
SUMMARY OF DECISION NO. C79-1111, GENERIC RATE 
PROCEEDING, CASE NO. 5693, ISSUED BY THE 
PUBLIC UTILITIES COMMISSION OF THE STATE 

OF COLORADO ON JULY 27, 1979 

, Oh July 13, 1976, the Colorado Public Utilities Commission 
initiated a proceeding to consider a number of broad issues relating to 
electric utility rate structures. All utilities which are regulated by 
the Commission were made, parties to the proceeding. In addition many 
other divergent <interests (incl~ding consumer and industry groups) 
participated in the proceeding. Because the proteeding involved a range 
of issues and a large number of parties, it was called a IIGeneric ll case. 
Extensive , open hearings were held. On July 27, 1979, the Commission 
issued Decision No. C79-11l.1 which deals with a wide range of sUbstantive 
utility issues. Specifically, the .Decision is divided into the following 
sections: 

L Goals of Regulation (pp. 34-45) 

2,. The Federa 1 Pub 1 i c Uti 1 tty Regulatory Pol icy Act of 
1978 (pp. 46-53) 

3. Resource Management - Power Pooling (pp~ 54-71) 

4. Load Management (pp. 71-80) 

5. Co-Generation (pp. 80-83) 

6. Costing Methodology (pp.84';'131) 
a. Marginal and Ave.rage Cost 
b. Time-of-Day Rates 

7. Declining Block Rates (pp.132-138) 

8. Lifeline Rates (pp. 138-143) 

9. All-Electric Rates (pp. 143-148) 

10. Solar Energy and Heat Storage Rates (pp. 148-152) 

11. Appendi ces A-F (pp. 157-193) 

The findings and conclusions of each of the above-outlined sections are 
summarized below~ 

GOALS OF REGULATION 
'. 

The primary responsibility of regulation is to asssure that 
rates charged for electricity are the lowest possible commensurate with 
the provision of adequate service~ The Commission indicates that in 
fulfilling this responsibility the following regulatory goals must be 
recognized: (1) revenue __ , adequacy; (2) efficiency of operation; (3) 
conservation of capital and energy; and (4) equity of rates as between 
classes ' of customers a'nd among customers within any given class. In 
recogniti on of the 'overriding importance of the above goals, the 
Commission initiated the generic hearing pro~ess. The Conunission notes 
that its ability to meet these goals is limited ' in terms of its jurisdiction 
and resources, and states its intention of moving cautiously, in this 
and subsequent decisions, to assure that the generic goals established 
are beneficial to the consuming public as well as reasonably susceptible 
to implementation by the utilities involved. 
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THE FEDERAL PUBLIC UTILITY REGULATORY POLICY ACT OF 1978 

The Commission initiated its generic hearing process on July 13, 
1976 . . After hearings in this proceeding were concluded, the Public 
Ut.i1ity Regulatory PoHcy Act (PURPA) was passed by Congress and signed 
into law, becoming effective in January of 1979. It is interesting to 
note that the purposes of Title I of PURPA resemble strikingly this 
Commission's goals of regulation. Moreover, the ratemaking standards 
outlined in the Act are virtually identical to the issues considered in 
the generic proceedings. This section of the Decision spells out the 
provisions of PURPA and the extent of the Commission's compliance 
therewith. 

RESOURCE MANAGEMENT - POWER POOLING 

Resource management is defined as the matching by the utility 
of its supply of electricity and its customer load at any given time. 
Efficient resource management is achieved by meeting customer load, 
by each utility individually or~5 a member of a group or pool, with 
the least expensive commitment of capital and energy resources. 
Achievement of that goal results in minimizing consumers' rates. 

In this regard, the Decision describes current operations and 
planning in Colorado including the present degree of cooperative 
planning and coordinatiorl among Colorado utilities. The Commission 
outlines certain impediments to further coordination. but concl~des 
that Colorado utilities are not taking full · advantage of the opportunities 
that may be available to achieve the benefits of a more unified approach 
to resource management. In conclusion, the Commission sets forth the 
steps it plans to take to encourage Colorado utilities to pursue the 
benefits of greater c06rdination. 

LOAD MANAGEMENT 

Load management is defined as any method of altering or controlling 
the timing or magnitude of a utility's load. The purpose of load manage­
ment is the reduction of a utility or system peak, whi ch over time wi 11 
allow the moderation of capital expenditures for generation and tr'ans­
mission f~cilities ultimately minimizing rates. Load management can 
be accomplished directly by the utility or through the action of the 
customer. 

The Commission discusses the limited implementation of load 
management in Colorado at present, the range of available techniques, 
and the potential benefits to a utility system and its customers of 
the implementation of load management in general, and interruptible rates 
in particular. It is noted that, over the long term, load controls may 
be a more effective strategy to match customer demands with system needs 
than time-of-use rates . 

Finally, the Commission orders each jurisdictional Colorado 
electric utility which potentially could benefit therefrom, to develop 
and file interruptible rates as an option for certain of its high-use 
customers. The Commission identifies industrial, commercial air condi­
tioning, and irrigation customers as likely candidates for the optional 
interruptible service. The applicable utilitie.s and specific categories 
of service for which voluntary, interruptible rates initially are to be 
developed for each of these utilities are specified in Appendix B to 
the Decision. The Commission further states its intention of requiring 
each utility which is part of a winter-peaking system to explore the 
cost-effectiveness of the implementation of voluntary interruptible 
rates for its customer classes primarily contributing to that peak. 
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The criteria to be employed in the design of interruptible 
rates are described in Appendix C to the Decision. 

CO-GENERATION 

Co-generation is defined as the production of both heat and 
electricity from a single plant. The potential benefits of co-generation 
as well as the technical and institutional barriers to its implementation 
are identified. The Commission notes that, despite the fact that all 
utility, industrial, and commercial parties in this proceeding were 
silent on this topic, it is one which must be considered seriously. 

All jurisdictional electric utilities are ordered to survey 
their territories and submit to the Commission within six months an 
inventory of all potential sites and joint ventures for co-generation 
facilities, including a description of any barriers to implementation. 

COSTING METHODOLOGY 

The topics of costing methodology and rate structure were the 
-primary focus of the generic proceeding. The choice of a costing 
methodology is the starting point of rate design. The numerous average 
and marginal costing methodologies considered during the course of the 
hearing are reviewed and analyzed. The Commission concludes that although 
a margi na 1 cost ana lys is is not now appropri ate for "j mp 1 ementat ion in 
Colorado as a basis for determining costs on which rates are to be set, 
it should be utilized for a more limited purpose. 

It is emphasized that the rejection of the m'arginal cost 
methodology as a basis for setting rates does not imply that time-of-
use rates are inappropriate for Colorado utilities. Time variant rates 
can be designed based upon an average cost methodology. It is found that 
the record in this proceeding demonstrates that both the marginal and 
average costs of providing power vary with time in Colorado. The various 
average cost methodologies considered during the course of the proceeding 
are discussed and analyzed. ~l:lseof the likely long-run benefit, the, 
Commission orders the selective and cautious implementation of time-of­
use rates based upon an average cost methodology where such rates will be 
cost-effective. 

The Commission orders that a presumption exists which favors the 
implementation of time-of-use rates, and·that'each utility has the burden 
of showing that the costs outweigh the benefits of such implementation in 
its particular case. In order that any adverse shifts in demand may be 
prevented, the customer resp<)Ose to time-of-day rates will be monitored. 

Time-of-day rates initially are ordered for the majority of 
industrial and large commercial classes of customers. These are customers 
for whom the requisite metering costs will be minimal, for whom extensive 
consumer education may be undertaken most effectively, and for which the 
greatest potential for usage responsiveness exists. Also, the implementa­
tion of seasonal rates is ordered for all electric utilities which 
potentially could benefit from such implementation. 

All jurisdictional electric utilities are ordered to file time­
of-day rates applicable to their industrial and large commercial customers 
at the time of their next general, rate filing, but not later than six 
months after the effective date of the Decision. The Commission will 
then determine their appropriateness on a utility-by-utility basis. 
All jurisdictional electric utilities listed in Appendix D are ordered 
to file seasonal rates with"in the same t"ime frame. A methodology 
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for the calculation of time-of-use rates is set forth in Appendix E, 
and for seasonal rates in Appendix F. 

DECLINING BLOCK RATES 

The Commission conclud~s that the continued use of the declining 
block rate is counterprodu~tive because it lacks public underst~nding and 
acceptability, which are essential factors for any rate design. 

A different rate form is proposed for the vast majority of 
Colorado residential and commercial electric customers. Any rate which 
is designed to recover the costs of providing service must account for 
the three causative components of that cost~ customer costs, energy costs, 
and demand costs. The new rate should be designed to recover these cost 
componehtsthrough separate charges. Customer costs are now to be 
recovered from every customer as a fl at monthly charge without regard 
to usage. Energy costs are to be recovered from each customer on a 
flat per-kilowatt-hour basis.· All energy usage will thus be charged 
on equal and a uniform basis, regardless of usage level or customer -
class. Finally, the new rate should recover.a.ll demand-related costs'---l 
including customer-related plant costs, in. two or three s. eparate blocks 1,( 
which recognize the decreasing nature of the demand cost. By thu~ . 
separating the rate into the above c~tegories, it is expected that 
public understanding of the nature and amount of the costs to be re­
covered in each category of the rate will be enhanced. 

Each jurisdictional utility is ordered to file with the Commis­
sion rate schedules for its residential, commercial, and industrial customers 
in accordance with th~ new rate design concept at its next general rate 
filing, or within six months of the effective date of the Decision. It 
is emphasized that all jurisdicti.onal utilities should be prepared to 
engage in an educational program to explain fully the operation of the 
new rate design to all customers. 

LIFELINE RATES 

A lifeline approach is not adopted in this proceeding. The 
traditional lifeline rate design prices the initial block of electricity 
usage (generally defi ned as a subs i stence amount) at a low leveL The 
Commission addresses the various justifications advanced in this 
proceeding for the adoption of such a rate and sets forth the reasons 
such justi.fications have not been persuasive. 

For example, it ;s proposed that a lifeline rate Should be 
adopted because·aminimal amount of electricity is required by individuals 
to maintain a minimum SUbsistence level. While the Commission recognizes 
the difficulty faced by low income consumer's attempting to pay for ever-
i ncreas i ng e 1 ectri ci ty bi 11 s, it concludes on thi s record that the rate 
will not achieve the desired result. Among other difficulties, under-
a traditional lifeline approach, low usage consumers of electricity, 
rather than low income consumers, are benefited. There is no evidence 
in thi s record that low usage consumers wi 11, in fact, be those low 
income persons most in need of assistance. Adoption of a lifeline rate 
could thus result in a subsidy flowing from the poor to the affluent. 
Finally, the Commission ilotesthat a targeted lifeline approach whereby 
only low income persons receive low rates for low usage previously has 
been invalidated by the Colorado Supreme Court as preferential and 
di scd mi na.tory. 

It is rioted that under the requirements of PURPA, the Commis­
sion must consider the adoption of lifeline rates every two years. 
Thus, the Commission will have a continuing opportunity to consider other 
possible lifeline approaches which are both legal and in the public 
interest. 
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ALL-ELECTRIC RATES 

The Commission discusses the significant changes in ratemaking 
policy experienced by all-:electric customers in Colorado, culminating in 
the implementation of the mandatory demand-energy rate for all new resi­
dential and commercial all-electric customers in 1975, and the subse­
quent modification of the mandatory aspect of that policy. It is noted 
that that modification was based primarily upon the lack of sufficient 
lead time and appropriate consumer education prior to implementation 
which would have enabled customers to take full advantage of the new rate. 

The demand-energy rate, whereby customers are billed for both 
their usage and their demand on the utility system, was once again an 
issue in this proceeding. It is found to be an appropriate rate to 
implement on a mandatory basis for all newall-electric residential and 
comtnercial customers and on an optional basis for existing all-electric 
and high electric usage customers, so that all customers who can achieve 
savings under the new rate will be afforded the opportunity to do so. 

Each jurisdictional util ity providing all ... electric service is 
ordered to file for all new residential and commercial customers, and to 
offer to existing all-electric and high usage customers, on a voluntary 
basis, demand-energy rates within six months of the effective date of the 
Decision to be effective 18 months after filing4 . 

Utilities are directed to make every effort to inform customers 
as to the operation and potential benefits of these rates in the interim 
period. Utilities are encouraged, if possible, to provide customers with 
dual billings during this 'inter'im period while charging under the former 
rate structure, so that consumers wi 11 be able to make fully informed 
judgments. 

SOLAR ENERGY AND HEAT STORAGE RATES 

Finally, the Commission notes the potential benefits to society 
of the development of solar technology. The role of utility regulation in 
this regard should be flexible to accommodate new technology to the extent 
possible While remaining neutral between competing technologies. This 
approach will be conducive to the orderly development of nontraditional 
methods of technology such as solar while not burdening other customers. 

The Commis.sion discusses the distinctive usage pattern of 
solar customers and the appropriatene~s of present and proposed rate 
structures to the solar sector. It is noted that an appropriate rate 
which will recognize the differehcein cost to the utility of recharging 
during peak and off-peak hours can be designed. Such a rate will be 
applicable both to solar customers and to nonsolar customers with similar 
heat storage attributes. The appropriate residential and commercial 
heat storage rate is a simple time-of-day kilowatt-hour usage rate, to 
be offered on a mandatory 'basis for all new residential and commercial 
heat storage customers after sufficient time has elapsed to permit 
adequate education to consumers. 

Thus, each utility is directed to file such rates within six 
months after the effective date of the Decision, to become effective 
18 months thereafter. Existing residential and commercial heat storage 
customers are to be offered the rates on a voluntary basis. The 
utilities are expected to engage in an informational program similar 
to that described in the preceeding section. 
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Case No. 5693 
Decision No. 1111· 

APPENDIX E 

THE CALCULATION OF TIME-DF-LJSE RATES. 

Introduction 

The record of· this proceeding indicates that costs 

do vary by time of ~se, and that benefits will accrue to 

electric consumers as a consequence· of rates based on those 

cost variations. However, the size of such benefits and the 

relationship between these costs and benefits is unclear. 

It is, therefore, proposed that .TOU rates be implemented 

ca·utiously. To this. end, we have ordered the implementation 

of TOU rates in those instances where costs of 

iniplementationare minimal (i.e., appropriate metering 

exists) and wi th the requirement that car·ef·ul records be 
/' .. 

mainta.ined to permit measurement of resultant.savings. By' .. 

the cautious implementation of ··TOU rates; the benefi ts that 

may accrue therefrom can be measured. In. any everit,. 'i'bu .. 

tracks cost and thus is a .. proper rate fonn; 

In developing a TOU rate, cost d~ta for each 

costing period is required which often will necessitate a . 

sophisticated study. However, in an effort to place TOU .. . 

methodology into perspective, we have outlined a. ~elatively 

·simple methodology therefor. In presenting the following· . 

discussion we hasten to note· that we·· are pr·esenting an 

example rather than a mand-a tory method. We: fully, recognize 

that each ut il i ty canpany has un ique charac~er istics wh ich 

may require variations on or, perhaps the adoption of an 

entirely ·different methodolbgy. 

. ", 
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In any event, . the TOU cost system must meet the 

fbll"owing criteria'. Any TOU methdblogy: 

1. Must be simple and easy to applYi ' 

2. Must result in rates easily understood by the 

customer.; 

3.' Must track cO'sts; 

4. Must be equitable; 
. . 

. 5. Must encourage the conservation of energy; 

6.; Must encourage the conserva tion of capi tal. 

These cri teria are 'not necessarily In order of pr iority, and 

in some instances, ' these six criteria may conflict with one 

anOther • . In s 'uch a si tUcl tion or cri teria ' conflict, an 

appropr iate trade-6ff may well be required in order to 

achieve a useful rate' structure'. If, however, ' our primary 

reg'Lila tory 'goals are to save capi tal and energy resotir~es, 

then the TOU rates that are designed must provide both an 

incentive to minimize use at the peak an~ to conserVe 

energy. Furthermore, the design of TOU rates must take irito 

account time periods and cost variatiops between those 

periods • . We will now discuss these tWo · last items. 

Costing Periods 

. Ut'ility cost·s 'will vary according .; to the season of 

the' year and the ·time of .day. The seasonal variation occurs 

because of the nature of the 'loads ' placed on the system, and 

the 'generating mix . required to meet those 1.0ads. That is, a 
. . 

sumrner-peaJdng . system may 'util ize base load" in.t:epned iate 

ai1.d peaJdng equipment · to meet its swnmer peak, but only use 

base and intennediate equipment to meet its .winter peak. ··· ·In 

the case of 'a ' wi nter-pe'aking system, the reverse could be 

true. For : e'i ther winter- or ~ummer-peaking sys terns, spr ing 

and fall mi<jh·t have low :c 'osts in that only base load and 
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some intermediate equipment would be necessary to meet fall 

or spr ing load. These seasons are also the normal times 

when routine maintenance is performed. Thus, in terms of 

methodology, rates could be divided into three or four 

seasonal blocks in order to track costs. Stelzer proposed 

seasonal rates for Public Service of Colorado (PSCo) divided 

into November-February, March-June, July-August, and 

September-October periods. Such suggested seasonal blocks 

were based on risk exposure. The March-June and September­

October blocks had identical rates. The Commission believes 

that seasonal rate periods, in order to meet the criteria of 

simpl ic i ty and understandabil i ty, should be contig uous and 

as few as possible given the need to track costs. Assuming 

that a power system is constructed to meet the system peak, 

then the peaks of that system should be an indicator of cost 

differentials. A review of 1976 monthly peak data for PSCo 

ind ica tes two cycles: one starting in Apr iI, reaching an 

annual peak in July and ending in September or October; the 

second encompassing the remainder of the year, with a peak 

in December and a secondary rise in February. The precise 

nature of that curve will vary from year to year depending 

upon various factors such as weather. Therefore, in order 

to derive an average curve, several years such as five to 10 

years, should be used to determine the seasonal cycles. For 

our purposes, we will define May through Septemger as the 

summer cost cycle; and October through April as the winter 

cycle. The average cost of meeting load dur ing each of 

those periods would constitute the costs used as the basis 

for seasonal rates. 

Within the above seasons, costs will vary almost 

on an hourly basis. :Once again, in order to achieve a 

balance between confusing precision and an understandable, 
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practical rate structure, the costs should be grouped into 

similar 'periqds, and "in this regard, two to three periods 

should be .ample. The Commission is of the belief that a 
. three-period rate would :be prefe'rable, in 'that 'costs in' the 

peak and intermed ia·te pe'r iods should be suc'h as' to encourage 

some movement off the peak while encouraging energy 

·c6nse·ivation. In any event, .the definition··of ·· time periods 

should 'follow costs. 

One way of defining cost periods is on the basis 

of loss of ' load probability (LOLP); that. is, . a~ . stelzer 

maintairis, defining costs as varying directly wi th the 

probability that demand will exceed availab~e . capacity. The . 

hour of peak demand is the hour' of the g~eatest expOsure to 

ou,tage, wi.th the other hours bearing a risk. of lesser 

maQn-itude. Thus, costs can be assigned to each hour In" 

proport"ion to ' the degree of risk (LOLP). II) .applying this 

system, Stelzer grouped. the time periods for PSCo as 

follows : 

1. November-February 

2. July-August 

3. March-June . ) 
Septernper-October ) 

Peak. 
-Shoulder 
Off Peak 

Peak 
Off Peak 

Peak 
Off Peak 

4 p.m. to 11 
6 a.m. to 4 

11 p.·m. to 6 

9 ' a.m. to 11 
11 p.m. to 9 

9 a.m. to 11 
Ii p~m. to 9 

An allied method for defining cos.t · periods is to 

group hours of ~imilar reserve margins together '· and thus 

arrivE7 at the costing periods.' The results" should be 

sImilar to those' obtained through the . LOL~ nietho~. 

A somewha t ' less sophisticated, but acceptable 

p.m. 
p~m. 

a.m. 

p.m. 
a.m. 

p.m. 
a.m. 

-.-'-

me thod of determining the 9roups is by v isua~ examination of 

appropriate daily load curves. 

pr icing periods would be ' those FO ints ·on the ·.curve 
. . . . . ' . . 

indicating the . start of a new load cycle • . That . is, the load 
" .... 
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pattern of a utility can be regarded as a series of up and 

down cycles. The task of any method of cost period 

identification is then to identify where such cycles start 

and end. For example, inspection of the PSCo pattern for 

the summer peak day indicates a peak cycle starting at 

6 a.m. and proceeding to 10 p.m. with the off peak from 

10p.m. to 6 a.m., ahd no shoulder per iod. In this 

instance, the load curv.e, exclusive of pwnped storage 

requirements or intertie obliga tions,· was util ized because 

the rates to be set will apply only to PSCo customers in the 

latter instance. Pumped storage is an off peak fill-in that 

distorts the load curve fo r the above ptn:"pose and should be 

disregarded. 

The winter peak day appears to have three cycles; 

namely, a peak from approximately 3 p.m. to 10 p.m. a 

shoulder from 6 a.m. to 3 p.m., and an off peak period from 

10 p.m. to 6 a.m. In the situation where available 

capabil i ty i s l~ss than load a t the peak, the iritersection 

of the· two curves (capabil i ty and load) could be used. For 

example, in the PSCo summer situation, the peak would be 

11 a.m. to 4 p.m., the shoulder 6 a.m. to 11 a.m. and 4 p.m. 

to 10 p.m., and the off peak 10 p.m. to 6 a.m. This method 

could not be used for the wintertime periods. 

Of the various methods discussed above, the LOLP 

method has the strongest theoretical support, the closest 

connection.to cost changes, and is most closely allied to 

existihg utility procedures. Therefore, the Commission 

hereby expresses a preferenck for such procedure. The other 

methods are suggested in those circumtances where a utility 

does not utilize LOLP for its reliability calculations, and 

does not beiieve such calculations to be necessary. In such 

situations, the system load curve should be utilized, rather 
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than that for the class. It is both system peak and energy 

that we are attempting to minimize,' and a class peak off the 

system peak should not be penalizeo hereby. 

Costs 

After cost periods have been determined, the 

determination of the appropr iate costs that apply to those. 

periods must be. made.' The general rule toaccanplish the 

above task is to assign those costs that apply to eachcl~ss 

or customer to the time of use. There are, how~ver, some 

costs that do not vary by time of use, but ra~her vary by 

customer., Examples of such include billing, sales, and 

admi nistra tion cos ts. These cos ts are not time 

differentiated and thus should be charged in equal payments 

per billing period of the year. 

Demand and energy charges are time differentiated, 

however, and these costs should be distributed among the 

costing pe:riods according to the eq~ipmentused to meet the 

load in each period. That is, off peak costs should reflect 

the 'Proportionate use of· base load equipment plus a:' 

proportionate share of transmission and distribution costs 

includi ng all embedded cos ts. Shoulder cos ts shol,lld include 

~propor~ion6f base 'and cycling equipment, and required 

transmission-distribution costs. peaking costs should 

include the. cOst of meeting the peak (a proportion of base 

and intermediate equipment and peaking equipment) including 

the cost of pumped' storage. The full demand and energy 

charges for pllmped storage should be levied aga~nst the­

peak, even though base load equipment operating in the off 

peak period is utilized. The above is correct because base' 

load pUmped storage equipment is Used as a means of storing 

eriergy to meet the later peak and to follow load variations 
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during the peak hours, and thus such procedure constitutes a 

peak cosL The propertions of such costs could be based on 

the relativepe r i'od demand ana' energy use. 

Rates d.eveloped from the above costs would thus·· be 

in two parts for each time period, i.e., a single demand 

rate per kWand a single energy rate per-kWh. In addition 

to the above, there wbuld be a flat monthly customer charge. 

Table 1 illustrates the fonnat of such. In considering' this 

example, it should be kept in mind that it is not intended 
,. 

as an actual rate, but only as an example of a TOU rate. 

Due to incanpletedata, estimates and shortcuts have been 

necessary to canpute the exampl e. 

Table 1 -Time-of-Use Rate Example, General Light & Power 

Time Period Customer 

($ Per 
Month) 

Summer· (May-September) 60.75 

Peak 

Off .Peak 

Winter (October-Apr il) 60.75 

Peak 

Shoulder 

Off Peak 

Cost Item 

Demand 

($ Per 
kW) 

6.42 

0.90 

4.40 

3.30 

0.70 

Energy·· 

(~ per 
kWh) 

1.17 

0.69 

0.83 

0.68 

0.50' 

Customer plant costs from a cost of service study 

were allocated. between summer and winter '. and were based on 

the di fferent demand between the two seasons. It was 

further assumed tha t the higher the demand, the· higher the 

cost. On peak costs were derived by an allocation based on 

summerJ?eak; and of;fpe.C)k demand costs were estim.ated using 

an.el~st~cJty_.fo~ula with the peak as the base. 
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Energy costs were camputed in a similar manner. 

As a consequence, · customer billing costs are 

constant throughout the year, · but dema.nd and energy costs 

vary both by seasOn arid by rate period • 
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APPENDIX F 

Case No. 5693 
Decision No. 1111 

THE CALCULATION OF SEASONAL RATES 

I. Introduction 

. When IX>wer costs vary significantly by season, 

both the utility and its customers will benefit if rates 

vary correspondingly •. The above is partic/u'larly true 

because no additional metering costs are involved. An 

example of a general methodology for · the design of time-of­

use rates has been set forth in Appendix · E. That prc;>cedure 

can be simplified greatly, however, when ~ates vary only by 

season rather than · by time-of-day. This appendix will 

illustrate an average cost methodology that can be useq to 

design rates that vary on a seasonal basis • . · Like the 

methodology outlined in Appendix E, the following procedure 

is an example only, and is not intended as a prescribed 

methodology. Each utility canpany sho'ulddesign rates to 

match its unique characteristics. It is important, however, 

that seasonal rates be designed on the basis of.the system's 

load curve and not UIX>n the load curve of any individual 

member distribution canpany. 

Whatever methodology is· used, th~ same rate design 

process, . as utilized for time-of-use rates; mus:tbeused. · 

To reiterate, . those five ~teps are: 

1. Selection of the seasonal periods for wh ich 

seasonal rates will be designed. 

. . ~. Functionalization of costs, i.e., the 

~ssignment of costs to fUnctions such as production, 
\' . : , ) '. .". ~ . 

. transmission and . di .stribution. 
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3. Classification of costs as to whether they are 

demand related, ~nergy related or customer related. 

4. Allocation of costs to the costing periods 

selected. 

5. Allocation of costs to each customer group 

wi thin the costing periods selected. 

·Of the five steps required, only · the first and 

fourth require discussion in this appendix. The other steps 

employ well known methods that have long been used in 

standard cost-of-service studies. 

II. Costing Periods 

Methods of selecting costing periods for seasonal 

rates prev iously have been described in Appendix E, and ,need 

not be repeated. It is sufficient to note that when rates 

. do not vary by time-of-day, the procedure is greatly 

simplified. Onceagai-n, it should be stre.ssed that the 

cos·ting periods should be related to the a~nual system load 

curve and not that of any member utility. 

III. Allocation ,of Costs to Costing Periods 

As mentioned in Appendix E, the. gener.al rule is to , ' 

allocate . to each costing period those . costs which are 

appropr ia te to such period. · As an eXample, investment in 

base load production plant should be allocated to all 

costing periods in proportion to- its relative use in each 

period ~ Investment in intennediate or peaking units should .. . 

be allocated on the basis of their) relative use in each 

costing period. A similar prin·ciple should be used for 

investinent . in transmission and distribution plant. Expenses 

such as operations, maintenance, depreciation, and taxes 

should be allocated to each costing period in the same 
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proportion as t!'teir related plant investment is allocated to 

each costing period. 

After costs have been. allocated, by the above 

process, to their appropriate costing periOd, standard cost­

of:"service procedures can be app1 ied to allocate these costs 

among customer classes Wi tl\in each costing period. As an 

example, if a peak responsibi1 i ty demand metho'dofOgy were 

used, the group contribution to system peak in each costing 

period would be used to detennine the demand allocation 

factors. Similar consideratio·ns would apply to the energy 

used in each costing period and the number of bills in each 

cos ting period. The final resu1 t would be .a revenue 

requirement for each customer class in each. ,c::osting period. 

This set of revenue requirements would thenbe reduced to 

specific rates to be applied to each customer class in each 

cos tihg period. Rate structures asdesc r ibed in the text of 

the Decision can be employed. 

,-
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