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IMPORTANCE

• Defensible
• Meets state requirements, but more important is defensible to members
• Reproducible results
• If a consistent methodology used over time, studies track changes.
• Financially Sound

• Balances the needs of the cooperative against member impact

• Non-Discriminatory and Fair
• Cutting corners by adopting rates not based on cost of service may put 

ALL cooperatives at risk of increased regulation 
• Lane Scott’s COSS has been prepared in accordance with regulatory 

standards

C O S T  O F  S E R V I C E  S T U D Y  P R O C E S S
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COST OF SERVICE PROCESS
C O S T  O F  S E R V I C E  S T U D Y  P R O C E S S

1. Define System Revenue Requirement
Do we need a rate increase and, if so, how much?

3. Define Customer Revenue Requirement
How do we recover our costs through rates and from whom?

5. Monitor & Analyze System Performance

4. Coordinate Rate Design & Line Extension 

2. Define Class Revenue Requirement
How are each of the rate classes performing?



STEP ONE: 
DEFINE THE SYSTEM 

REVENUE REQUIREMENT

DO WE NEED A RATE INCREASE…AND IF SO, HOW MUCH?
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OPERATING EXPENSES
N O R M A L  Y E A R

• Select a “Test Year”
• Twelve months ending December 31, 2023

• Create a “Normalized Year” or “Rate Year”
• Typically called “Adjusted Test Year”
• Developed by making adjustments to the chosen test year

• Primary Concerns in making adjustments to test year:
• Proper matching of expenses and billing units
• Cost, billing units and resulting unit rates are forward looking
• Unit rates reflect “normal” conditions

• Data can be supported if it is:
• Known, measurable and continuing in nature
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FORECASTING THE REVENUE REQUIREMENT
K E Y  D R I V E R S

2. PLANT ADDITIONS ~ EQUITY 
OBJECTIVE
Rates must produce sufficient levels of cash to pay 
for capital expenditures. CAPEX cash requirements is 
dependent upon the Board’s desired equity 
objective, capital credits refund objectives and 
current equity level.

3. MEET LENDER 
REQUIREMENTS
Rates must produce sufficient levels of cash to 
maintain key operating ratios as prescribed in 
the Cooperative’s debt covenants.

4. MAINTAIN CASH GENERAL 
FUNDS
Rates must produce sufficient levels of cash to 
maintain or build general funds reserves and maintain 
liquidity objectives.

5. PAY CAPITAL CREDITS
Rates must produce sufficient levels of cash to 
cover capital credit payments to members 
based on the Boards desired rotation cycle 
whiles also maintaining equity objectives.

1. OPERATING EXPENSES
Rates must produce sufficient levels of cash to 
cover operating expenses and provide 
sufficient margin to realize financial objectives.
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PLANT ADDITIONS
T H E  R E V E N U E  R E Q U I R E M E N T

• Paying for anticipated plant 
additions

• Contributions from members based 
on cooperative line extension policy

• Cash
• Debt

• Borrowing source
• Many cooperatives adopt a balance 

between 
• cash - generated by higher 

rates and paid by existing 
members through rates 
and/or reduced capital credit 
refunds

• debt - paid by future members 
through increased interest 
expense and reduced capital 
credits allocations 

• Remodel of 1PH and 3PH
• Repairs and updates to 

Dighton building
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CAPITAL CREDITS
T H E  R E V E N U E  R E Q U I R E M E N T
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• Margins assigned to members. 
• Must be allocated and may be 

refunded using a variety of 
methods.

• Importance
• Must balance LTD against 

borrowing from past and 
current members (retained 
capital credits) as a source of 
cash

• The capital credit objective is 
the determination of the 
amount of cash refunded to 
members – not the amount 
allocated to them from margins

Years Est. Annual $
35 $385,000

30 $449,000

25 $538,000

20 $673,000



guernsey.us
Page 9

REVENUE REQUIREMENT
O N E  Y E A R  F I N A N C I A L  F O R E C A S T



STEP TWO: 
DEFINE THE CLASS 

REVENUE REQUIREMENT

HOW ARE EACH OF THE RATE CLASSES PERFORMING?
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TYPICAL DISTRIBUTION SYSTEMS
A L L O C A T I N G  P L A N T

• Allocate plant investment to 
each rate class

• Based upon their use of the system 
and the facilities required to serve 
them

• Use Load Data (Sum of Delivery 
Point NCP) 

• Expenses follow the plant 
allocation

• Identify Minimum System Cost
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COST ALLOCATION SUMMARY
E X I S T I N G  R A T E S
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COMPONENTS OF EXPENSES
P O W E R  C O S T  A N D  S Y S T E M  W I R E S

• Distribution Wires Capacity-Related
• Transmission 
• Substation
• Backbone
• General Demand

• Distribution Wires Customer-Related
• Distribution Wires Customer
• Metering
• Meter Reading
• Billing and Records
• Customer Services
• Revenue

• Purchased Power Capacity
• Purchased Power Demand-Related
• Delivery

• Purchased Power Energy

Lane-Scott Distribution Wires Power Supply



guernsey.us
Page 14

UNBUNDLED COSTS
W I T H  U N I F O R M  R A T E  O F  R E T U R N

Power Cost is considered a pass-
thru
• Does not contribute to the 

Cooperatives margins

Lane-Scott’s fixed costs:
- Based capacity requirements
- Based on average Customer Cost



STEP THREE: 
DETERMINE THE INDIVIDUAL

REVENUE REQUIREMENT

HOW COSTS ARE RECOVERED FROM INDIVIDUAL MEMBERS
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PROPOSED RATES
S U M M A R Y  O F  R A T E  C H A N G E
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PROPOSED RATES
S U M M A R Y  O F  R A T E  C H A N G E
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RELATIVE RATE OF RETURN
E X I S T I N G  V S  P R O P O S E D
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RATE CRITERIA
E V A L U A T I N G  R A T E S

• Fair / non-discriminatory
• Minimal customer impact
• Competitive
• Proper pricing signal
• Understandable
• Encourage proper usage
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RATE CHANGE SUMMARY
E V A L U A T I N G  R A T E S

• Residential – 10.75%
• Increase Customer Charge
• Implement Demand Charge
• Increase Energy Charge

• Less of an increase than would have been necessary without demand charge

• General Service Small – 12.05%
• Increase Customer Charge
• Implement Demand Charge
• Increase Energy Charge

• Less of an increase than would have been necessary without demand charge

• Irrigation – 7.48%
• Increase to Annual Horsepower Charge
• Increase to Energy Charge
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RATE CHANGE SUMMARY (cont.d)
E V A L U A T I N G  R A T E S

• General Service Large – 6.5%
• Increase Demand Charge
• Slight increase to Energy Charge

• City of Dighton – 3.29%
• Increase Customer Charge
• Increase Demand Charge
• Decrease Energy Charge

• Large Industrial – 5.5%
• Increase Customer Charge
• Increase Demand Charge
• Decrease Energy Charge
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RATE CHANGE SUMMARY (cont.d)
E V A L U A T I N G  R A T E S

• Move to increase fixed cost recovery in fixed billing units
• Increasing customer charges and adding demand charges
• Allows cost recovery to align with cost drivers

• Pros and Cons of Demand charges
• Pros:

• Margins are more insulated from shifts in kWh sales
• Closer to true cost of service
• Allows for less of an increase to customer charges and energy charges

• Cons:
• Education – residential customers (typically) have only had 2-part rates
• Wide range of impacts within a class depending on member usage

• Low usage customers more impacted than high usage
• Potentially difficult to administer
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RATE CHANGE SUMMARY (cont.d)
R A T E  D E S I G N S
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RATE CHANGE SUMMARY (cont.d)
R A T E  D E S I G N S
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RATE CHANGE SUMMARY (cont.d)
R A T E  D E S I G N S
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RATE CHANGE SUMMARY (cont.d)
R A T E  D E S I G N S
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