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Rate DesignRate Design –– General PracticesGeneral PracticesRate Design Rate Design General PracticesGeneral Practices

After the revenue requirement is After the revenue requirement is qq
determined, rates are designed that will determined, rates are designed that will 
generate the revenue requirement.generate the revenue requirement.

A cost of service study (COSS) is used to A cost of service study (COSS) is used to 
determine the amount of the revenue determine the amount of the revenue 

i t t  b  ll t d t  h i t t  b  ll t d t  h requirement to be allocated to each requirement to be allocated to each 
customer class.customer class.

The Commission’s general objective is to The Commission’s general objective is to 
prevent subsidies between and within prevent subsidies between and within 
customer classescustomer classes
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customer classes.customer classes.



COSSCOSS -- WaterWaterCOSS COSS WaterWater

Two Methods have been accepted by Two Methods have been accepted by Two Methods have been accepted by Two Methods have been accepted by 
the Commission in the past.the Commission in the past.

1)1) BaseBase--Extra CapacityExtra Capacity

2)2) Modified Commodity DemandModified Commodity Demand)) yy
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BaseBase--Extra CapacityExtra CapacityBaseBase Extra CapacityExtra Capacity
Used by 1 large IOU.  A modified version used by 2 large Used by 1 large IOU.  A modified version used by 2 large 

water districtswater districtswater districts.water districts.

Cost are separated into the following categories for allocation Cost are separated into the following categories for allocation 
to different customer classes:to different customer classes:o d e e cus o e c asseso d e e cus o e c asses

1)1) Base Costs Base Costs –– cost to serve average load conditions.cost to serve average load conditions.
2)2) Extra Capacity Costs Extra Capacity Costs –– cost to serve in excess of average cost to serve in excess of average 

ditiditiconditions.conditions.
3)3) Customer Costs Customer Costs –– cost to serve regardless of usage or cost to serve regardless of usage or 

demand.demand.
4)4) Fire Protection Costs Fire Protection Costs –– cost to meet potential peak cost to meet potential peak 4)4) Fire Protection Costs Fire Protection Costs cost to meet potential peak cost to meet potential peak 

demand for fire protection.demand for fire protection.
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BaseBase--Extra Capacity Extra Capacity –– Resulting Resulting 
R D iR D iRate DesignsRate Designs

Large IOU uses this method to establish different Large IOU uses this method to establish different gg
rates for each class of customer.  Rate design rates for each class of customer.  Rate design 
includes flat meter charge and flat volumetric includes flat meter charge and flat volumetric 
rate.  The meter charge is dependant on meter rate.  The meter charge is dependant on meter g pg p
size.  The volumetric rate is dependant on the size.  The volumetric rate is dependant on the 
class of customer.class of customer.

Two large districts use a modified version to Two large districts use a modified version to 
establish a rate design that includes a meter establish a rate design that includes a meter 
charge and a declining block rate  The meter charge and a declining block rate  The meter charge and a declining block rate. The meter charge and a declining block rate. The meter 
charge is dependant on the meter size.  The charge is dependant on the meter size.  The 
same declining block rates are charged to all same declining block rates are charged to all 
meter sizes and customer classificationsmeter sizes and customer classifications

55

meter sizes and customer classifications.meter sizes and customer classifications.



Modified Commodity DemandModified Commodity DemandModified Commodity DemandModified Commodity Demand

Used by smaller  less sophisticated Used by smaller  less sophisticated Used by smaller, less sophisticated Used by smaller, less sophisticated 
water systemswater systems

Costs are classified into one of the Costs are classified into one of the 
th  f ll ith  f ll ithree following:three following:

Commodity CostsCommodity Costs
Demand CostsDemand Costs
Customer CostsCustomer Costs
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Customer CostsCustomer Costs



Modified Commodity DemandModified Commodity DemandModified Commodity DemandModified Commodity Demand
Information available from small utilities very limited.Information available from small utilities very limited.

Studies are very subjectiveStudies are very subjectiveStudies are very subjective.Studies are very subjective.

Typical Rate Design:Typical Rate Design:
Minimum Bill with Volumetric Declining Block Rates. (KPSC Minimum Bill with Volumetric Declining Block Rates. (KPSC 
h i i i li i l k )h i i i li i l k )showing interest in Inclining Block Rates)showing interest in Inclining Block Rates)

Typically try to capture at least 80 percent of residential Typically try to capture at least 80 percent of residential 
customers in first two steps.  5,000 gallons is general                  customers in first two steps.  5,000 gallons is general                  p g gp g g
standard:standard:

Minimum Bill Up to 2,000 gallonsMinimum Bill Up to 2,000 gallons
Next 3,000 gallonsNext 3,000 gallons

Declining Block Rates apply to all customer classes.Declining Block Rates apply to all customer classes.

Minimum bill for each meter size is often based on its Minimum bill for each meter size is often based on its 
equivalent maximum flow rate but not requiredequivalent maximum flow rate but not required
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equivalent maximum flow rate but not required.equivalent maximum flow rate but not required.



Modified Commodity DemandModified Commodity DemandModified Commodity DemandModified Commodity Demand
Equivalent Meter Factors based on Maximum Flow RatesEquivalent Meter Factors based on Maximum Flow Rates

5/8”5/8” Gallons inGallons in
Meter SizeMeter Size EquivalentEquivalent Minimum BillMinimum Bill
5/8”5/8” 1.01.0 2,0002,000// ,,
1”1” 2.52.5 5,0005,000
1 ½1 ½ 5.05.0 10,00010,000
2”2” 10.010.0 20,00020,000
3”3” 15 015 0 30 00030 00033 15.015.0 30,00030,000
4”4” 25.025.0 50,00050,000
6”6” 50.050.0 100,000100,000
8”8” 75.075.0 150,000150,000
10”10” 125.0125.0 250,000250,000
12”12” 200.0200.0 400,000400,000
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Case Review of Modified Case Review of Modified 
C di D dC di D dCommodity DemandCommodity Demand

COSS filed by GarrisonCOSS filed by Garrison--
Quincy Water District in Quincy Water District in 
Case No  2007Case No  2007 0047600476Case No. 2007Case No. 2007--0047600476
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COSS COSS –– Water Water –– NonNon--Metered Metered 
S iS iServicesServices

One regulated water utility serving One regulated water utility serving One regulated water utility serving One regulated water utility serving 
approximately 350 customers approximately 350 customers 
operates without the use of customer operates without the use of customer operates without the use of customer operates without the use of customer 
meters.meters.

Flat monthly rates are applied.Flat monthly rates are applied.
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COSSCOSS –– ElectricElectricCOSS COSS ElectricElectric

First Step: Expenses are “Functionalized” First Step: Expenses are “Functionalized” First Step: Expenses are Functionalized  First Step: Expenses are Functionalized  
into one of the following:into one of the following:

1)1) ProductionProduction
2)2) TransmissionTransmission2)2) TransmissionTransmission
3)3) DistributionDistribution
4)4) Customer AccountsCustomer Accounts4)4) Customer AccountsCustomer Accounts
5)5) Administrative and GeneralAdministrative and General
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COSSCOSS –– ElectricElectricCOSS COSS ElectricElectric

Second Step: Functionalized Costs are Second Step: Functionalized Costs are Second Step: Functionalized Costs are Second Step: Functionalized Costs are 
Classified into one of following:Classified into one of following:

1)1) Commodity (Energy) RelatedCommodity (Energy) Related
2)2) Customer RelatedCustomer Related
3)3) Demand RelatedDemand Related))
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COSSCOSS –– ElectricElectricCOSS COSS ElectricElectric
Third Step: Classified Costs are Allocated to each Third Step: Classified Costs are Allocated to each 

C t  ClC t  ClCustomer Class.Customer Class.

Commodity related costs are allocated based on Commodity related costs are allocated based on yy
testtest--year sales.year sales.

Customer related costs are allocated using a Customer related costs are allocated using a Customer related costs are allocated using a Customer related costs are allocated using a 
variety of factors that are generally based on the variety of factors that are generally based on the 
number of customers served and the investment number of customers served and the investment 
necessary to serve those customers.necessary to serve those customers.

Demand Related Charges are allocated using one Demand Related Charges are allocated using one 
of a variety of methods.of a variety of methods.
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Common Methods to Allocate Common Methods to Allocate 
El i D d ChEl i D d ChElectric Demand ChargesElectric Demand Charges

1)1) 12 Coincident Peak  used by RECC’s 12 Coincident Peak  used by RECC’s 1)1) 12 Coincident Peak, used by RECC s 12 Coincident Peak, used by RECC s 
and one IOUand one IOU

2)2) 6 Coincident Peak6 Coincident Peak2)2) 6 Coincident Peak6 Coincident Peak
3)3) Base Intermediate Peak, used by 2 Base Intermediate Peak, used by 2 

IOU’sIOU’sIOU sIOU s
4)4) Average and Excess, used by 1 IOUAverage and Excess, used by 1 IOU
5)5) S /NS /N S  d b  1 IOUS  d b  1 IOU5)5) Summer/NonSummer/Non--Summer, used by 1 IOUSummer, used by 1 IOU
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12 Coincident Peak12 Coincident Peak12 Coincident Peak12 Coincident Peak

Determines the highest single hour’s Determines the highest single hour’s Determines the highest single hour s Determines the highest single hour s 
system load for each month of a 12 system load for each month of a 12 
month period and sets the “system month period and sets the “system month period and sets the system month period and sets the system 
peak” equal to the average of all 12 peak” equal to the average of all 12 
months   Each class’s coincident months   Each class’s coincident months.  Each class s coincident months.  Each class s coincident 
peak is that class’s average load peak is that class’s average load 
during those 12 highest hoursduring those 12 highest hoursduring those 12 highest hours.during those 12 highest hours.
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6 Coincident Peak6 Coincident Peak6 Coincident Peak6 Coincident Peak

Same as 12 coincident peak except Same as 12 coincident peak except Same as 12 coincident peak except Same as 12 coincident peak except 
that only the 3 months with the that only the 3 months with the 
highest peak during the cooling highest peak during the cooling highest peak during the cooling highest peak during the cooling 
months and 3 months with the months and 3 months with the 
highest peak during the heating highest peak during the heating highest peak during the heating highest peak during the heating 
months are used.months are used.
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Base Intermediate PeakBase Intermediate PeakBase Intermediate PeakBase Intermediate Peak
A timeA time--differentiated method that assigns differentiated method that assigns gg

production plant costs to three rate periods: peak production plant costs to three rate periods: peak 
hours, secondary peak (intermediate) hours, and hours, secondary peak (intermediate) hours, and 
base loading hours   In the analysis  units are base loading hours   In the analysis  units are base loading hours.  In the analysis, units are base loading hours.  In the analysis, units are 
ranked from lowest to highest operating costs.  ranked from lowest to highest operating costs.  
Those with the lower costs are assigned to all Those with the lower costs are assigned to all 
h d h h dh d h h dthree periods, those with intermediate costs are three periods, those with intermediate costs are 

assigned to the intermediate and peak periods, assigned to the intermediate and peak periods, 
and those with the highest operating costs are and those with the highest operating costs are g p gg p g
assigned to the peak rating period only.assigned to the peak rating period only.
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Base Intermediate PeakBase Intermediate PeakBase Intermediate PeakBase Intermediate Peak
Common allocations methods for Common allocations methods for 

categorized costs include:categorized costs include:
1)1) coincident peak allocation factors can coincident peak allocation factors can 
be used for peak be used for peak production plant costsproduction plant costsbe used for peak be used for peak production plant costs.production plant costs.
2)2) intermediate production plant costs are intermediate production plant costs are 
allocated using allocated using an allocator based on an allocator based on 
th  l ’ t ib ti  t  th  l ’ t ib ti  t  d d i  d d i  the classes’ contributions to the classes’ contributions to demand in demand in 
the intermediate or shoulder period.the intermediate or shoulder period.
3)3) base load production plant costs are base load production plant costs are 3)3) base load production plant costs are base load production plant costs are 
allocated using the allocated using the classes’ average classes’ average 
demands for the base or offdemands for the base or off--peak peak 

rating periodrating period
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rating period.rating period.



Average and ExcessAverage and ExcessAverage and ExcessAverage and Excess

Allocates demand costs to rate classes Allocates demand costs to rate classes Allocates demand costs to rate classes Allocates demand costs to rate classes 
using a factor that combines the using a factor that combines the 
classes’ average demands and nonclasses’ average demands and non--classes  average demands and nonclasses  average demands and non
coincident peak demands.coincident peak demands.
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Summer/NonSummer/Non--SummerSummerSummer/NonSummer/Non SummerSummer

A time differentiated method designed A time differentiated method designed A time differentiated method designed A time differentiated method designed 
to allocate capacity costs based on to allocate capacity costs based on 
the weighted class average the weighted class average the weighted class average the weighted class average 
coincident peak demand coincident peak demand 
contributions during the maximum contributions during the maximum contributions during the maximum contributions during the maximum 
system load for the summer and system load for the summer and 
nonnon--summer monthssummer monthsnonnon summer months.summer months.
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Case Review of COSS using 12 Case Review of COSS using 12 
C i id P kC i id P kCoincident PeakCoincident Peak

Meade County RECC in Meade County RECC in 
Case No  2010Case No  2010 0022200222Case No. 2010Case No. 2010--0022200222
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QUESTIONS?QUESTIONS?
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Didi madloba

THANK YOU

Didi madloba

THANK YOU
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