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OBJECTIVES & TAKEAWAYS
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• RECAP KEY TAKEAWAYS FROM COST OF 
SERVICE PRESENTATION

• SUMMARIZE HOW MISALIGNED RATES 
IMPACT CUSTOMERS

• COMMUNICATE PROCESS FOR DEVELOPING A 
BUDGET (EXPECTED REVENUE VS. EXPECTED 
COSTS)



AGENDA
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• HIGHLIGHTS FROM LAST PRESENTATION

• RATES & COST SHIFTING

• INTEGRATED PLANNING

• BUDGETING: REVENUE FORCASTING & REVENUE 
REQUIREMENTS



TAKE-AWAYS FROM PRIOR 
RAC MEETING

• The Cost of Service study is backward looking & does not define our forward looking costs, 
known as Revenue Requirements

• Customers’ usage patterns determine the cost of serving them
o Inefficient customers disproportionately create fixed cost
o Efficient customers make better use of fixed cost infrastructure

• Commercial customers pay more than their cost of service, while residential customers pay 
a little less than their cost of service

• Our current rate designs do not align with our cost structure

• “Effective Price,” which is the sum of all fees on a bill divided by the number of units 
purchased, is a poor indicator of fairness
o More efficient users will have a lower effective price, but are contributing more that their cost of service
o A lower effective pricing does not mean there is no incentive to conserve; every rate we have includes 

a conservation price signal
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COST OF SERVICE 
DEFINITION

• A snapshot of a utility’s cost 
structure

• Backward looking

• A study of how customers create 
cost and contribute to cost 
recovery

• Used to inform rate design
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A cost of service study is…

• Used to determine “revenue 
requirements” (i.e., funding 
needed to run the business)

• Forward looking

• An indicator of needing a rate 
increase

• A driver of the price charged to 
customers

A cost of service study is not…
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EFFECTIVE PRICE BY 
CUSTOMER GROUP

Effective Price is the total of all fees divided by the number of 
units purchased.  Commercial customers pay a lower effective 

price because they utilize our system much more efficiently than 
residential customers (i.e., their customer & demand charges are 

spread across more kWh).  Rate structures for ALL customer 
groups include a seasonal incentive to conserve energy.

Effective Price 
in ¢ per kWh Utilization

Conservation 
Incentive

Customer 
Group

Residential 10.8 40% Yes
PL (Small & Med Business) 9.5 54% Yes
LLP (Large Business) 8.4 60% Yes
ELP (Extra Large Comm & Industrial) 7.6 71% Yes
SLP (Super Large Comm & Industrial) 6.7 74% Yes
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CUSTOMER PRICING

The price paid by residential 
customers is below the cost 

of service.

$1.09B
(Cost to Serve)

$1.03B
(Revenue)

9.6B kWh usage 12.2B kWh usage

$960M
(Cost to Serve)

$1.02B
(Revenue)

Residential Commercial & Industrial

The price paid by commercial
customers is above the cost 

of service.

(a)

(b)

(c) = (a) ÷ (b)11.4¢/kWh 10.8¢/kWh
(Cost to Serve per kWh) (Price Paid per kWh)

7.9¢/kWh 8.4¢/kWh
(Cost to Serve per kWh) (Price Paid per kWh)



QUESTIONS & DISCUSSION
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RATES & COST 
SHIFTING
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Residential PL LLP ELP SLP

Fixed Customer $       69,207 7% $      8,032 2% $      4,149 2% $      2,035 2% $         448 0%
Demand 136 0% - 0% 66,547 25% 31,418 26% 50,991 30%

Variable
Energy 737,804 93% 361,858 98% 134,192 74% 55,188 72% 68,807 69%
Energy (fuel adj) 121,237 62,344 40,485 19,594 31,374 
Energy (reg adj) 103,917 36,071 23,680 10,326 16,111 

Total $ 1,032,301 100% $ 468,305 100% $ 269,052 100% $ 118,560 100% $ 167,731 100%

Residential PL LLP ELP SLP

Fixed Customer $     184,004 17% $    37,503 9% $      7,061 3% $      1,817 2% $      2,862 2%
Demand 472,529 43% 185,514 43% 109,279 44% 45,246 41% 65,160 38%

Variable
Energy 209,734 40% 107,853 48% 70,024 54% 33,862 58% 53,953 60%
Energy (fuel adj) 121,237 62,344 40,485 19,594 31,374 
Energy (reg adj) 103,917 36,071 23,680 10,326 16,111 

Total $ 1,091,421 100% $ 429,285 100% $ 250,529 100% $ 110,845 100% $ 169,459 100%

% Cost to Serve 95% 109% 107% 107% 99%
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REVENUE VS. COST BY 
CUSTOMER GROUP

Revenues
$ in thousands

Cost to Serve

Note: Based on normalized data (i.e., total revenue = total cost to serve).
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OUR RATES NEED BETTER 
COST-TO-BILL ALIGNMENT

Note: Values based on FY2017 Cost of Service study

The misalignment of our rate structures becomes a significant 
challenge if customer usage suddenly decreases.

Residential Commercial & Industrial

Current Revenue Cost to Serve

84%
Variable

16% Fixed

55%
Variable

45%
Fixed

Current Revenue Cost to Serve

93%
Variable

7% Fixed

40%
Variable

60%
Fixed



HYPOTHETICAL ELECTRIC BILL EXAMPLE
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THE IMPORTANCE OF RATE DESIGN

When fixed costs are recovered through variable charges, a 
reduction in volume delivers insufficient revenue.
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Cost to Serve a 
Residential Customer

Revenue with 
Current Rate Design

Impact of 
Decreased Usage

Total Cost = $120

Variable 
Cost

$50

$70 Fixed 
Cost

Bill Total = $120 Bill Total = $40

Variable 
Revenue

(10.5¢/kWh * 
1,060kWh)

$111

$9

Fixed 
Revenue

($8.75/month)

Variable 
Revenue

(10.5¢/kWh * 
300kWh)

$31

$9

Fixed 
Revenue

($8.75/month)

Fixed Cost to Serve
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RESIDENTIAL TYPICAL CUSTOMER

$9

COST TO SERVE VS BILLS

Over the course of a year, a typical customer with no rooftop 
solar will mostly cover their cost of service…
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RESIDENTIAL SOLAR CUSTOMER

… but customers with solar PV don’t even cover their fixed cost 
of service.

COST TO SERVE VS BILLS

$9

Bill

Total Cost to Serve

Fixed Cost to Serve
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QUESTIONS & DISCUSSION
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BUDGETING PROCESS

16
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FINANCIAL OBJECTIVE
• Fundamentally, we are a cost recovery

business

• Every dollar we spend on behalf of the 
community ends up in customers’ bills

• We do not generate “profit”

• This model is a unique advantage of 
municipally owned utilities

Our rates are designed to deliver revenue that fully covers our 
operating expenses, capital investments, payments to debt 

holders, and city payment.



BUDGETARY FOCUS

• A full budgeting process is conducted every single year

• First, we develop a revenue forecast (estimated units to be sold x price)

• Second, we develop a comprehensive, bottom’s up budget
o The budget is the sum of all the costs we expect to incur in the future
o The budget represents the level of funding we need to receive as revenue (i.e., 

our revenue requirements)

18

AA

BB

If AA BB<
Look for ways to cut cost 
(i.e., decrease budget)

Increase revenue by 
raising rates- OR -



FORECASTING OVERVIEW
Generation Resource = Load (Demand) + Reserve Margin 

• Customer Growth (Electric & Gas Sales)
• Regulatory Costs (TCOS, ERCOT)
• Fuel Cost (gas, coal, nuclear, renewables)
• Generation Resource Plan

• Market Power Prices
• Wholesale price, revenue & margin
• Interest Rates

FORECAST INPUTS

WE DEPLOY 
AN ANNUAL 

UPDATE PROCESS

5-year detailed planning 
by business unit

Historical & current 
year performance

25-Year Long Range Plan

1 2 – 5 6 – 25

Year 1 will be presented to Board for approval (outer years are refreshed in subsequent planning 
cycles, so they are considered preliminary & subject to change)

A robust long range planning process is essential for long-term resource planning 
& yields budget targets, financial metric performance, & revenue support 

requirements. 
19
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$2,715.7 

Uses of Revenue

IS OUR REVENUE SUFFICIENT?



LOAD FORECAST
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The load forecast is developed based 
on:

• Forecasted number of 
customers & bills for each 
customer segment

• Forecasted average 
consumption for each 
customer segment

• Guidance from large 
commercial account managers

• Weather

CHARTS ARE 
ILLUSTRATIVE

We examine every customer group to identify factors that will 
impact their usage.



FUEL FORECAST
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CHARTS ARE 
ILLUSTRATIVE

The fuel cost forecast is 
developed based on:

• Existing commodity fuel 
contracts (for natural gas 
or coal)

• Forecasted natural gas 
prices

• Forecasted ERCOT 
wholesale market power 
prices



REGULATORY 
FORECAST
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CHARTS ARE 
ILLUSTRATIVE

The regulatory cost forecast is 
developed based on:

• Forecasted ERCOT peak 
demand

• Forecasted CPS Energy peak 
demand

• Forecasted rate cases by other 
utilities

• CPS Energy’s strategy for filing 
transmission cost recovery 
applications with the PUCT



RETAIL REVENUE FORECAST
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The retail revenue forecast is 
developed based on:

• Load forecast

• Fuel cost forecast

• Regulatory cost forecast

• Current or proposed 
rates

CHARTS ARE 
ILLUSTRATIVE

The retail revenue forecast estimates revenue for the next 25 
years.



WHOLESALE REVENUE 
FORECAST

Wholesale revenue forecast is 
developed based on:

• Projected cost to operate 
generators

• Projected wholesale 
market power prices

• Known or expected long 
term contracts

• ERCOT market conditions

• Weather

25

CHARTS ARE 
ILLUSTRATIVE

Historically, wholesale revenue is very volatile.



REVENUE FORECAST 
(SOURCES OF REVENUE)

26* To be refreshed in subsequent planning cycles.

$2,808.3 
$2,602.2 $2,511.2 
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Historical Proposed Projected*

FY2019 FY2020 FY2021 FY2022 FY2023
Retail Electric 2,276.9$   2,208.6$   2,216.0$   2,347.8$   2,611.0$   
Distribution Gas 170.7        142.9        153.6        206.3        223.7        
Wholesale Electric 325.7 216.3 132.9 145.4 196.9
Non-Operating 35.0 34.4 8.7 16.2 12.7

    Total Sources 2,808.3$  2,602.2$  2,511.2$  2,715.7$  3,044.3$  



QUESTIONS & DISCUSSION
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GENERATION PLANNING
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CHARTS ARE 
ILLUSTRATIVE

A generation forecast is 
developed based on:

• Load forecast for the 
community

• Existing generation 
units & their capacity

• Forecasted wholesale 
market prices

• Weather

• Strategic initiatives



$2,808.3 
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29* To be refreshed in subsequent planning cycles.
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Historical Proposed Projected*

FY2019 FY2020 FY2021 FY2022 FY2023
Operating Expenses 1,608.4$   1,497.2$   1,555.5$   1,712.8$   1,822.1$   
Debt Requirements 419.7        393.8        394.1        410.3        469.4        
R&R 6% of Revenue 168.5        156.1        150.7        162.9        182.7        
City Payment 361.4        343.0        330.6        360.3        399.5        
R&R Remaining 250.3        212.1        80.3          69.4          170.6        
    Total Uses 2,808.3$  2,602.2$  2,511.2$  2,715.7$  3,044.3$  



O&M & CAPITAL PLANNING
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O&M and Capital Plans are 
developed based on:

• Forecasted number of 
employees, salaries & 
cost of benefits

• Expected transmission, 
distribution & 
generation projects

• Cost of energy efficient 
& demand response 
programs

• Expected technology 
projects

CHARTS ARE 
ILLUSTRATIVE



O&M DETAIL: LABOR PLANNING
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Labor planning is developed 
based on:

• Current employee 
headcount 

• Current vacancies & timing 
of filling those positions

• Estimated overtime & 
employee expenses

• Estimated pension & 
benefits costs

CHARTS ARE 
ILLUSTRATIVE



O&M DETAIL: NON-LABOR O&M
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Non-Labor O&M planning is 
developed based on:

• System reliability & asset 
management 
maintenance schedules

• Estimated resources & 
capacity needed from 
outside contractors

• Costs of materials & 
supplies

• Costs of tools, 
equipment & software

• Maintenance costs for 
facilities & vehicles

CHARTS ARE 
ILLUSTRATIVE



CAPITAL DETAIL: PROJECT 
PLANNING
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Capital project planning is 
developed based on:

• Estimated customer requests 
(system growth)

• System reliability & asset 
management maintenance 
schedules

• Replacement timing for 
equipment (major & minor)

• Costs for facilities & vehicles

CHARTS ARE 
ILLUSTRATIVE



FINANCING PLAN

34

A financing plan is developed 
based on:

• Projected capital expenditures

• Projected cash balances & 
capital funding mix (i.e., 
funding debt vs. cash)

• Meeting financial metric 
targets:

o Debt-to-capitalization

o Adjusted Debt Service 
Coverage Ratios

• State of current capital 
markets

CHARTS ARE 
ILLUSTRATIVE



57.3% 43.2% 47.8% 55.2% 56.8%

42.7%
56.8%

52.2% 44.8% 43.2%

$0

$200

$400

$600

$800

2019 2020 2021 2022 2023
      Funded with Debt    Funded with Cash

The plan to fund capital is developed to provide for adequate cash balances 
& long-term debt / equity targets. 
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FINANCING PLAN
FUNDING ALLOCATIONS

* To be refreshed in subsequent planning cycles. 
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FY2019 FY2020 FY2021 FY2022 FY2023
Funded with Debt $339.8 $317.3 $311.1 $463.9 $410.9
Funded with Cash 253.0 416.7 319.7 250.4 336.9
Gross Construction Total $592.8 $734.0 $630.8 $714.3 $747.8
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WHAT’S IMPORTANT TO RATING AGENCIES?
(UNDER MOODY’S METHODOLOGY)

Our Moody’s rating of Aa1 is based upon these factors, as 
well as an overall qualitative assessment of our Company.

FACTOR WEIGHT

Management of Generation Risk, Cost , Reliability 10%

Rate Competitiveness 10%

Financial Strength & Liquidity 30%

Cost Recovery Framework 25%

Willingness & Ability to Recover Costs 25%



FINANCIAL METRICS
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Adjusted Debt 
Service Coverage:

Days Cash on 
Hand:

Debt to 
Capitalization:

(Gross Rev. – Oper. Expense – City Payment)
÷

Debt Service

(R&R Account + General Fund)
÷

(Operating Expense ÷ 365)

(Outstanding Debt)
÷

(Outstanding Debt + Equity)

The number of times our 
operating cash flow could cover 
our debt costs.

The number of days of operating 
expenses that our current level of 
cash could cover.

The proportion of our total capital 
structure that is comprised of 
issued debt.

We monitor these metrics to ensure financial strength and 
liquidity.
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FINANCIAL TARGETS

1.  Adjusted 
Debt Service 

Coverage 
(ADSC)

Threshold Target

1.50X

Financial Metrics

2.  Days Cash On 
Hand (DCOH)

3.  Debt/Equity

4.  Net Income

> 1.60 X

150 Days > 170 Days

65% < 60%

> $15M> $0M

Strategic Levers

1. Financing Plan 
(new debt)

2. Rate Plan

3. Reduction of 
O&M / Capital

The budget is developed to maintain key financial metrics at 
target levels.  Meeting financial metrics is necessary to maintain 

strong credit ratings.
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RATING ACTIONS
WINTER STORM URI

Rating Agency
Rating Changes

New Outlook / 
WatchSenior

Prior New

Fitch AA+ AA- Negative  Outlook

Moody’s Aa1 No Change Negative Outlook

Standard & Poor’s (S&P) AA AA- Credit Watch 
Negative

Strong credit keeps our borrowing costs low.



RATINGS AGENCIES
RECENT RATING ACTIONS
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CPS Energy’s various strengths include: “competitive retail 
rates despite a high General Fund transfer requirement, a 
competitive, reliable and diverse power supply …”

The ratings agencies recognized the need for us to seek rate 
increases to maintain financial stability and keep metrics healthy.

“The Negative Outlook also reflects the broader economic 
stress caused by the pandemic, coupled with community 
perceptions … which could impact city council’s willingness 
to approve, without delay, any proposed rate increases.”

“In particular, we will consider whether the magnitude of 
any rate increases the utility may need to seek weakens 
our assessment of its market position or if fixed-charge 
coverage metrics come under pressure.”



QUESTIONS & DISCUSSION
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INTEGRATED PLANNING 
PROCESS

42



Align on Strategic Priorities
Key focus areas we must deliver on in 
coming years

Gather Planning Information
Collect key data (budget, scope, demand, timing, risk 
& alignment)

Prioritize Budget & Capacity
Refine plans to ensure ability to execute 
based on strategic priorities

Challenge Sessions & Finalize Plans
Present & discuss Business Area plans to ensure alignment & 
ability to execute

INTEGRATED PLANNING PROCESS

Integrated Planning results in a strategic business plan for each business unit.
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Strategic & Risk Landscape
Align on key Risks & AES’s through Guiding Pillars

Financial & Budget Planning
Forecast cost & revenues to inform budget allocation

Enterprise Portfolio & Projects
Prioritize & plan work to insure wisest investments

Business & Metrics Planning
Incorporated plans with measurements of performance

Risk & Compliance Planning
Assess & develop mitigations to tactical risks

Benchmarking 
Assessment of performance compared to peers

INTEGRATED PLANNING & 
EXECUTION

Leadership & 
Business Area 
Engagement

44



BUSINESS PLANS
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IMPACT OF STRATEGIC DECISIONS

$9

Strategic decisions are viewed through the bill impact lens.

OUR RATE MODELING PROCESS IS ALSO USED TO 
EVALUATE ALTERNATIVE STRATEGIES

Integrated Forecast Model

Process Output
Revenue 

Requirement, 
Rates & Bill 

Impact

Customer 
Count, Usage 

& Load

ERCOT Market 
Conditions

Wholesale 
Revenue

Generation 
Unit & 

Renewable 
Availability

Metrics & 
Rating Agency 
Perspectives

Economic Dispatch

Financial 
MarketsBudgeting

Fuel Costs

Sample 
Decision

Retire Coal 
Plants?
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THE FULL IMPACT ON THE CUSTOMER MATTERS
TOTAL TOTAL BILL

The “Total Total Bill” impact 
to customers includes:

• Current and future 
trend in usage

• Current and future fuel 
& regulatory costs

• The cost of the 
strategic initiative being 
considered



QUESTIONS & DISCUSSION
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Thank You



Appendix


