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As part of the process for updating Los Angeles Department of Water and Power’s (“LADWP”) rates 
charged to third parties for transmission and generation based ancillary services offered under LADWP’s 
Open-Access Transmission Tariff (OATT), LADWP is posting for review by stakeholders a summary of the 
allocated cost of service, annual revenue requirements, and related rates for each of these services 
(“OATT Cost of Service Study”).  This document provides a summary of the process and approach used 
to conduct the OATT Cost of Service Study. LADWP began this complex updating process around June 
2011. The specific  services for which the OATT Cost of Service Study was performed included: 

 Point-to-Point Transmission Service (Schedules 7 and 8),  

 Scheduling, System Control and Dispatch Service(Schedule 1),  

 Reactive Supply and Voltage Control from Generation or Other Sources Service (Schedule 2),  

 Regulation and Frequency Response Service (Schedule 3),  

 Operating Reserve – Spinning Reserve Service (Schedule 5),  

 Operating Reserve – Supplemental Reserve Service (Schedule 6), and  
 

In addition, the OATT Cost of Service Study also included the development of rates and purchase 
obligations for a new service to be included under LADWP’s OATT - Generator Regulation and Frequency 
Response Service (Schedule 10).  
 

Overall Approach 
 
LADWP has previously used a stated rate approach in developing its OATT rates in contrast to a formula 
rate approach. This approach was also used in the current updating process. The OATT Cost of Service 
Study was developed based on the use of Period I data (historical test year) with proforma adjustments 
(i.e. out of period adjustments) as required, as compared to Period II data that would be based on 
projected costs for all test year revenue requirement components.   Consistent with LADWP’s historical 
approach, the overall rate design uses the “postage stamp” rate concept.     
 
The OATT Cost of Service Study was developed based on: 

(i) cost data and other information from LADWP’s books and records for the most recent 
historical test year available at the time the study was performed, which was for the 
period July 2008 through June, 2009 (“Test Year”);  

(ii) cost data and other information from LADWP’s books and records for the period July 
2010 through June, 2011 for development of pro-forma adjustments to the Test Year 
allocated cost of service;  

(iii) cost allocation methodologies used in prior LADWP cost of service studies for 
functionalizing LADWP’s costs to the appropriate utility function (e.g., production, 
transmission, etc. );  

(iv) methodologies accepted by Federal Energy Regulatory Commission (“FERC”) for 
allocating costs to each OATT service; and  
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(v) data pertaining to the return on equity used in establishing rates for certain 
neighboring transmission providers.   

 
 

Revenue Requirement Components and Allocation of Costs 
 
The Test Year cost of service and annual revenue requirement includes recovery of capital-related costs, 
expenses, and off-setting revenue credits. The capital related cost components were developed based 
on a return on rate base approach.   
 

 Rate base components include net plant in service (gross plant less accumulated depreciation),  
allocated general and intangible plant, construction work in progress (“CWIP”) as permitted by 
established precedent, materials & supplies, prepayments, and an allowance for cash working 
capital.    The rate of return used was 7.01% based on LADWP’s overall system capitalization 
structure and debt costs for the Test Year and a return on equity developed from the average of 
the returns on equity that were in effect for the Test Year for the neighboring transmission 
providers PG&E, SDG&E, and SCE.  

 

 Expenses include plant related depreciation and amortization expenses, plant related operation 
and maintenance expenses (“O&M”), total fixed costs associated with facilities in which LADWP 
has a participation entitlement share rather than a direct ownership share (e.g. Intermountain 
Generating Station), and an allocation of administration and general (“A&G”) expenses and 
taxes other than income taxes.  
 

 Revenue credits include revenues associated with OATT services (including revenues associated 
with LADWP wholesale sales), except those associated with the loads that have been included in 
the rate divisor, rent from electric property, and an allocation of miscellaneous revenues. 
Credited transmission and scheduling service related revenues also include revenues associated 
with long-term firm grandfathered transmission service.       

 
The Test Year cost of service and annual revenue requirements were adjusted to take into consideration 
out of period or  pro forma adjustments to capture changes in capital related costs, firm transmission 
loads, and revenue credits.  More specifically, the proforma adjustments include changes in net plant in 
service, CWIP, revenue credits and firm transmission loads based on actual data for the period July 2010 
through June, 2011. The cost of service for the Test Year and Adjusted Test Year were functionalized to 
the appropriate utility function (e.g. production and transmission) and then costs were allocated to each 
OATT service as appropriate.  For example, production related costs were allocated to each ancillary 
service based on the fixed costs associated with the generation resources that typically provide the 
service. Exhibits I-IX included in the posted material provide the details pertaining to the development of 
the allocated cost of service and annual revenue requirement for each OATT service.     
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Rate Development 
 
Schedules 1, 2, 3, 5, 6, 7 and 8, and 10 of the posted material show the development of the rates for 
each OATT service.  The average of the twelve monthly peak demands (12-CP) on the transmission 
system (including OATT long-term firm reserved capacity) for the Test Year and the Test Year including 
proforma adjustments were used to derive the yearly rates for each OATT service for the Test Year and 
Test Year including proforma adjustments, respectively.   The 12-CP allocator was used based on 
LADWP’s historical use of the 12–CP allocator for allocating transmission costs to its retail customers.  
The monthly, weekly, daily and hourly rates for each OATT service were generally developed based on 
the widely accepted “Appalachian” method.   
 
 
 


