify

Demand

step-up transformers

Generation (814 kV)

__—+ Customer

Demand-Customer

Drop lines to homes 14824 volts
distribution lines Voo —p20
{pole-top transformers) P

distribution subs
(step-down transformers)

transmission subs
(step-down transformers)

Sized based
on subset peak

Loads -- NCP

Common facilities
Sized based on system peak

CP may be more appropriatg




Total Revenue Requirements/Cost-of-Service

RR = O&M-A&G + non-income-taxes + annual-dep + income-taxes + r* (gross-plant — cum-dep £ minor-stuff)

|

(1) Functionalize (directly assign if yvou can - (2) Classify
otherwise use “functionalization factors™)
1# with temporary general category
2™ with functionalized general-plant and A&G
(i.e., without general category)
*Support of people” (direct labor/prosxy) vs.
*Support of plant”
Functionalized costs are easier to

classify

issue: (distribution) demand-customer % split
Minimum-plant (higher customer %)

Zero intercept (lower customer %)
Classified costs point to the appropriate set of

“allocation factors”™

(3) Allocate
Energy costs allocated with energy allocators
net kWh (after losses) vs. gross kwh

C]ass Revenue Requirements Demand costs allocated with demand allocators
. o ) 1-CP, n-CP, NCP, Avg.-Excess
b}f function b}*’ ClﬂSSlf]EﬂtlUI] Customer costs allocated with customer allocators
relative # customers
relative weighted-# customers

Bundled and Unbundled
Cost-based rate elements in Tariff

——

"3
! energy rate (§/kWh}; demand rate (kW) customer rate ($/cypymo)
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Cost of Service to Rate
Design

A Three-Step Process
e Step 1: Functionalization
o Step 2: Classification
o Step 3: Allocation
Key guestion to be asked at every step in the
process, “What caused the cost to be
Incurred?”




Step 1: Functionalization

The process of dividing the total revenue &%
requirement into functional components as
related to the electric operation of the
company (operating functions)

e Generation

e Transmission

e Distribution
 Meters & Services
e General




Step 2: Classification

The process of separating the functionalized N
costs Into classifications based on the

components of utility service being provided.

In other words, this is the process of

separating the functionalized costs into
classifications that relate to what costs are

sensitive to — energy generated, capacity demand or
number of customers.




Cost Classification
Categories

Demand-Related Costs: Those costs that vary Wl'th

the kW of instantaneous demand.

» Generation costs are driven by both demand and energy
requirements. All customers jointly use generation resources.
Generation capacity (investment in resources) is based on the
system peak demand.

Transmission costs are driven by demand. All customers jointly
use transmission resources. Transmission capacity (investment in
resources) is based on the system peak demand.

Distribution costs are driven by both demand and customer
requirements. As we move further “downstream” facilities are used
by a smaller subset of customers. Distribution capacity is based on
the peak demand of the local customer subset.




Cost Classification
Categories — cont.

by 4
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Energy-Related Costs: Those costs that var

with the kWh of energy.

o (GGeneration costs are driven by both demand
and energy requirements. All customers jointly
use generation resources. Variable generation
operating costs are the result of energy
produced by the generation resources.




Cost Classification
Categories — cont.

vary with the number of customers.

- Distribution costs are driven by both demand
and customer requirements. As we move
further “downstream’ a higher share of costs
are related to the provision of electric service to
the individual customer.




customer classes.
Customer Class Categories are based on such things
as size of load, the voltage level at which the

customer is served and other service characteristics
such as whether or not the customer has a demand

meter.

» The primary customer categories are Industrial (large and small)
Commercial (large and small) and Residential.

« Other categories include: Agricultural, General Service, Street
Lighting and Municipal.




Allocation — cont.

have been designated, particular functionalized
and classified costs are allocated among the

classes based on an allocation method which is

deemed the most consistent with cost causation.

 Different cost categories (demand, energy, customer) require
different allocation methods.




Allocation — cont.

o System Peak Responsibility (1CP, 4CP, 12 CP)
e Non-Coincident Peak Demand (NCP)
» Average and Excess

Energy-Related Cost Allocation Methods
« kWh of energy sold adjusted for losses

Customer-Related Cost Allocation Methods
 Number of Customers




Allocation — cont.

After the functionalization step is completed, some costs can .
be identified as logically incurred to serve only a particular
customer (or customer class). Cost-causation would dictate
that these cost are only allocated to that particular customer.

After the functionalization step is completed, some costs can
be identified as not being incurred by particular customer. For
example, secondary distribution lines are not used to serve
customers that take power at higher voltages. Cost-causation
would dictate that these costs not be allocated to these
particular customers.




Functionalize and
Classify

Demand

step-up transformers

Generation (814 kV)

__—+ Customer

Demand-Customer

Drop lines to homes 14824 volts
distribution lines Voo —p20
{pole-top transformers) P

distribution subs
(step-down transformers)

transmission subs
(step-down transformers)

Sized based
on subset peak

Loads -- NCP

Common facilities
Sized based on system peak

CP may be more appropriatg




Basic Cost-Based Rate Design:
Bundled & Unbundled Rate Elements

The cost of service study allocates the total revenue
requirement, that has been functionalized into generation,
transmission and distribution costs that are, in turn, classified
Into demand- energy- and customer-related costs, to each rate
class.

You now have a rate class specific revenue requirement that
Is broken down by function and classification. These are the
elements necessary to design rates.




Basic Cost-Based Rate Design: Bundled
& Unbundled Rate Elements — cont.

kKW of monthly metered customer billing
demand.

* Energy Charge: Measured in dollars per
KWh of monthly customer energy use.

e Customer Charge: Measured in dollars per
customer per month.




Demand Charges

e Derived by taking the demand-related costs and d|V|d|ng
these costs by customer class “billing demand”.

* The manner in which the demand charge is calculated must
be consistent with the manner in which individual customers
are metered; otherwise, the utility will over or under

collect its demand related cost of the class revenue
requirement.

e [or aclass wherein individual customers do not have
demand meters, demand-related cost must be recovered either
through the energy charge or the customer charge.




Energy and Customer
Charges

* Energy charges are derived by taking Hv
class energy-related costs and dividing these
costs by the class energy usage.

e Customer charges are derived by taking the
class customer-related costs and dividing by
the class “customer months”.

by 4
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Example: Residential Rates

e 181
Residential customers do not typically have demand
meters therefore; We cannot put into effect a demand
charge. Demand-related costs must be recovered
through either the energy or customer charge.

We now calculate the unbundled rate elements by
dividing each functionalized component of a

classified cost by the same billing determinants.
(Schedule 26)

] 2
(3



Schedule 26

Unbundled Ratesﬂesidential Class (Strategy ll)

[A] [B] [C] [D] [E] [F] [G] [H]
DISTRIBUTION
DIST. LINES &
Line TRANS- SuB- TRANS- METERS &
Mo. TOTAL GEN MISSION STATIONS FORMERS | SERVICES
(1) Demand-Related 99,308 22,849 | 14,524 22,223 9,713 0
2 | Energy-Related 36,005 | 36,005 | 0 0 0 0
(3) Customer-Related 18,342 0 0 0 5,728 12,615
4) | Total Costs 153,656 | 88.8 14,524 | 22,223 | 15,441 |1 2,615
(5) |Customer Charge 9.44 0.00 0.00 0.00 2.95 6.49
| |($ per month) 1
6) |Energy Charge 0.07171 | 0.04704 | 0.00770 | 0.01178 | 0.00515 000
($ per kWh)
) 1
Total Class MWh 1,886,867 (52,849+36,005) 12,615 x 1,000
+1,886,867 +1,944,000
Total Class Customer-months 1,944,000 S =649




Multiple Block Rate Design

o,

Rates (energy and/or demand rates) are differentiated by
monthly blocks in order to achieve a pricing or social goal.

The goal of rate differentiation may be:

More efficient use of scare resources — price tracks
marginal cost

Increased use of excess resources
Promotion of equity and concerns regarding ability to pay
Promotion of conservation and environmental concerns




Multiple Block Rate
Design — cont.

Rate differentiation can be structured as:
« Decreasing block rate structure
 Increasing block rate structure

Rate differentiation may be based on:

Blocks based on total usage levels
Blocks based on levels of demand (kW)
Blocks based on customer load factor (KWh/kW)

Time-of-usage blocks

» Dblocks of usage during periods of high system demand incur higher prices
Decreasing block rate structure — rate decrease with
successively higher usage blocks




Examples of Block Rates

Residential RATE: (IPL)
The sum of the Customer Charge and Energy Charge shown hereafter.

Customer Charge
* For bills of 0-325 KWH per month $ 6.70 per month
* For bills over 325 KWH per month $11.00 per month
Energy Charge
e Any part of the first 500 KWH per month 6.70¢ net per KWH
e Over 500 KWH per month 4.40¢ net per KWH
e With electric heating and/or water heating
over 1000 KWH per month 3.18¢ net per KWH




Examples of Block Rates

Residential Rate* (PSI)

Connection Charge .
First 300 kWh $0.092945 per kWh
Next 700 kWh $0.054178 per KWh
Over 1000 kWh $0.044464 per kWh
Monthly Minimum Charge

The minimum charge shall be the Connection Charge.




Examples of Rates

IPL Large Secondary Service RATE:
The Customer Charge; plus the sum of the Demand Charge and the
Energy Charge adjusted according to the "Power Factor" clause.

Customer Charge $103.33

Demand Charge

e First 500 KW of billing demand per month @ $10.55 net per KW
e Over 500 KW of billing demand per month @ $10.18 net per KW

Energy Charge 2.68¢ net per KWH




Examples of Rates

IPL High Load Factor Rate

Customer Charge $310.67

Demand Charge
For service at primary distribution voltage (4160 or 13,200 volts)
First 4000 KW of billing demand per month @ $11.11 net per KW
Over 4000 KW of billing demand per month @ $10.57 net per KW
For service at sub-transmission voltage (34,500 volts)
First 4000 KW of billing demand per month @ $10.95 net per KW
Over 4000 KW of billing demand per month @ $10.60 net per KW
For service at transmission voltage (138,000 or 345,000 volts)
First 4000 KW of billing demand per month @ $10.65 net per KW
Over 4000 KW of billing demand per month @ $ 9.90 net per KW

Energy Charge

» For service at primary distribution voltage  2.07¢ net per KWH

» For service at sub-transmission voltage 1.99¢ net per KWH

» For service at transmission voltage 1.99¢ net per KWH




Time-of-Use Pricing

1::::_ &
k.

The pricing of electricity based on the estimated cost of
electricity during a particular time block.

Time-of-use rates are usually divided into two or three time
blocks per twenty four hour period — and can be seasonally
adjusted.

In a time-of-use structure, higher prices are charged during
utility peak load times — the set of prices are fixed in the
tariff.

Such rates can provide an incentive for consumers to curb
power use during peak times.




Real-Time Pricing vs. TOU
Pricing

Real-time pricing differs from TOU rates in that it Is based on

actual (as opposed to forecasted) prices which may fluctuate
many time a day and are weather-sensitive, rather than
varying with a fixed schedule.

Real-time pricing is most applicable to utilities that purchase
a significant portion of their power from wholesale spot
markets

Utilities that generate their own power — particularly those
that operate under a fuel adjustment clause — have little to
gain from real-time pricing.




Interruptible Rates

Unbundled rate elements can serve as a useful gu )
for the determination of Interruptible Rates.
Interruptible Rates are discounted rates offered to
customers who agree to have their service (or at least
a portion of their service) interrupted.

Maximum Discount = Demand related charges -
determined on a case-by-case basis.




L=

Less notice time to interrupt = bigger discount

More maximum number of interruptions per year
= bigger discount

Longer maximum duration per interruption =

bigger discount

Interruption controlled by utility dispatch (rather
than by the customer) = bigger discount

Shorter minimum time between interruption =
bigger discount

Need to establish penalties for non-compliance.




