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Jess Totten, DirectorJess Totten, Director

Public Utility Commission of TexasPublic Utility Commission of Texas

Briefing for the NARUC/INE Partnership

Tariff Development III:  Cost of Service 
Studies for Electric Utilities
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OverviewOverview

Steps in Setting RatesSteps in Setting Rates
Information for Allocating Costs and Designing Information for Allocating Costs and Designing 
RatesRates
Schedules Schedules 
TariffTariff

3

Rate Design or “How the Pie is Rate Design or “How the Pie is 
Sliced”Sliced”

Determine Cost 
to Serve

Design Rates to 
Reflect Cost and 
Produce Required 

Revenue                
by Customer Class

Residential   Commercial

Industrial

Total Revenue 
Requirement

Retail

Allocate Costs to 
ClassesResidential   Commercial

Industrial
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Information for Allocating Costs Information for Allocating Costs 
and Designing Ratesand Designing Rates

CostsCosts
ConsumptionConsumption
Billing DeterminantsBilling Determinants
Tariff Tariff 

Rate = Cost/Billing DeterminantsRate = Cost/Billing Determinants
Charge = Rate * Billing DeterminantsCharge = Rate * Billing Determinants
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Information for Allocating Costs Information for Allocating Costs 
and Designing Ratesand Designing Rates

Expenses, Invested Capital, Rate of ReturnExpenses, Invested Capital, Rate of Return
ConsumptionConsumption
WeatherWeather
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Expenses, Invested Capital, Rate Expenses, Invested Capital, Rate 
of Returnof Return

FuelFuel
Purchased PowerPurchased Power
Operations and MaintenanceOperations and Maintenance
Factoring, uncollectibleFactoring, uncollectible
Depreciation, amortizationDepreciation, amortization
Payroll TaxesPayroll Taxes
State and Local TaxesState and Local Taxes
Federal Income TaxFederal Income Tax
Interest on Customer Interest on Customer 
Deposits Deposits 

ReturnReturn
Cost of DebtCost of Debt
Cost of Preferred StockCost of Preferred Stock
Cost of EquityCost of Equity

Electric Plant in ServiceElectric Plant in Service
Construction Work in Construction Work in 
ProgressProgress
Working Cash AllowanceWorking Cash Allowance
Materials and SuppliesMaterials and Supplies
Base Rate RevenueBase Rate Revenue
Fuel RevenueFuel Revenue
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ConsumptionConsumption

Number of customers by classNumber of customers by class
KilowattKilowatt--hour sales by classhour sales by class
Class coincident peakClass coincident peak

Requires statistical sampling with demand metersRequires statistical sampling with demand meters

Revenue by classRevenue by class
Provide testProvide test--year actual information and any year actual information and any 
adjustmentsadjustments

Weather normalization adjustment or customer adjustment Weather normalization adjustment or customer adjustment 
(classification or number)(classification or number)
Annual and monthly information, historical informationAnnual and monthly information, historical information
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AdjustmentsAdjustments

If number of customers is increasing or If number of customers is increasing or 
decreasing, should rates reflect the most current decreasing, should rates reflect the most current 
informationinformation
Weather normalization reduces fluctuations Weather normalization reduces fluctuations 
related to extremes of weather (significant issue related to extremes of weather (significant issue 
in many US states)in many US states)

What would consumption be if weather were normalWhat would consumption be if weather were normal
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WeatherWeather

Heating degree daysHeating degree days
Cooling degree daysCooling degree days
Provide testProvide test--year actual and historical year actual and historical 

CDD = Sum of (average temp CDD = Sum of (average temp –– 18 degrees)18 degrees)
HDD = Sum of (18 degrees HDD = Sum of (18 degrees –– average temp)average temp)
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Cost Allocation and Rate Design Cost Allocation and Rate Design 
SchedulesSchedules

Allocation of cost categoriesAllocation of cost categories
Allocation of total revenue requirements and Allocation of total revenue requirements and 
resulting cost increaseresulting cost increase
Proof of revenue for resulting ratesProof of revenue for resulting rates
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Allocation of Production CostsAllocation of Production Costs

103,074,262103,074,262100%100%2,240,0832,240,083TotalTotal

3,413,8873,413,8873.31%3.31%74,19374,193MunicipalMunicipal

65,017,89465,017,89460.08%60.08%1,413,0151,413,015C&IC&I

2,945,6522,945,6522.86%2.86%64,01764,017Small Small 
CommercialCommercial

31,696,83031,696,83030.75%30.75%688,858688,858ResidentialResidential

RevenueRevenuePercentagePercentageAllocation Allocation 
3CP3CP

ClassClass
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Results of Cost AllocationResults of Cost Allocation----Revenue Revenue 
Increase by Class ($ in millions)Increase by Class ($ in millions)

313.3313.37.8%7.8%22.922.9295.4295.4TotalTotal

16.416.47.0%7.0%1.11.115.415.4MunicipalMunicipal

182.0182.06.0%6.0%10.210.2171.8171.8C&IC&I

14.614.65.8%5.8%0.80.813.813.8Small Small 
CommercialCommercial

105.2105.211.5%11.5%10.810.894.594.5ResidentialResidential

RevenueRevenuePercentPercentIncreaseIncreasePresent Present 
RevenueRevenue

ClassClass
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Proof of RevenueProof of Revenue----ResidentialResidential

(3,966)(3,966)Rounding ErrorRounding Error

105,284,250105,284,250TotalTotal

92,413,48492,413,4842,456,640,6302,456,640,630Energy TotalEnergy Total

47,098,82447,098,824$0.03249$0.032491,449,640,6301,449,640,630Energy WinterEnergy Winter

45,314,66045,314,660$0.04500$0.045001,006,992,4441,006,992,444Energy SummerEnergy Summer

12,866,80012,866,800$5.10$5.102,522,9022,522,902Service AvailabilityService Availability

RevenueRevenueChargeChargeBilling Billing 
DeterminantsDeterminants

Rate ElementRate Element
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Residential TariffResidential Tariff

APPLICABLE:  APPLICABLE:  To residential customers for electric service used for domestic To residential customers for electric service used for domestic purposes in private purposes in private 
residences and separately metered individual apartments  . . .  residences and separately metered individual apartments  . . .  measured through one kilowatt measured through one kilowatt 
hour meter, where facilities of adequate capacity and suitable vhour meter, where facilities of adequate capacity and suitable voltage are adjacent to the premises oltage are adjacent to the premises 
to be served.  to be served.  

TERRITORY:  TERRITORY:  Texas service territory.Texas service territory.
RATE:RATE: Service Availability Charge: $5.10 per month.Service Availability Charge: $5.10 per month.
Energy Charge:Energy Charge:

4.500¢ per kWh for all kWh used per month during each summer mon4.500¢ per kWh for all kWh used per month during each summer monthth
3.656¢ per kWh for all kWh used per month during each winter mon3.656¢ per kWh for all kWh used per month during each winter monthth

WINTER MONTHS:WINTER MONTHS: The billing months of October through May.The billing months of October through May.
SUMMER MONTHS:SUMMER MONTHS: The billing months of June through September.The billing months of June through September.
FUEL COST RECOVERY AND ADJUSTMENTS: FUEL COST RECOVERY AND ADJUSTMENTS: The charge per kilowatt hour of the above The charge per kilowatt hour of the above 

rate shall be increased by the applicable fuel cost recovery facrate shall be increased by the applicable fuel cost recovery factor per kilowatt hour. This rate tor per kilowatt hour. This rate 
schedule is subject to other applicable rate adjustments as in eschedule is subject to other applicable rate adjustments as in effect from time to time in this tariff.ffect from time to time in this tariff.

SECONDARY DISTRIBUTION FUEL COST RECOVERY FACTOR:SECONDARY DISTRIBUTION FUEL COST RECOVERY FACTOR:
The Secondary Distribution fuel cost recovery factor to be billeThe Secondary Distribution fuel cost recovery factor to be billed is 3.4975¢ per kilowattd is 3.4975¢ per kilowatt--hour and hour and 

shall apply when service is metered at less than approximately 1shall apply when service is metered at less than approximately 12 kV.2 kV.


