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Cost of service/rate design

e |nter class subsidies
e How the Issue Is addressed:

o Each class allocated costs and plant as If it
were a company

e An Income statement is prepared for each
class

e A rate of return and dollar return 1s derived
for each class




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
e The concept of gradualism.
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Technical Losses

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

e Both terms are misleading as the losses
come from more than the lines and if you
know where it went, It Is not unaccounted

{o]§




Technical losses

unusual

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

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




Technical losses

e Transformation losses
e Real line losses

e Reductions of losses below 2% are
generally not possible given current state
of the equipment

o |f the current electric system Is a given,
most significant issue Is tree trimming




Technical losses

o Accounting for the “losses” Is a key point
e Where did the kWh go?

v" Generation Station use should be net of power used to
produce the electricity

v" Electricity used in the utility’s own office buildings
should be accounted for

v’ Lighting sales should be accounted for by using statistical
representation or calculations

v’ Flat rates for residential customers should be done as
lighting above but eventually and gradually eliminated

v" Billing cycles




SOUTHERN INDIAMNA GAS AND ELECTRIC COMPANY
Determination of Average System Losses based on
Twelve Months Ended December 31, 2004

Line
MNo.

Description

kwWh

10.

11.

12,

13.

14.

15.

Sources of Energw

Generation (Excludes station use)

Steam

Nuclear

Hydro

Other

Total Net Generation
Purchases (MNet)

Interchanges {(MNet)

Transmission for/by others-Wheeling (Net)

Total kWh available

Disposition of Energy

Sales to retail customers

Sales for resale (Wholesale)

Company use (Office, Maintenance bldgs, etc.)

Total kWh accounted for

Total energy losses (9 less 13)

Average system losses (14 divided by 9)

6,461,933,400

47,738,800

6,5309,672,200
3,469,610,190

39,274,000

10,018,556,390

5,560,235,576
4,151,929,777

8,664,009

9,720,829,362

297,727,028

2.97%
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INDIANAPOLIS POWER & LIGHT COMPANY

Determination of Average System Losses
Based on Twelve Months Ended December 31, 2004

- )
Line Line z EI’
No. Description KWH MNo. ] EE

Sources of Energy
Generation (Excludes Station Use)

1 Steam 16,697 .,861,000 1

2 Muclear = 2

3 Hydro - 3

4 Other o] 4

5 Total Net Generation 16,697 ,861,000 5

& Purchases (Met) (1,262,549,000) &

7 Interchanges (MNet) - 7

8 Transmission for/by Others - Wheeling (Met) ] 8

9 Total KWH Awvailable 15,435,312,000 S
Disposition of Energy

10 Billed & Unbilled Sales to Retail Customer 14,590,398,266 10

11 Sales for Resale (Wholesale) 47,280,000 11

12 Company Use (Office, Maintenance Bldgs., etc.) 25,150,161 12

13 Total KWH Accounted for 14,.662,828,427 13

14 Total Energy Losses (9 less 13) 772,483,573 14

15 Average System Losses (14 Divided by 9 in %) 5.005% 15

1, Barry J. Bentley, Director, for and on behalf of Indianapolis Power & Light Company, certify that the foregoing
Determination of Average Systemn Losses is true and correct to the best of my knowledge and belief.

Barry.J Bentiey
i Indianapolis Power & Light Company

Determination of Average System Losses. xisAVG_LOSS 2004 DRD  1/12/2005
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Rate of Return

* Hope and Bluefield US Supreme Court ™
Decisions




THE RATE OF RETURN FORMULA INCOME STATEMENT
AND ITS SOURCES REVENUES
— OPERATING EXPENSES
OPERATING INCOME

NTEREST (AND PREFE IDE
NET INCOME

COST OF MONEY

COST OF DEBT

+ COST OF PREFERRED RATE OF RETURN % = RETURN

+ COST OF COMMON EQUITY RATE BASE

COST OF CAPITAL

Ly

BALANCE SHEET
ASSETS LIABILITIES

PLANT IN SERVICE COMMON EQUITY

~ DEPRECIATION + PREFERRED STOCK
NET PLANT IN SERVICE | + LONG TERM DEBT
+ OTHER ASSETS CAPITALIZATION
TOTAL ASSETS (NET) | + SHORT TERM DEBT
TOTAL CAPITAL

+ OTHER LIABILITIES
TOTAL LIABILITIES




Rate of Return

e DCF -Discounted Cash Flow

 CAPM-Capital Asset Pricing Model
 RP-Risk Premium




Summary of ROE Estimates and Areas of llﬂﬂagrmmem

Witness / Party

.l-fnrm .n"PS.I'

_Inman / IURC

Kawfman / OUVCC

(rorman | PSI- |38
G ;

10. 0.20 - 10, TD*

9.21%

7.98 - 8.50%

10.90 -

10.70 - 13 60%

1042 - [3.52%

794~ 10.1%

%.50- 9.80%

e

0. 10

12.30%

960 1102%

||3D IMI:IfE

11,30 - 11.40%

NA

NA

NA

T ——

Recommendation

11.50%

10.25 - 10.50%

9.15%

10.90 - [140%

10,30 - 1210%

NA

SR

B4R - 9.09%

£.02-967%

=]

10.90 - 12.50%
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NA

[1.30 = 1 1.40%

NA

NA

e —_—

11.20%

10,33 - 10,55 %

9.05%

Major Areas of Disagreement - All Modely

Floatalion costs Adjustroen

(.30%

[

0.15%

0.05 - 0.10%

T

Beta

0N

077

0.65 -0.70

0.6

Market Risk Premium Mean
"Anthmetic vs, Geometric”

ECAFM

| Adithmetic

Hnlh

Both

Arithmetic

Accepl

REJ:LI.

Reject

Reject
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Full-Y ear

Half-Year

Half-Year
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_ 000%
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Overview of Statutory Cost Recovery
Proceedings in Indiana

Prepared By Scott R. Storms
Chief Administrative Law Judge
Indiana Utility Regulatory Commission
October, 2005
Tirana, Albania




Mechanisms to Recover Costs Outside g __

Rate Case

e Fuel Adjustment
Clause (“FAC”)
proceedings, IC 8-1-
2-42(a).

» Allows for the recovery of

fuel costs used to generate
electricity.

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

.......
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Mechanisms to Recover Costs Outside g

Rate Case

e 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.

iiiiiiiii

"
*5
*y




P
5
e |

Mechanisms to Recover Costs Outside
Rate Case "%

............

» Various additional mechanisms designed

“track costs” that are outside a utility’s control.

e Purchased Power Costs

e Costs associated with Regional Transmission Organizations
(“RTO”) may, in some instances, be recovered through a tracking
mechanism.




e 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.




e 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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