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Cost of service/rate design

• Inter class subsidies
• How the issue is addressed:
• Each class allocated costs and plant as if it 

were a company
• An income statement is prepared for each 

class
• A rate of return and dollar return is derived 

for each class
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Cost of Service/rate design

• The general concept is that if each class is 
earning the same return, that is the overall 
return for the company, no subsidies exist.

• What to do if the returns are unequal
• The concept of gradualism.
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Technical Losses

• In US, generally goes by the term “line 
loss” or “unaccounted for” 

• Both terms are misleading as the losses 
come from more than the lines and if you 
know where it went, it is not unaccounted 
for
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Technical losses

• For water industry, losses of 15 % not 
unusual

• For gas industry, losses are usually less 
than 1 %

• For electric industry, losses around 5% or 
less are typical
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Technical losses

• Transformation losses
• Real line losses
• Reductions of losses below 2% are 

generally not possible given current state 
of the equipment

• If the current electric system is a given, 
most significant issue is tree trimming
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Technical losses
• Accounting for the “losses” is a key point
• Where did the kWh go?

Generation Station use should be net of power used to 
produce the electricity
Electricity used in the utility’s own office buildings 
should be accounted for
Lighting sales should be accounted for by using statistical 
representation or calculations
Flat rates for residential customers should be done as 
lighting above but eventually and gradually eliminated
Billing cycles
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Rate of Return

• Hope and Bluefield US Supreme Court 
Decisions
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Rate of Return

• DCF –Discounted Cash Flow
• CAPM-Capital Asset Pricing Model
• RP-Risk Premium
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Mechanisms to Recover Costs Outside of a 
Rate Case

• Fuel Adjustment 
Clause (“FAC”) 
proceedings, IC 8-1-
2-42(a).
• Allows for the recovery of 

fuel costs used to generate 
electricity.

• Typically done in quarterly 
“summary” proceedings 
limited to this single issue.



18

Mechanisms to Recover Costs Outside of a 
Rate Case
• Environmental Cost 

Proceedings.
• Allows for review and 

approval of costs associated 
with new and innovative 
pollution control equipment 
outside of a rate proceeding. 

• Commission reviews and 
approves initial cost estimate 
and reviews expenditures 
quarterly.  Rates are then 
adjusted as necessary.
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Mechanisms to Recover Costs Outside of a 
Rate Case

• Various additional mechanisms designed to 
“track costs” that are outside a utility’s control.
• Purchased Power Costs
• Costs associated with Regional Transmission Organizations 

(“RTO”) may, in some instances, be recovered through a tracking 
mechanism.
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Impact of Non-Rate Case Proceedings

• Benefits
• Allows for assured financing of very expensive projects due to 

the prompt assured recovery of expenditures from ratepayers 
following ongoing review and approval by the Commission. 

• Limited review does not require evaluation of all issues that 
would be presented in a rate case.

• Gradual upward adjustment in rates limits shock to ratepayers.
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Impact of Non-Rate Case Proceedings

• Drawbacks
• Increases rates without a full evaluation of potential cost savings.
• Limited scope of proceeding may not encourage the careful and 

full examination of all possible environmental compliance 
options.

• Recovery of costs in this manner may provide an incentive for a 
utility not to present a rate case to the Commission.

• Gradual upward adjustment in rates.
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