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Welcome to the Workshop on Unbundling F&A Functions at
NEPA.,

i Strengthening the Business Units will be key to the successful
‘ restructuring of NEPA. As the restructuring progresses, we expect the
business units to take greater responsibility for their performance. The
F&A Groups at the business unit level have a critical role to play in this
important company initiative.

| hope that the participants at the Workshop will take away a better
understanding of the unbundling process and their role in its success.

,\Qw\%_
ENGR. J. MAKOJU

MANAGING DIRECTOR
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AGENDA

WORKSHOP ON UNBUNDLING F&A FUNCTIONS TO THE BUSINESS UNIT LEVEL

SHERATON HOTEL, ABUJA
9™ NOVEMBER, 2000, 1.00P.M TO 5.30PM

OBJECTIVE

The objectives of the workshop are:

I}

Discuss new Finance & Accounts functions required at the business unit
level to support the functional unbundling of National Electric Power
Authority (NEPA). The business units are defined as:

=  Distribution and Marketing Zones

=  Transmission Sector as a whole

=  QGeneration Regions

Present a suggested framework for financial unbundling and transfer
pricing for a business unit

AGENDA
TIME ! TOPIC i PRESENTER ‘
- 13.00 -~ 13.15 * Introduction ' Alh. S. Maigida, NEPA
13.15 ~ 1345 | Querview _Tom Simpsen. Nexant
13.45-14.15 . New F&A functions at Business Units
.= Overview Jonathar Foord,
' = Vietnam case study Nexant
14.15 - 14.30 ; Snack Break
14.30 - 15.15 ' New F&A Functions at Business Units
' (continued)
. = Demand Forecasting .
| = Financial Planning - Jim Guy, Nexant

= Preparing Financial Statements
| = Financial Management

!

- 15.15-16.00 ; New F&A Functions Business Units

| (continued)
! = Determining Cost-of-Service :
- = Evaluating Capital Projects | Tom Simpson, Nexant
| = Corporate Guidelines for Project |
i Evaluation
; ! = Capital Budgeting ;
. 16.00 - 17.00 | Overview of Pilot Study for ' Anand Subbiah,
7 | Unbundling and Transfer Pricing Nexant
£ 17.00 - 18.00 | Question and Answer Al
- 18.00 — 18.10 | Summary and Closing . J. O. Adebayo. NEPA
- 18.30 ‘ Dinner
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Unbundling the Finance and
Accounts Sector of NEPA
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QOverview
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m Restructuring of the Power Sector
s Restructuring NEPA into Business Units
a Business Unit F&A Functions: Today and Future
r» Key Transition Issues
» Cost Accounting
» Organijzation of F&A
= Capital budgeting
= Financial pianning
» Revenues and transfer pricing
m Next Steps for Unbundling F&A
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Model for NEPA
Organization Structure
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® Pre-privatization:
» Post-privatization

a Regulatory Body
» Power Procureme

New Institutions for
Privatization

LR L L AR AT IN NPT IV LT 1

s Restructured NEPA

Semi-Autonomous Business Units
: Transco, Discos and Gencos

= Privatization Agency
a Policy-setting Body (EPIC, Ministry)

nt Agency (interim)

» NEPA Corporate Planning and Strategy Group
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Corporate Planning and
Strategy Group at HQ
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Business Units

= Definitions
» Operating unit — a cost center subject to
headquarters administrative controls

m Business unit — a semi-autonomous profit

center with formalized relations with other
units

» During the transition to restructuring and
privatization, NEPA may create business units
= Generation Regions or Plants
= National Grid (Transmission and Dispatch)
» Distribution and Marketing Zones

lllll sessseensnnyiskitiane
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Establishing Business Units
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m Decentralizing for operational
efficiency
m New functions required at BU level
® Transfer pricing
» BU Incentive Mechanisms for:
» Cost efficiency
s Customer service
» Safety and environment

NEXANT
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Cost Accounting

Expense Budgeting
Limited Capital Budgeting
Consolidate Trial alances

Lirmzed Cash Management
Casn Receipt Accounting
Internal Audit

Business Unit F&A Functions
Today versus Future

IllllllIIIIllllll‘}IlllIlllIlMIll'IllllllII'IllllllllHllllllItll’llIllIIllllllllllll’lllllﬁllll

Corporata/Private

Cost Accounting *
Expense Sudgeting
Capital Budgeting =
Consolidate Trial Baiances
Revenue Accounting ~
Demand Forecasting *
Financial Planning =
Financing

Financial Resorting =
Treasury

Cash Maragement

Cash Rece:ot Accouning
internat Aucit

Funclions requiring new arogasses to Je implemented 2t
the Susiness unit level during transiticn 10 unsuncling.

Key Transition Issues for
Establlshmg Busmess Units
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» Unbundling costs
m Capital budgeting
= Financial planning
= Revenues and transfer pricing

m Organization of F&A Groups at
Business Units

[ ]
NEXAMT




Cost Accounting
Key Issues
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m Balance Sheet Aliocation to Business
Units

» Fixed Assets out of overall asset base
» Liabilities
» Shared services
» Between Business Units in same sector
e From BU’s ip other sectors
* From Administration (Headquarters)
» Administration costs
+ Operating casts
+ Fixed assets

Cost Accounting
Main Point
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m Need to develop an allocation
methodology for all centrally
accounted costs, assets and
liabilities.




Capital Budgeting
Key Issues
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n Devefopment of capital spending plan at
BU level

m Economic evaluation of capital and
expense projects and programs

» Methodology of centralized allocation of
overall capital budget (during transition
to privatization)
m Prioritization based on BU plans (bottom up)
» Prioritization based on relative marginal cost

of service by division (G, T & D/M)

»

NEXANT

Capital Budgeting
Main Point
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» Capital budget should be allocated
to meet corporate mission and
objectives.

NEXANT
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Financial Planning
Key Issues
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= Optimizing development plans
» Demand forecasting at Business Units
u [ east-cost planning

» Determining financial requirements on a
forecast basis using financial modeling

m Estimating costs to “run the business”
and compensate investors (“revenue
requirements”)

s Integration of financial pian with BU
budget

Financial Planning
Main Point
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s Management capability for
financial planning at the business
unit level should be strengthened
to ensure the success of
unbundiing.




Revenues and Transfer Pricing
Key Issues
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» Methodology for transfer pricing by
sector (G, T & D/M)

» Expense component
= Capital component
» Billing determinants
s Transition to cost-based transfer
pricing
m Business Unit Incentive Mechanisms to
complement transfer pricing

»

NEXANY

Revenues and Transfer Pricing
Key Issues
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® Process for revenue transfers between
BU's
» Debit and credit notes

= Bill determination based on metered
power flows

» End-of-year reconciliation of forecast
versus actual

» Process integration of capital budgeting
with transfer price setting

NEXANT
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Organization of F&A
Key Issue
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s Skills and job descriptions
m Respansibilities of F&A staff at BU level
= Delegation of authority to BU's
m New processes
= Information flow
» Procedures
» Financial reporting
» Computerization
s Managing the Transition

Organization of F&RA
Main Point
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m F&A organization should be
restructured to accommodate new
activities to be introduced at the
Business Unit level.




Next Steps

lllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllll

mx Conduct pilot program for F&A
unbundling for one Business Unit

» Replicate pilot program to all
Business Units

NEARM

ol

Summary

m F&A organization will be increasingly
decentralized to the Business Units

» Finance and accounting systems should
reflect unbundled company structure

x New FRA functions will be required at the
Business Unit level

m The F&A organization will play a
leadership role in the gradual introduction
of Business Units




F&A Organisational

Unbundling
[ usAmD |
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T NEXANT

F&A Organisational
Unbundling
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s NEPA undergoing functional unbundling
» Unbundled F&A organisational structure
driven by two fundamental principals:

= Should be reflective of NEPA’s unbundied
functional structure

&« Should be reflective of the functions to be
performed

m Therefore, function defines F&A’s form

L ]
NEXANT




~ F&A Organisational Unbundling
. Internatlonal Comparlson
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n What wui a future F&A orgamsatxon look

- like?

® Examine comparable utilities for
examples of unbundled F&A organisations

- m Nexant has advised on functional

unbundling world-wide, including
vud = Central Europe (various)

» India

n Vietnam
L m Today’'s case study is Vietnam

NEXZ‘LNT
i
-
Vietnam

“ Power Sector Overview
i x Vietham’s power sector comprises:

m State owned power authority (EVN)
i comprising:

» Headquarters functions
@ * Generation
» Transmission

» 6 distribution companies (PCs)

"
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Vietnam
Power Sector Overwew
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m Nexant adwsed on the ﬂnancxal
unbundling of EVN and the PCs

» The over-riding objective was to
restructure the PCs for maximum
autonomy because:
» Of the size of the country
» Of the diversity within the country

= Similar to the situation facing NEPA

[ ]
NEXANT

Vietnam
F&A Restructurmg at EVN

= Unbundltng of F&A Department into
separate departments as follows:

»  General Accounting Department

s Management Accounting Department

a Treasury Department (Financial Department)
m Departments to be under the direct

control and management of the Deputy

General Director for Finance at EVN




Organization Chart of EVN
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Financial & Accounting Organization Structure At EVN (Proposad)
EVN's General Director
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Vietham
F&A restructuring at PCs
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n Unbundling of F&A Department into
separate departments as follows :
» General Accounting Department
= Management Accounting Department
a Treasury Department (Financial Department)
= Customer Accounting Department

s Departments to be under the

responsibility of a Deputy Financial
Director

Organization Chart of PC
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Financial & Accounting Organization Structure At PCs)
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Vietnam
F&A Restructuring at PCs
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s What conclusions can we make?

m Autonomy requires significant F&A
activities at:
= Zones for Distribution and Marketing
m Transmission sector
m Regions for the Generation Sector

[



NEPA’s Unbundled F&A
Orgamsatlonal Structure

llllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllll

® Two aspects to be considered in
unbundling the F&A function:

» The overall F&A structure within NEPA
» Influenced by the functional organisational

structure
a The internal structure of the FRA
departments
» Influenced by the functions to be
performed
NE:\:.Q_”?
Reflecting the Functional
Organisational Structure
 The proposed F&A organisational structure
is reflective of NEPA’s unbundied
functional structure
Iii?\'..'!.l!!
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Reflecting Functions to Be
Performed

= The functions required of F&A at
each of the different sectors, and at

each tier of the hierarchy, will be
different

m Therefore, the internal
organisaticnal structure of the F&A

departments, at each of the sectors,

at each of the levels of the hierarchy,
will be different

L
NEXANT

Reflective of the Functions
to Be Performed

llllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllll

x Actions:

n Determining the functions to be performed at
each of the sectors, at each level of the
hierarchy

» Implementing new processes including:
* Information flows
¢ Policies and procedures
+ Reporting
s Determining the staffing, job responsibilities
and job descriptions




Reflective of the Functions
to Be Performed

lllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllll

Functions to be Performed
= Demand Forecasting
» Financial Planning
= Preparing Financial Statements
» Determining Cost of Service
» Evaluating Capital Projects
= Corporate Guidelines to Project Evaluation
» Capital Budgeting

L]
NEXAMY

L
NEW F & A FUNCTIONS AT
REBUNDLED BUSINESS UNITS
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Sales and Demand
Forecasting

lllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllll

m Importance to Distribution Zones
(Business Units)

m Processes used
m Data required

= Qutput from forecasts

lllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllllll

® Demand forecasts
» New construction or upgrades
» VVoltage profiles
m Capital budget allocations
= Substation transformer replacements
» Allocation of costs for tariff design

» Provide information relative to new
capacity requirements

L ]
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Importance to Zones
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= Sales forecasts (kwhr)
s Distribution zone loss calculation
m Revenue estimation
» Provide input into operating budget

= Provide input into financial planning
model

»
NEXANT

Processes Used
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m Trend analysis

m Econometric modeling




Data Requlrements
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= Trend analysis

» Historical aggregate sales/demands
n Factors which may be different in future

a Econometric analysis

= Historical factors which affect sales/demand
s Forecasts of these factors

Output from Forecasts
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® Peak demand and sales by circuit

m Aggregate zonal peak demand and
sales
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m Types of reports

m Purposes of reports

Reportmg Requnrements

REITETEANIIIRER IS

Types of reports
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n Fmancnal
s Income Statement
» Balance Sheet
» Cash Flow Statement

= Non-financial
» Revenue Estimates
= Budget monitoring/reconciliations
= Operations information
» Collection rates
» L0ss reporting

NEXANT




Revenues

Expenses
Cost of generation
Cast of ransmission
Cest of gistnoution
Deoracaton
Cther pperation cosls

Total eperauen cosls

Cperaung Ingeme

Income Taxes

Net Income

Diwndencs 12 siockhoicers

Adomans 13 ~elaings

Earmngs

Income Statement
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Financial Planning
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m Definition

m Process

= Applications

Financial Planning
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a Definition:

s Methodology to estimate future financial
impacts resulting from management decisions

s Not a budget

» Contains estimates of revenues, operating
costs and capital costs

NEXAMT
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Financial Planning
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= Process
® Uses budget as starting point

m Can be manually estimated but most
often computer mode! used

n Mathematical relationships developed

between input parameters and desired
financial results

NEXANT

Financial Planning
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» Input parameters

= Sales and demand forecasts

» Estimates of tariff adjustments

s Financial limitations

= Financial requirements (loan conditionalities)
= Inflation estimates

e [nterest rate estimates
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Financial Plannmg

® Applications

» Used to warn of unforeseen consequences of
today’s decisions

= Managers can be proactive rather than
reactive

s Gives managers tool to estimate impacts of
alternative decisions

» Can provide basis for advance budgeting

L
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New F&A Functions at the
Business Units
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Overview of Presentation
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» Determining Cost-of-service

s Evaluating Capital Projects

x Guidelines for Project Evaluation
= Capital Budgeting

Cost-of-Service
Revenue Requ1rements
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The RR formula is:

RR=D+E+T+1I+r(AB)

D = depreciation

E = expense (fuel, iabor etc.)

T = taxes

I = insurance

r(AB) = return on asset base (profit and interest)

AB = asset base: fixed asset value - accumulated
depreciation + working capital

Note: Need to revalue and index net asset value.
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Cost-of-service
Depreciation
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m Depreciation is the expense of
systematically returning capital to the
investors as an asset declines in value

m Utility depreciation methods are regulated

m Types of depreciation
» Physical
» Functional (reduced need for an asset)
= Inflation-related

m Most common depreciation method is

straight line
NEXANT
Cost-of-service
Return on Equity
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x Minimum for equity: 12%
s US large, publicly traded 15%
= Volatile 18%
a 5mall company 22-25%
a High risk 33%
s Government agency varies
!iEfILHI




Cost-of-service: Estimating
BU Revenue Requirements
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m Pure embedded cost approach,
usually for past 12 months (historic)
= Weakness: past does not predict future
n Weakness: requires adjustment in case

of high inflation

= "Test year” for a period in the future
(forward looking)

» Strength: anticipates the future costs
to own and operate the business

L]
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Evaluating Capital Projects
Basics

» Capital investments are funded by
investors who are reimbursed over time
for the capital they invested.

» Depreciation
» Return on equity

n A dollar of capital is more costly to
consumers than a dollar of expense.
= Tax impacts
w Cost of capital




Evaluating Capital Projects
Costs and Benefits
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s Costs
s Capital Cost
a Operations and Maintenance Expense
» Environmental costs
n Benefits
» Improved system reliability
Example: transmission line
s Reduced costs of generation
Example: power plant rehabilitation
» Improved system operations
Example: metering and control
» Intangible costs and benefits

s Major investments justify sophisticated computer-

base economic modeling o

NEXANT

Evaluating Capital Projects
Marginal Cost Analysis
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= System marginal cost measures the opportunity
cost for some capital projects

= EXxample: Transmission line reconductoring to
reduce transmission losses

n LRMC can be used as a measure of the benefit of
such projects

s A commonly used cost-benefit approach for
evaluating capital projects is to compare:

» Level annual revenue requirements (cost)
with

» Long run marginal cost (benefit)




Evaluating Capital Projects
Projects that Impact Sales
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» Impact of increased or lost sales is
measured by the difference between the

sales price and the incremental cost of
the sale

» If tariffs = LRMC, the utility company has
no incentive for increasing or decreasing
sales

» In Nigeria, tariffs are less than LRMC.
Therefore NEPA has an economic
disincentive to expand the system for the
purpose of increasing sales.

L ]
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Guidelines for Project
Evaluation
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» Headguarters disseminates project evaluation
quidelines to Business Units

= Guidelines may cover:

s Recommended approaches for economic
evaluation of projects

= Evaluation of other factors (e.q.
environmental impact)

» Exampies
» Manual of Economic Analysis
» System power value tables

» Guidelines help Business Units prioritize
capital budgets




Guidelines for Project
Evaluation
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a Basic Concepts
» Time Value of Money
= Cost of Capital
» “Fixed charge rate”
= Economic Analysis Technigues
= Net Present Value
» Escalation
x Level Annual Revenue Requirements
n Payhack Analysis
= Econornic Analysis for Specific Applications
» Costs and Benefits of System Improvements
» Capital Investments
= Alternatives that Impact Sales

Capital Budgeting
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» Central allocation of overall capital
budget (during transition to
privatization)

a Prioritization based on BU plans
(bottom up)

= Prioritization based on relative marginal
cost of service by division (G, T & D/M)

m Preparing the Business Unit Capital
Budget

NEXANT




Summary
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® Need to know the costs of owning and
operating

® Need to implement new processes for:
w Forecasting cost-of-service
s Evaluating capital projects
s Developing capital budgets

m Headquarters can assist BU’s by

disseminating guidelines for economic
evaluation of projects

NEXANT

PILOT STUDY FOR
UNBUNDLING & TRANSFER

PRICING
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Pilot Study: Unbundling &
Transfer Pricing
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Qutline of Presentation

u What is a Cost-of Service Study?

m How to conduct a Cost-of-Service Study
m Revenue Requirements Calculations

m Transfer Pricing

s Marginal Cost based Cost-of-Service
Study

NEXANT

What is a Cost-of-Service
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m A Cost-of-Service (COS) study provides
an accepted and realistic measurement of
the cost of supplying electricity, and
provides a breakdown of costs by key
utility functions - Generation,
Transmission, and Distribution

= Types of Cost-of-Service Studies
» Embedded cost-of-service study
= Marginal cost based cost-of-service study

NEAANY




Types of Cost-of-Service
Study
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» Embedded COS study

x An embedded COS study is based on “embedded” or
historical costs of supplying electricity. This method
provides a realistic measure of the “actual”cost of
providing electricity.

= An embedded COS study is based on meeting the
current revenue requirements to supply electricity.

= This method is widely used by utilities. It is especially
well-suited to utilities that have adequate capacity and
reserve margin, andg do not expect a large growth in

load demand with the associated need for large capital
expenditures.

NEXANY

Types of Cost-of-Service
Study
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s Marginal cost based COS study

» A marginal cost based COS study is based on the
“marginal” cost of supplying power, or the cost of
providing an additional unit of energy or demand at the
margin or peak. This method provides a realistic
measure of the cost of meeting an additional unit of
customer demand and effectively captures the “future”
costs of supplying electricity.

s The marginal cost based COS is not basad on revenuea
requirements to supply electricity

s This method is especially well-suited to utilities that
expect the need for adding new capacity to mest load
demand.

NEXANT
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Study
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Cost-of-Service Study
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Steps in Conducting a
Cost of-Service Study

" Orgamze for conducting a COS study
» Decide on a "Test Year”
» Obtain information required for a COS study
» Customer billing and load demand information

« Finance and accounting information
« Financial forecasts, etc.
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m Adjust test year revenues and costs

NEXAN

Steps in Conducting a
Cost-of-Service Study
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= Develop allocation factors for
functionalizing costs

x Demand allocation factors
s Energy allocation factors

» Customer allocation factors
w Revenue allocation factors
» Other allocation factors

= Develop allocation factors for classifying
costs

s For allocating generation, transmission and
distribution costs

NEXANT
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Steps in Conducting a
Cost-of-Service Study

» Unbundle or Functionalize costs
= Generation
= Transmission; by voltage level if required
= Distribution; by voitage level if required
= Customer function
» Administrative and general
» Determine Revenue Requirements for
each sector
s Compare revenue requirements with
income from billings and other sources

L J
NERANT

Steps in Conducting a
Cost of Serwce Study
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n Classn’y costs and revenue
requirements by:

x Demand

= Energy

n Customers
Litility Function Demand |[Energy [Customer
Generaticn x X
Transmission x
Distribution X x
Customer service x
Adminisirative and General X X x

NEXANT




Steps in Conducting a
Cost-of-Service Study
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» Unitize classified costs
= Naira/kWh
m Naira/kw
s Naira/customer

Information Needs for a
COS Study
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m Customer information
m Breakdown of number of customers
» Brakdown of utility sales (kWh)

» Generation information
= Generation, power purchased, power exported

» 'Tariffs for each rate class
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Information Needs for a
CQOS Study
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m Financial information

» Revenues from electricity sales and other
income

» Operating expenses by sector and function

= Assets, liabilities and depreciation

= Material stocks and inventory

= Working capital

» Capital improvements from sales revenues

s Cost of capital, return on asset base, taxes,
efc.

NERANY
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Information Needs for a
COS Study
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m Customer Demand information
= System load demand and load profile
» Customer peak demand and load profile

» Demand forecasts
m Load forecasts for 5-10 years

» Generation, transmission and
distribution expansion schemes




Applications of Cost-of-
Service Study
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® Provides a realistic estimate of the cost of
supplying electricity by function

a Provides a measure of the relative
performance of utility business units

= Can be used to develop performance
based incentive schemes

m Can be used to measure the “profitability”

of supplying power to customers in
specific rate classes

» COS studies are used to develop
equitable rates Ny
NEXAMT

Utility Revenue
Requirements

m The revenue requirements of a
utility are defined as the revenues
required to pay for demand and
energy costs, operate and maintain
equipment, pay general and
administrative costs, build and
replace capital facilities, and provide
a return on investment for the utility
owners

L ]
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Utility Revenue
Requirements
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Utility revenue requirements are calculated

as:
RR=E+ D+ T+ P& + r(AB), where
RR = Revenue requirement
E = Expenses
D = Depreciation
T = Taxes
P&I = Principal and interest on debt

r(AB) = Return on asset base

NEXAN?
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Operations and Maintenance Expensas

Generation Expenses 10.800.0C0.0
Transmission Expenses 300.000.0
Cistribution Expenses 2.000.060.0
Customer Service Expenses 1.000.000.0
Acrminisirative and General Expenses 1,000.0G0.0
Total Qperations and Maintenance Expenses 14.500.000.0
Liabilities {incld. Taxes) 2.000.,000.0
Capital Improvements from Revenues 2.000,000.5
{renewals. replacemenis and bererments)

Return on Asset Base 1,00000040
Total Test Year Revenue Requirements 12,500.000.06

-
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Revenue Requiramerts

Revenye Requimmenms Sheet
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Transfer Pricing
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® Transfer prices are a reflection of the true
cost of services provided between
business units

m In the Pilot study, the revenue
requirements for each of the generation,
transmission and distribution sectors will

be used as a proxy for transfer prices
between the business units.

Transfer Prlcmg
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= Per umt demand and energy based
transfer prices will be computed

using the COS cost allocation
methodology

m Development of performance based
transfer prices will also be explored

NEXANT
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What are Marginal Costs?
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m Marginal cost can be defined as the
incremental cost an electric utility incurs to
provide an incremental unit of capacity or
energy at any given period of time
m Marginal costs vary over time and are higher at

peak load periods as compared to off-peak periods
m Marginal costs are strongly influenced by the

tvpe of capacity (coal, gas, hydro. etc.) used 10
meet the demand
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Marginal Cost Calculations
Methods
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m Marginal Generation Capacity Costs
= “"Peaker Deferral” method

» Forward-Backward method

» Generation Resource Plan Expansion or
System Optimization method

x Marginal Transmission Capacity Cost

» Projected Embedded Analysis
* Functional subtraction approach
« Engineering approach

= System Planning Approach




Marginal Cost Calculations
Methods
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m Marginal Distribution Capacity Cost
» Demand-related marginal distribution capacity
costs
+ Systems approach
* Engineering approach
» Customer-related margina! distribution
capacity costs
+ Minimum systems method
* Zero-intercept method
* Engineering method

Marginal Cost Calculations
Methods
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» Marginal Generation Energy Costs

» Using utility production costing models
m Using historical data

m Marginal Transmission and
Distribution Energy Costs

= These are minimal and can be ignored
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Applications of Marginal
Cost Studies
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m Marginal costs provide a true reflection of the costs
incurred by a utility to meet additional demand in
capacity and energy.

a Marginal costs allocated to different time periods can
be used in optimal dispatch of power plants.

® Marginal costs can be used in determining tariffs that
send the right price signals to customers.
a Marginal costs can be used to evaluate alternative

expansion plans and develop optimal and cost-
effective capital investrments plans.
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