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Co-op Boards Plan Retreat

Specialized cooperative issues require specific
training for board members and staff to fully benefit.

Cooperative staff and board
members receive valuable training
from a variety of sources such as
statewide associations and NRECA.
However, many cooperatives desire
additional

board about the issue and provide
insight about what other
cooperatives are doing.”
The board of Cotton Electric
Cooperative in Walters, Okla.
adopted a similar

training approach.
opportunities 1 - “Weuse a
tailored to their O U r b 0 a rd I S bi-annual board
specific needs. retreat to

Topics range
from promoting
the general
understanding of
the cooperative’s
activities to in-
depth studies of key topics. For such
specialized programs, they often look
beyond traditional training programs.

Mountain View Electric
Association’s board desired a
comprehensive review of their line
extension policy.

“We wanted to ensure growth
was paying its own way,” said Jim
Herron, general manager of the
Colorado cooperative.

“We chose a board retreat format
to conduct a top-to-bottom look at
our line extension policy and asked
our rate consultant to educate the

much more
confident...”

evaluate the
current condition
of the cooperative
as well as
address
specialized
issues,” said Mark Stubbs, vice
president and CEO of Cotton Electric
Cooperative. “We evaluate our rates
to see if we are operating on a cost of
service basis as well as benchmark
them against other utilities.

“We also use the board retreat for
specialized training,” Stubbs
continued, which he considers
crucial. “In our last retreat we brought
in our rate consultants to assist our
board in better understanding the
cooperative’s future power supply
issues,” said Stubbs.

Pioneer Electric Cooperative’s

staff and board also participated in a
workshop designed to provide
training related to the development of
the cooperative’s rates.

“The idea for the training
originated from our strategic planning.
We felt our employees would benefit
from a better understanding of the
cooperative’s rates, the cost of service
process and how rates are developed,”
said David Jesse, CEO of Pioneer
Electric Cooperative in Ulysses, Kan.
“It has been very beneficial for our
staff; enabling them to better
communicate with our members. Our
rate consultant even developed
customized training using our own
cost of service study,” said Jesse.

Jesse explains the training was
especially beneficial in helping the
cooperative’s board better
understand irrigation rates, how they
are developed and how they differ
from other rate classes.

“Our Board is much more
confident in discussing power
supply issues, special contracts and
rates at both the wholesale and retail
level after attending the specialized
training,” said Jesse.

Because of specialized training
these cooperatives report their staff
and boards understand key issues
better and can better discuss them
to members. €&

David Hedrick
david.hedrick@chguernsey.com
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Customer Charges:

Ready for the Challenge?

Setting Customer Charges is one of the most
challenging activities in developing a new rate tariff.

Rate design is a balancing act
between meeting cooperative revenue
needs on one side of a scale and
minimizing customer impact on the
other. Creatively resolving the tension
between these two important goals is
one of a cooperative’s most important
challenges in implementing fair and
equitable rates.

How should this gap be closed
and how quickly? And how did the
consultant determine what the
Customer Charge should be?

A brief review of a cost of service
analysis is helpful to better understand
the challenge. Implementing new rates
is the last step of a multistep, rate-
making process. The first step is to
identify the total revenue requirement
for the cooperative. The next step is to

intra-class subsidies. Energy-related
costs are recovered through energy
charges; where possible capacity-
related costs are recovered through
demand charges. Costs that do not
vary with usage or capacity are
recovered through fixed monthly
customer charges. For customer
classes without demand meters,
capacity costs are typically recovered
through energy charges.

The Customer Charge component
includes billing, accounting, customer
service, meter reading and a portion
of the distribution wires expense for
metering, transformers, general
operations and maintenance and
other expenses based on service to a
minimum-size customer. Additional

charges beyond a minimum are based

allocate costs, not on added

just to each — capacity.
customer class as 49 If rate
awhole, but also naa m u S t designs do not
to each follow the cost
individual. Thisis b a I a n Ce O u r components,
accomplished by - . subsidies are
allocating costs to p created.
eachrate class CO m et I t I Ve “Our most

and by separatin. - J7  recent rate stud
all cos}‘is irlfto e enVI rO n ment. " indicated a larg}é

components
based on how
they are derived. Four cost component
groups are typically identified: energy-
related purchased power costs,
capacity-related purchased power
costs, capacity-related distribution
wires costs, and customer-related
distribution wires costs. The customer-
related wires cost component includes
the costs that determine the Customer
Charge.

Rates designed using these cost
components minimize inter- and

disparity

between our
existing Customer Charge and what
it should be,” said Charles Barton,
finance manager at Oklahoma
Electric Cooperative in Norman,
Okla.

“We are competing daily with an
investor-owned utility. Competition,
regulatory restrictions, our
membership and the findings of our
rate study led us to implement
incremental increases in the Customer

See Charges on page 3.
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Special FOCUS Rates Issue
It’s that time of year again when
cooperative boards and staff
consider important issues. One
common focus is revenue;
including rates, tarriffs and cost
of service issues.

Distributed Generation
Interest Growing
Are you prepared to
appropriately respond to DG
inquiries at your cooperative?

Special Rates Survey
Survey says... G&Ts offer a
variety of rates.

Board Retreat
Boards and staff seek specialized
training.

Customer Charges:

Ready for the Challenge?
Increasing customer charges is
becoming more common,
cooperative scale balance.

Update

e Rural Utilities Service (RUS)
blished its final rule amending its
regulations on requiring electric
distribution and G&T borrowers to
expand the currently established
Emergency Restoration Plan (ERP).

It requires cooperatives to
include preventive measures and
procedures for Homeland Security
concerns such as physical and cyber
attacks to borrowers’ electric systems
and core businesses.

Dates for compliance are July 12,
2005 for RUS borrowers to perform a
Vulnerability and Risk Assessment
and Jan. 12, 2006 to certify completion
of the cooperative’s ERP. Completion
of an exercise of the ERP must occur
on or before Jan. 12, 2007.

For more information contact
Randy Nason, 405.416.8285
randy.nason@chguernsey.com or
visit www.chguernsey.com >
Announcements > RUS ERP Final Rule.
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Distributed Generation
Interest Growing

Distributed generation (DG) and its complex set of
issues are not unfamiliar to electric cooperatives. But,
are you prepared to answer the tough questions?

What are you going to say? Are
your existing tariffs and line extension
policies updated to accommodate a
distributed generator?

DG is a complex issue because it
has different applications. It may
include a wind farm, methane gas
digester, photovoltaic applications,
waste heat recovery or back-up
generation. The truth is DG could be
a single source generator or a
commercial
application.

In any event,
it garners media

understand the regulatory
requirements, is there a plan in place
to protect members, the integrity of
the grid, and the public and
cooperative personnel?

In response to cooperative
members’ increased interest, DG
developers and National Rural
Electric Cooperative Association
cooperatives are preparing.
Members of Oklahoma-based G&T

cooperatives,
Western Farmers

“...cooperatives o ...

coverage, - (WFEC) and
cooperative h ave g I Ve n a KAMO Electric
communications Cooperative,
e lot of thought &,
talking points, - developing a
and developers to I SS u eS policy and
continue to ask - procedures
gutions surrounding ey
USDA'’s Rural V4 DG issues.
Business- DG e “Our
Cooperative distribution
Service, members are

published a proposed rule to
implement a program for making
grants and guaranteed loans to
agricultural producers or rural small
businesses to purchase renewable
energy systems (7 CFR Part 4280).

DG’s central issue varies
between special interest groups:
environmentalist hoping to lessen
pollution, landowners seeking
land royalties from wind farms,
business owners wanting to lower
electric bills, or any number of
other groups. How prepared are
you to deal with the growing
interest?

Regardless of who calls the
cooperative with DG questions, it is
of utmost importance the cooperative
be prepared to deal with such
inquiries. Do cooperative personnel
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regularly contacted by individuals
and organizations interested in
DG. Since all have a single all-
power supplier, it makes sense to
have a common G&T-wide method
for addressing DG,” said Mark
Faulkenberry, WFEC manager of
commercial & industrial
marketing. “DG issues are shared
by many systems across the state.
A uniform cooperative DG manual
will enhance coordination,
customer service and awareness of
important issues.”

The manual will include a step-
by-step process enabling
cooperatives to uniformly address
the safe, reliable, efficient and cost
effective interconnection of DG
assets. It also considers metering,
liability insurance, contractual and

operational requirements in
addition to a sample tariff.

Cooperatives in Wyoming are
addressing similar issues. The
Wyoming Legislature passed a
statute requiring cooperatives to file
a net metering tariff.

“We share a common DG
interconnect agreement with two
other cooperatives in the region,”
said Jim Hudelson, general manager
of Wyrulec Company. “We filed our
interconnect tariff separately from
our metering tariff so we could
amend it if necessary without
having to change the actual net
metering tariff. We are currently
working with a proposed dairy that
is considering installing a 1.2 MW
digester. Having a tariff and
common interconnect agreement
helps us coordinate with the
member and power supplier.”

Metering a DG project is a key
issue. For instance, Wyoming and
Oklahoma require regulated
cooperatives to net meter DG
facilities under a given size. Net
metering is popular with DG
supporters for the same reason it is
unpopular with utilities - the nature
of the credit received by the DG
customer. Since the DG customer is
billed under a standard bundled
rate, which includes all charges,
running the meter backwards results
in a potential credit equal to the full
power supply cost plus the
distribution wires expense included
in the energy charge.

If net metering is not utilized, a
means of metering DG usage
separately must be developed,
along with tariffs, determination of
avoided cost and contracts for each
transaction.

In many states, regulators and
lawmakers are looking to define DG
policies. “Having a DG policy in
place demonstrates cooperatives
have given a lot of thought to issues
surrounding DG and this is
important when communicating
with interested parties,” said
Faulkenberry. “It also sends a strong
signal about cooperatives seeking to
precede regulation and develop a fair
and equitable DG policy.” €C»

Justin Proctor
justin.proctor@chguernsey.com

Charges

cont. from page 1.

Charge. We are still well below what
it should be but must balance our
competitive environment against
maintaining the financial integrity of
the cooperative,” said Barton.

Often, cooperative boards must
wrestle with a gap between their
existing Customer Charge and a
much larger number their rate study
indicates as the true cost of service-
based Customer Charge.

If the cooperative’s customer-
related cost for residential customers
is $25 per meter per month and the
existing Customer Charge is $10 per
meter per month, $15 per meter per
month that should be recovered as a
fixed monthly charge is recovered
instead through energy charges. This
means low-use and no-use customers

are subsidized by high-use customers.

If equitable treatment of all
members was

historical legs on which cooperatives
stood, the perception of shared costs
among cooperative members was
another. Members from classes having
along history of being subsidized
such as seasonal, irrigation, and small
agriculture
services are often
very vocal and
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kilowatt-hours or demand, but all
understand a fixed monthly charge
and are sensitive to any changes;
specifically, minimum-use customers
because it represents their total bill.
Cooperatives facing a large
mismatch between customer-related
costs and their
Customer Charge

may feel they are have found no
entitled to . easy answers and
subsidies that cost have adopted a
of service based I m p O rtan t to variety of
rate-making seeks I - - h solutions.
to eliminate. e I m I n ate t e Cooperatives
Cooperatives TR weigh minimizing
seek to mi.nimize p OSS I b I I I ty Of frhe .in}pact on
customer impact. individual
Changes in the members against
structure of an an y ra‘te C I aSS protecting the
existing rate

design means
members with
different usage
patterns will be affected differently.
“We increased our Customer Charge
for all rate classes based upon our
cost of service results,” said Doug
Hodges, business manager of San
Bernard Electric Cooperative in
Bellville, Texas. “We feel it is
important to eliminate the possibility
of any rate class subsidization.”

“The increases impacted our
minimum-use customers the most,
causing some push-back from some
members,” said Hodges.

Customer Charges are easy to
understand, as opposed to more
complex energy and demand charges.
Many members have difficulty
understanding the concept of

Spécial Rates Survey

G&T cooperatives typically offer
a variety of rates to their member
distribution cooperatives. These
rates are categorized as either base
rates or special rates. The G&T
serves the majority of its load and
recovers most of its revenues
through its base rates. Special rates
typically include: economic
incentive rates designed to
encourage load, which a cooperative
would not otherwise obtain under

the base rates; load management rates,
which promote energy efficiency or
demand-side management; or
generation offset rates, which are
utilized when a member is providing
its own generation.

A phone survey of Midwestern
G&T cooperatives was conducted to
determine the type of special rates
offered. For example results show 70
percent of sampled G&Ts offer a
green power rate. 4>

Percent Offering the Rate

subsidization.” e

maintaining the

financial integrity
of the cooperative. Some solutions close
the gap between cost and rate over time
with a series of increases to the
customer charge. Others adopt monthly
minimum bills set at a higher level than
the monthly Customer Charge as an
interim measure. Others eliminate the
subsidy in a single step.

No single approach is right for
every cooperative. The key is to
carefully weigh all factors, fairly
balance the needs of the individual
member against the needs of the
membership and the cooperative as a
whole, adopt a strategy, and
implement the strategy over time. €

Mike Searcy
mike.searcy@chguernsey.com
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