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I. INTRODUCTION 

1. The purpose of the Review of Retail Tariff Methodology Consultation Document 

(Consultation Document) is for the Regulatory Authority of Bermuda (RA) to provide 

observations and considerations regarding the Regulatory Authority (Retail Tariff 

Methodology) General Determination 2018 (GD) and invite comments on the topics in 

order to help the RA decide on the appropriate amendments. The RA has observed that 

certain parts of the GD could use updating and additional details to provide further 

guidance on the methodology.  

2. The RA was established under section 11 of the Regulatory Authority Act 2011 (RAA) with 

functions as assigned to it by the RAA and by sectoral legislation. The principal functions 

of the RA, in relation to any regulated industry sector, are described in section 12 of the 

RAA as follows: 

(a) to promote and preserve competition; 

(b) to promote the interests of the residents and consumers of Bermuda; 

(c) to promote the development of the Bermudian economy, Bermudian 

employment and Bermudian ownership; 

(d) to promote innovation; and 

(e) to fulfil any additional functions specified by sectoral legislation. 

3. The RA is responsible for the regulation of the electricity sector in Bermuda and its 

overarching responsibilities are to: 

• regulate tariffs and the quality-of-service provision to end-users; 

• ensure that access to electricity infrastructure by current and prospective 

generators in Bermuda is transparent, fair, reasonable, and non-discriminatory; 

• investigate and respond to complaints from end-users as regards the provision 

of electricity. 

4. Sectoral legislation in respect of the electricity sector was enacted - the Electricity Act 

2016 (EA). Section 35 to 37 of the EA give the RA the function of setting and reviewing 

the retail tariffs. The RA published the GD in October 2018, which sets out the 

methodology for calculating the electricity retail tariffs in Bermuda. The methodology is 

designed to enable the Transmission, Distribution & Retail (TD&R) Licensee to recover 

the cost of its activities in providing electricity to end-users, including a reasonable return.   
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II. CONSULTATION PROCEDURE 

5. This consultation is being undertaken in accordance with sections 62 and 69-73 of the 

RAA and sections 35 and 37 of the EA. The procedure and accompanying timelines (as 

set out in section 70 of the RAA), under which this consultation is taking place is set out 

in paragraphs 6-15 below.  

6. Written comments should be submitted before 11:59 PM (Bermuda time) on 14 November 

2022. 

7. The RA invites comments from members of the public, electricity sectoral participants, and 

other interested parties. The RA requests that commenting parties, in their responses, 

reference the number of the relevant questions, as set forth in this Consultation Document, 

to which they are responding. A complete list of questions presented by this Consultation 

Document appears in Chapter 0 of this document. 

8. Responses to this Consultation Document should be filed electronically in MS Word or 

Adobe Acrobat format. Parties wishing to file comments should go to the RA’s website 

http://www.ra.bm and click on the “Click Here to Respond” button on the RA’s home page: 

 

9. All comments should be clearly marked "Response to Consultation Document: Review of 

Retail Tariff Methodology" and should otherwise comply with Rules 18 and 30 of the RA's 

Interim Administrative Rules, which are posted on the RA's website. 

10. The RA intends to make responses to this Consultation Document available on its website 

within 4 weeks of the close of consultation. If a commenting party's response contains any 

information that is confidential in nature, a clearly marked "Non-Confidential Version", 

redacted to delete the confidential information, should be provided together with a 

complete version that is clearly marked as the "Confidential Version." Redactions should 

be strictly limited to "confidential information," meaning a trade secret, information whose 

commercial value would be diminished or destroyed by public disclosure, information 

whose disclosure would have an adverse effect on the commercial interests of the 

commenting party, or information that is legally subject to confidential treatment. The 

"Confidential Version" should highlight the information that has been redacted. Any person 

claiming confidentiality in respect of the information submitted must provide a full 

justification for the claim. Requests for confidentiality will be treated in the manner 

provided for in Rule 30 of the RA's Interim Administrative Rules. 

11. In accordance with section 73 of the RAA, any interested person may make an ex parte 

communication during this consultation process. An ex parte communication is defined as 

any communication to a Commissioner or member of staff of the RA regarding the matter 

http://www.ra.bm/
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being consulted on in this Consultation Document, other than a written submission made 

pursuant to this Chapter II. Within two business days after making an ex parte 

communication, the person who made the ex parte communication shall submit the 

following to the RA: (i) a written description of the issues discussed, and positions 

espoused; and (ii) a copy of any written materials provided. This will be posted on the RA’s 

website, along with a notice of the ex parte communication.  

12. The RA intends to publish its revised GD on this Consultation within six (6) months after 

the closing date of the Consultation.  

13. The principal point of contact at the RA for this Consultation Document is Abayomi 

Carmichael. He may be contacted by email, referencing “Response to Consultation 

Document: Review of Retail Tariff Methodology” at consultation@ra.bm or by mail at: 

Abayomi Carmichael 
Regulatory Authority 

1st Floor, Craig Appin House 

8 Wesley Street 

Hamilton, Bermuda 

14. In this Consultation Document, except insofar as the context otherwise requires, words or 

expressions shall have the meaning assigned to them by the EA, the RAA and the 

Interpretation Act 1951. 

15. This Consultation Document is not a binding legal document and does not contain legal, 

commercial, financial, technical or other advice. The RA is not bound by this Consultation 

Document, nor does it necessarily set out the RA's final or definitive position on particular 

matters. To the extent that there might be any inconsistency between the contents of this 

Consultation Document and the due exercise by the RA of its functions and powers, and 

the carrying out of its duties and the achievement of relevant objectives under law, such 

contents are without prejudice to the legal position of the RA. 

  

mailto:consultation@ra.bm
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III. LEGISLATIVE CONTEXT 

16. The RAA established a cross-sectoral, independent and accountable regulatory body “to 

protect the rights of consumers, encourage the deployment of innovative and affordable 

services, promote sustainable competition, foster investment, promote Bermudian 

ownership and employment and enhance Bermuda’s position in the global market” 1 

according to the RAA.  

17. In June 2015, the Ministry of Economic Development of Bermuda published the National 

Electricity Sector Policy (the ‘’Policy Document’’) 2 . The Policy Document set out the 

groundwork for the institution of the subsequent EA and the desired structure of the 

electricity sector of Bermuda3. 

18. The EA established an electricity sector regulatory framework within the meaning of the 

RAA. The EA received Royal Assent on 27 February 2016 and came into operation on 28 

October 2016 pursuant to the Electricity Act 2016 Commencement Day Notice 2016 (BR 

101/2016). The EA repealed the Energy Act 2009.  

19. The structure of the legislative framework of the electricity sector in Bermuda covers the 

policy, legal and regulatory frameworks: 

(a) The policy framework includes Ministerial directions for the sector and 

establishes objectives to be achieved under the framework. 

(b) The legal framework contains all of the primary legislation, licences, and 

contracts that establish the functions, roles, powers, and responsibilities of 

stakeholders. 

(c) The regulatory framework includes the regulatory instruments that are 

necessary for all participants to fulfil their roles and clarify the nature of their 

responsibilities. 

20. The structure of the legislative framework of the electricity sector in Bermuda is 

summarized in Figure 1. 

 
1 Regulatory Authority Act 2011, p. 5. 
2 Ministry of Economic Development (2015), ‘The National Electricity Sector Policy of Bermuda’, Bermuda.   
3 Ministry of Economic Development (2015), ‘The National Electricity Sector Policy of Bermuda’, Bermuda, p. 4.   
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Figure 1: Structure of the policy, legal, and regulatory framework of the electricity sector 

 
 

21. The RA has the powers to supervise, monitor and regulate the electricity sector in 

Bermuda in accordance with the purposes of the EA. Such purposes, as set forth in section 

6 of the EA, and include:  

(a) to ensure the adequacy, safety, sustainability and reliability of electricity supply 

in Bermuda so that Bermuda continues to be well positioned to compete in the 

international business and global tourism markets;  

(b) to encourage electricity conservation and the efficient use of electricity;  

(c) to promote the use of cleaner energy sources and technologies, including 

alternative energy sources and renewable energy sources;  

(d) to provide sectoral participants and end-users with non-discriminatory 

interconnection to transmission and distribution systems;  

(e) to protect the interests of end-users with respect to prices and affordability, and 

the adequacy, reliability and quality of electricity service;  



 

8 

 
 

 
 
 
 

 
 

(f) to promote economic efficiency and sustainability in the generation, 

transmission, distribution and sale of electricity. 

22. Section 14 of the EA gives the RA the function “generally to monitor and regulate the 

electricity sector” together with the detailed functions described in the RAA and elsewhere 

in the EA. Hence, the RA regulates the electricity sector in Bermuda.4 

23. Additionally, section 35 of the EA outlines that the RA shall determine the retail tariffs in 

accordance with the principles set out in the EA. Furthermore, section 37 of the EA outlines 

that reviews of the retail tariff should occur every five years or less.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

 
4 Defined in the RAA as including a General Determination, order, direction, decision or other written 
determination by which the RA establishes the legal rights and obligations of one or more Sectoral Participants but 
does not include an advisory guideline (or an adjudicative decision and order). General Determination is defined as 
a statutory instrument made pursuant to section 62 of the RAA that is applicable to all Sectoral Participants or 
categories of Sectoral Participants as fall within the scope of the Statutory Instrument.  
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IV. BACKGROUND 

24. On October 19, 2018, the RA published the Retail Tariff Methodology General 

Determination which outlines the steps, considerations, and methodology that should be 

undertaken to calculate the retail tariffs.  

25. The RA initiated the creation of the Retail Tariff Methodology GD by commencing a 

consultation process and publishing a Consultation Document on 8 March 2018 that 

invited responses from members of the public, including electricity sectoral participants 

and sectoral providers, as well as other interested parties. The purpose of the RA’s initial 

Consultation Document was to consult on the proposed Retail Tariff Methodology, which 

would become the General Determination. 

26. Responses to the Consultation Document were solicited from the public electronically 

through the RA’s website. The response period commenced on 8 March 2018 and 

concluded on 19 April 2018. In that period, the RA received three responses from the 

public. Afterwards, the RA issued a Preliminary Report, Preliminary Decision and Order 

on 10 September 2018 that invited responses from members of the public, including 

electricity sectoral participants and sectoral providers, as well as other interested parties. 

Again, the RA received three responses from the public for the Preliminary Report, 

Preliminary Decision and Order. Finally, the RA published the final General Determination 

in October 2018.  

27. The RA is now producing this Consultation Document to discuss observations and 

considerations for the GD after applying the methodology over the previous retail tariff 

periods. The consultation aims to collate public opinions before making any updates.  
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V. OBSERVATIONS AND CONSIDERATIONS 

V.1 Determination of the TD&R revenue allowance 

V.1.1 General formula 

28. Paragraphs 5, 7, 18, and 19 of the GD indicate that the allowed revenue should be set 

such that the TD&R licensee recovers the reasonable costs of service incurred in 

achieving the service standards. This includes the efficiency of OPEX, CAPEX, and the 

cost of capital.5   

29. The only formula provided by the GD in relation to those is as shown in the box below. 

Components of the formula are further described in paragraph 19 of the GD. 

Box 1: Revenue allowance formula (Paragraph 18) 

Allowed revenue = OPEX + depreciation + (rate base x return on rate base) 

 

 

30. The paragraph of the GD and this particular formula could be more detailed: 

(a) It does not clarify that the allowed revenue is calculated for each year 

(b) By differentiating “OPEX” and “depreciation”, it does not recognize that 

depreciation is in fact an OPEX item 

(c) It does not reflect true-up, incentive-related and automatic (such as FAR) 

adjustments described in subsequent sections, and as such, somewhat 

contradicts principles listed in those sections 

(d) It entertains the idea that the “return on rate base” is perpetual when it should 

be reviewed for each and every review period 

(e) It does not explicitly exclude “other revenues” (i.e., revenues which are 

recovered outside of retail rates such as connection fees) from the 

determination of the revenue allowance. More broadly, it fails to distinguish 

“regulated OPEX” from “unregulated* OPEX”. 

31. Usually, regulators often differentiate between OPEX from regulated and unregulated 

activities to ensure that the utility, or the regulated business, only recovers costs from the 

regulated expenses and does not use the recovered expenses to cross-subsidise other 

 
5 Electricity Act 2016, section 35 
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activities.6 Therefore, costs from unregulated functions are usually omitted from allowed 

revenues or revenues from the unregulated activities are subtracted from the regulated 

OPEX allowed revenues. 

Box 2: Observations pertaining to paragraphs 5, 7, 18, 19 

❖ Q1: Should formulas in paragraph 18 be expanded on? 
❖ Q2: How much level of detail should be included in the GD in terms of formulas and listing 

items that should be included and excluded? 

❖ Q3: Which categories of (unregulated) OPEX items should be explicitly excluded from 

revenue allowance calculation formulas? 

 

V.1.2 Periodicity of reviews 

32. Paragraph 16 indicates that the pricing regime “should be based on five-year review 

periods”, whilst allowing a transitional period “with shorter review periods”7 . The enabling 

legislation refers to “… every five years or less as determined by the Authority…”.  

33. Experience with recent retail tariff reviews indicates that expanding the length of review 

periods to five years might not be practical nor desirable, because of uncertainties 

underpinning aspects of the review such as capital budget planning or sales forecasts. 

34. However, there are many reasons for adopting multi-year review periods, including striving 

for increased price stability and because they typically unlock more ambitious technical 

and efficiency improvement aspirations than observed in single-year reviews.  

35. Whilst a multi-year review period may be desirable, the GD might instead refer to a period 

of ‘up to’ five years to provide more flexibility in the frequency of reviews. 

Box 3: Observations pertaining to paragraph 16 

❖ Q4: Should the GD remain as prescriptive with respect to the length of future review 
periods? 

❖ Q5: Is it still relevant for the GD to refer to a “transitional period”? 

 

 

 
6 Regulatory Approaches to Revenue Setting for Electricity Transmission and Distribution System Operators among ERRA Member 
Organizations, April 2020, Energy Regulators Regional Association, Economic Consulting Associates 
7 The Electricity Act, 2016 section 37 (1) sets out that “Within two years from the commencement date of this Part, and every five 

years or less as determined by the RA, or as directed by the Minister, the RA shall conduct (a) a retail tariff review in accordance 
with section 35 to establish the approved retail tariff;” 
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V.1.3 “Re-opener” triggers 

36. Paragraph 7 (Table 1.1) includes an explanation that “Return on rate base = ex-ante 

nominal vanilla WACC estimate, subject to a trigger mechanism” – and the footnote 

explains that “Under the trigger mechanism, the return on capital for the TD&R licensee is 

estimated and allowed ex-ante for the duration of a review period but allowed to vary if 

there are significant movements (up or down) in capital markets (e.g. changes in the risk-

free rate).” This is a relatively open statement and raises the question as to what would 

be considered “significant movements” in capital markets. To provide guidance, it is 

important to consider whether there should be further clarification as to what that would 

entail. For example, setting out that a variation of x% would be considered significant, or 

alternately making it clear that it would be for the TD&R licensee to provide adequate 

motivation. 

37. Paragraph 16 indicates that the TD&R licensee should retain the right to request the RA 

to “re-open the tariff review if it has to incur unexpected costs that exceed 20% of the 

licensee’s revenue”. This particular statement could be interpreted differently by different 

parties and therefore, could be expanded upon. Consideration should also be given to 

whether 20% of the licensee’s revenue is a justifiable threshold or whether this should 

change. 

38. Furthermore, there might be other valid reasons to re-open a tariff review – such as Force 

Majeure circumstances foreseen to have an impact on future costs. This could include 

unexpected events such as the COVID-19 pandemic that had various impacts.  

Box 4: Observations pertaining to paragraph 16 

❖ Q6: Should the GD provide more clarity on re-opener clauses? 

❖ Q7: Should the threshold level of 20% of the licensee’s revenue be revised?  

❖ Q8: Should re-opener clauses be expanded to a wider range of Force Majeure 
circumstances?  

❖ Q9: If the latter, then should the RA be able to trigger a review re-opener at their own 
discretion? 

 

V.1.4 True-up mechanisms 

39. Paragraph 20 makes provisions for “a number of cost categories” to be “subject to cost 

pass-through treatment”. Three types of triggers are defined in paragraph 20: 

(a) Change in fuel costs. This will trigger quarterly fuel adjustments. 

(b) Variation between forecast purchases and actual purchases from Independent 

Power Producers (IPPs) and Distributed Generators (DG). 
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(c) Variations between sales forecast and actual sales (both sales volume and 

mix), leading to either over or under revenue recovery by tariff rates compared 

with the total TD&R revenue allowance net of fuel and energy purchase costs. 

40. Several amendments could be considered in paragraph 20 to expand and clarify several 

points: 

(a) It provides little guidance with respect to calculation principles and formulas 

that should underpin the calculation of true-up mechanism adjustments 

(b) It does not recognise practical constraints typically expected when reconciling 

forecast sales/purchases and actual figures – the main of which being that at 

the time where the calculation needs to be made 

(c) It could be legitimate to consider other cost categories than those currently in 

the GD, such as a change in inflation, or exchange rates (if/when PPAs are 

denominated in a non-USD currency) 

(d) It does not provide sufficient information regarding the quarterly FAR 

adjustment and could refer to FAR Guidance rather than going into further 

detail in the GD. 

Box 5: Observation pertaining to paragraph 20 

❖ Q10: Should other “pass-through” categories be considered in the GD? 

❖ Q11: Should guidance from paragraph 20 be underpinned by calculation principles and/or 
formulas? 

❖ Q12: Should paragraph 20 provide further reference to the quarterly FAR adjustment?   

❖ Q13: Should paragraph 20 include details on fuel risk management and any true-up 
associated with the management? 

 

V.2 Determination of the Bulk Generation revenue allowance 

V.2.1 General comments 

41. Most comments made in relation to the TD&R revenue allowance in Chapter V.1 of this 

Consultation, above, also apply in the context of the Bulk Generation (BG) revenue 

allowance determination.  

42. Paragraphs 8 to 10 set out requirements to ensure the best market prices for procurement 

of electricity, and the RA’s procurement process. These paragraphs have been 

superseded by the Bulk Generation Procurement Rules approved in October 2020, which 

means that the paragraphs in the GD can be updated. The associated costs to the TD&R 

licensee will form part of the allowed revenue.  
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Box 6: Observation pertaining to paragraphs 8 -10 

❖ Q14: Do you agree that the paragraphs can be updated to reflect that the procurement 
process has been superseded by the Bulk Generation Procurement Rules published in 
October 2020?   

 

V.2.2 Volume Risk 

43. Paragraph 72 defines the type of pricing regime relevant to the “generation business unit 

of the vertically integrated utility” as a “price-cap regime”. The “Definitions” section of the 

GD defines “price-cap regime” as “a type of incentives-based regime where no 

adjustments to prices due to deviations from volume forecasts are allowed, i.e. volume 

risk is borne by the regulated entity”. Such regime would be at odds with common practice 

in many other public and private bulk generation utilities around the world – where so-

called “take-or-pay” has become the norm. 

Box 7: Observations pertaining to paragraph 72 

❖ Q15: Should the BG pricing regime still be described as “price-cap”? 

❖ Q16: How should volume risks be allocated between customers and the regulated entity? 

 

V.2.3 Transfer Price 

44. Paragraphs 36, 37, 69 provide for a “power purchase arrangement (“transfer pricing 

arrangement”)” to be set “between the TD&R licensee and the generation business unit of 

the vertically integrated utility”. The intentions underpinning this provision (presumably: 

treating both BG & TD&R business units as separate entities operating within the scope 

of their own licensing provisions, and whereby transfers from one revenue allowance to 

the other are standardised) are certainly rationale and logical, but experience of practicing 

the GD in recent years have shown that in effect there is not a “physical” transfer price 

between the TD&R and BG businesses, nor does there need to be one – which could lead 

the concept to be misleading. 

Box 8: Observations pertaining to paragraphs 36, 37, 69 

❖ Q17: Is “transfer price” an appropriate name to designate the BG revenue allowance? 

❖ Q18: If so, should this GD or another make more specific provisions regarding this particular 
mechanism? 
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V.3 Review of components forming part of the revenue allowance 

V.3.1 OPEX 

45. Paragraph 28 introduces two potential approaches for remunerating OPEX on an ex-ante 

basis: 

(a) A top-down approach: project the OPEX on aggregate level (overall company is 

assessed) 

(b) A bottom-up approach: line-by-line build up budgeting 

46. The GD does not provide specific provisions for mechanisms underpinning either of those 

two approaches, especially (1) above. Paragraph 32 simply indicates that the “OPEX 

allowance should be based on the forecast of efficient costs”.  

47. One potential way to articulate mechanisms ensuring operational costs are incurred 

efficiently and prudently is with the so-called “RPI-X” approach, initially pioneered in the 

UK. In this approach, the regulator sets a price cap which over the tariff period can be 

exceeded only to the extent of retail price inflation (RPI), but which is reduced by some 

pre-determined efficiency gain (X) set by the Regulator (and set on the basis of best 

practice benchmarks). This approach has also been adopted in many other countries 

including France, Turkey and Jamaica. 

48. In practice, and in the first three retail tariff reviews that have followed the implementation 

of this GD, an efficiency factor has been used in each rate case so far and has been called 

a ‘productivity factor’. The value that has been used is 1 percent.  

49. It is important to clarify and formalise the calculation process to avoid any arbitrary 

interpretations. This could also include selecting a value for the productivity factor that is 

more appropriate to reflect the desired OPEX efficiency improvement. The value can be 

determined by conducting an assessment and analysing past OPEX trends and/or 

benchmarking the efficiency factors adopted in other relevant jurisdictions. 

50. As an indication, in a recent Energy Regulators Regional Association8 (“ERRA”) report 

(Regulatory Approaches to Revenue Setting for Electricity Transmission and Distribution 

System Operators among ERRA Member Organizations, April 2020) it has been 

concluded that most of the regulators applied an efficiency factor which fell in the range of 

1%-4%. 

 
8 ERRA members can be found in the ERRA website and include: Albania, Armenia, Austria, Azerbaijan, Bosnia and 
Herzegovina, Bulgaria, Cameroon, Croatia, Czech Republic, Estonia, Georgia, Hungary, Kazakhstan, Kyrgyzstan, 
Latvia, Lithuania, Moldova, Mongolia, Mozambique, Nigeria, North Macedonia, Oman, Pakistan, Palestine, Poland, 
Romania, Russian Federation, Saudi Arabia, Serbia, Slovakia, Thailand, Turkey, Ukraine, United Arab Emirates, 
Algeria, Egypt, France, Ghana, Jordan, Kosovo, Peru, United States of America 

https://erranet.org/about-us/members/


 

16 

 
 

 
 
 
 

 
 

Box 9: Observations pertaining to paragraphs 28 and 32 

❖ Q19: Should the GD be retaining both approach (a) and approach (b) from paragraph 45  
above and from paragraph 28 in the GD? 

❖ Q20: Should the GD be providing formulas/methodology underpinning the methodology 
decided upon? 

❖  Q21: Should the GD provide an “X-factor” value / an acceptable range / formulas or 
principles to calculate X-factor? Do you have a view on what it should be? 

 

V.3.2 Capital Plans 

51. Paragraph 46 simply indicates that the “CAPEX plans of the TD&R licensee shall be 

subject to scrutiny, whereby, inter alia, the TD&R licensee will be required to commit to 

the amount, timing, scope and specification of the proposed capital programme”. This is 

of course to be read in conjunction with the EA indicating that “total revenue” should 

recover “reasonable costs” including “investment if it is prudently incurred and for which 

the investment is used and useful”. However, the GD does not indicate specific criteria or 

the process under which the RA intends to scrutinise capital plans.  

52. In other jurisdictions, it is not uncommon to see enshrined in regulation a much more 

extensive and demanding list of criteria which each and every capital investment plan 

above a certain threshold must meet – e.g., source of information for baseline costs, cost 

comparison analysis against the market or benchmarking, review of alternatives 

considered, demonstration of additionality, risk mitigation planning, etc. 

53. Furthermore, the GD does not explicitly refer to funds used during construction. Therefore, 

the GD could expand and outline those assumptions for more clarity and to minimise 

misinterpretation. Outlining the assumptions can help clarify the amount that will be 

factored into the regulatory asset base calculations. 
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Box 10: Observations pertaining to paragraph 46 

❖ Q22: Should the GD introduce several “Tiers” of assets depending on their value – with 
scrutiny and expectations laid out being more stringent on higher Tier than lower Tier 
assets? 

❖ Q23: Are GD expectations comprehensive enough regarding information to be provided by 
the licensee in the context of capital budget reviews and/or tests that must be met? 

❖ Q24: If not, then should tests/criteria be introduced in the GD to ensure that as provided in 
the EA “investment is prudently incurred”? 

❖ Q25: Should the GD clarify the RA’s stance with respect to AFUDC? If so, should the GD 
introduce an acceptable AFUDC value or range of values? 

 

V.3.3 Rate of return 
 

54. In the GD, the return on capital is defined with the formula of the vanilla weighted average 

cost of capital (“WACC”): 

WACC = cost of equity x (1 – gearing) + cost of debt x gearing 

55. Paragraph 59 of the GD provides a high degree of flexibility to estimate the range of its 

cost of equity. It effectively allows for a number of potential methodologies, including 

capital asset pricing model (“CAPM”), discounted cash flow, and risk-premium approach. 

However, there is a risk that some of those approaches, due to fundamental differences 

in methodology, would produce different results. The GD fails to provide clarity on the 

appropriate course of action then. 

56. To provide more clarity, the GD could designate one approach as the “default option”. In 

regulatory frameworks internationally, the capital asset pricing model (“CAPM”) is the most 

used method. The generic CAPM formula is the following: 

 

Ke = Rf + (TMR – Rf) x βe + CRP 

and 

MRP = TMR - Rf 

 
Ke: Cost of equity 

Rf: Risk-free rate 

TMR: Total market return 

MRP: Market risk premium (equity risk premium) 

βe: Equity beta 

CRP: Country risk premium 
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57. To make the estimate more straightforward, the elements of the formula above could be 

further specified. These are summarized in the table below. 

58. Providing more clarity around the calculation and the methodology to use, this 

amendment could alleviate some of the administrative burdens incurred during retail 

tariff reviews.  

Box 11: Observations pertaining to paragraph 59 

❖ Q26: Should the GD narrow down / expand the range of WACC calculation approaches 
that can be used in the context of a retail tariff review? 

❖ Q27: Should the GD go as far as providing “acceptable ranges” for components of cost of 
equity formulas? 

 

Table 1: Consideration for multiple methodologies can be used to define the cost of equity 

Element Consideration 

Risk-free 

rate (Rf) 

For the risk-free rate, long-term US Treasury bond yields are the proxies often used. As 

Bermuda shows strong alignment with various US economic indicators, there is a case 

for the US-based benchmark approach. Also, as equity can be considered as a perpetual 

form of capital, it may be appropriate to use the 30-year Treasury bonds as they have the 

longest duration. Instead of using forecasts from various sources, a more definite source 

could be defined to avoid broad ranges of values. For example, forward curves could be 

considered as issued by the US Treasury. 

Market risk 

premium 

(MRP) 

To estimate the MRP, the CAPM-TMR approach is generally observed to be the preferred 

method. It calculates the MRP by estimating the TMR over time and then by deducting 

the Rf. The reason is that the TMR has been proved to be more stable over time than the 

MRP. The CAPM-TMR method can be forward-looking or based on historical information. 

There is a strong case for applying the forward-looking approach (used by BELCO and 

also by most UK regulators) utilising the discounted cash flow (“DCF”) model. It is 

recommended that GDP growth rates are used for dividend growth expectation to avoid 

a broad interpretation of the assumptions. It would be desirable that the MRP results are 

cross-checked with results derived from the historical CAPM-TMR and CAPM-MRP 

(estimated directly over time by deducting the Rf from the TMR in each period) methods. 

Further benchmarking could be against data sources widely used by valuation and 

financial professionals (e.g., Professor Damodaran) and against industry surveys (e.g., 

the Fernandez survey). To be specific, reference could be made to the Dimson, Marsh, 

and Staunton (DMS) study published annually when defining the historical values. 

Beta 

For companies that are not listed, equity beta cannot be measured against the market. 

The common approaches regulators follow if the beta cannot be directly measured is 

either using betas used in the regulation of other jurisdictions, or to benchmark against 

similar industries, or comparing it with that of comparable firms which are listed.  
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Element Consideration 

 

For benchmarking purposes, the sector specific betas for the power sector and the utility 

sector calculated by Professor Damodaran9 could be considered.  

 

The differences in capital structure of the firms are adjusted through “unlevering” the betas 

for each of the sample firms which is essentially removing the financial effects of the 

leverage to isolate the equity’s contribution to the company’s risk profile. The average 

unlevered betas are “relevered” then to reflect the capital structure. This is to account for 

the difference in the capital structure of the selected peers and that of the utility. The 

following formula is used which is based on the underlying financial theory: 

 

Levered beta = Unlevered beta x (1+(1-tax rate) x (Debt/Equity)). 

 

The GD could be more specific and explicitly state how to derive the beta to be used in 

the cost of equity calculation. 

CRP 

In general, the country risk premium (CRP) is the additional return demanded by investors 

as a compensation for the higher risk associated with investing in a foreign jurisdiction 

compared with investing in their home market. It is a widespread approach to assume 

that this risk can be captured in the yield spread between the country’s sovereign bond 

and that of a government bond of a mature market (e.g., the US, the UK or Germany). In 

the case of Bermuda, the advantage is that this can be measured.  

 

In the methodology of estimating the cost of equity, the method to derive the CRP could 

be streamlined to avoid any misinterpretations.  

 

V.4 Ex-post incentives 

V.4.1 Performance incentives 
 

59. In the GD, paragraph 2 refers to “Service Standards” and paragraph 82 indicates that 

“financial penalties” could apply to BG licensees if they fail to “achieve a predefined level 

of performance”. In parallel, paragraph 58 of the Service Standards GD indicates that 

indicators defined “will also be used as part of the retail tariff methodology to incentivise 

licensees to reasonably exceed specified targets, or to compensate customers for 

underperformance”. 

60. However, the current Retail Tariff Methodology GD: 

 
9 http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/Betas.html 

http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/Betas.html
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(a) Does not provide guidance on the implementation of performance incentives 

suggested in the Service Standards GD 

(b) Restricts performance incentives to BG licensees 

Box 12: Observations pertaining to paragraphs 2 & 82 

❖ Q28: Should financial incentives related to performance be explicitly covering both TD&R 
& BG licensees?  

❖ Q29: Should they be restricted to “the vertically integrated utility” in the context of this 
particular GD? 

❖ Q30: Should there be a clear linkage between the Retail Tariff and the Service Standards 
GDs? 

❖ Q31: To what extent should mechanisms underpinning the calculation of performance 
incentives be explicit in the GD? 

 
 

V.4.2 Efficiency incentives 
 
 

V.4.2.1 Capex efficiency incentives 
 

61. In the GD, paragraphs 48 to 50 discuss the asymmetric CAPEX incentive, such that “if 

actual CAPEX exceeds the ex-ante capital plan forecast, the TD&R licensee bears the full 

cost of overspend, but if actual CAPEX is below the ex-ante capital plan forecast, the 

TD&R licensee shares the benefit of the outperformance with customers and/or the NDC 

Fund on a 20:80 basis (i.e. the majority of the benefit accrues to customers and/or the 

NDC Fund).” 

62. Paragraph 49 suggests that this asymmetric scheme provides "strong incentives” for the 

TD&R licensee to deliver CAPEX at the least cost. However, the 20:80 split does not 

necessarily provide a sufficiently strong incentive, and more typically this split would be 

between 30:70 to 50:50. If the TD&R licensee is able to keep a larger portion of any over-

performance on CAPEX costs it is more likely to deliver CAPEX at least cost. Apart from 

specifying what share of savings should be retained by the utility / shared with customers, 

the GD does not provide implementation guidance. In particular, it does not specify: 

(a) How “outperformance” (resp. “underperformance”) should be calculated, i.e. 

what is compared against what, and at what point in time 

(b) Whether “outperformance” (resp. “underperformance”) should be calculated on 

an asset-by-asset basis or lumping all “recently commissioned” assets together 
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(c) Whether the TD&R licensee can receive retrospective approval for an asset 

that was not previously part of their plan, and for which capital expenditure has 

been made 

(d) How to distinguish new, from recently commissioned, from ongoing 

investments in the TD&R licensee’s capital plan 

(e) How underperformance penalty/outperformance reward should impact rate 

base calculations going forward 

(f) Whether over the course of a review period, the TD&R licensee can adjust 

capital estimates and/or introduce new plans. 

63. Paragraph 50 stipulates that those provisions are limited to assets that have now become 

used and useful (“once the capital programme is delivered”), and thereby fails to set claw-

back provisions that would apply in the context of ongoing multi-year capital investment 

plans whereby total capital cost projections are adjusted upwards or downwards from one 

retail tariff review to the next. 

 

Box 13: Observations pertaining to paragraphs 48-50 

❖ Q32: Should the GD provide more guidance for the implementation of CAPEX asymmetric 

efficiency incentives? In particular how should those impact the calculation of the rate base 

going forward? 

❖ Q33: Should the split ratio remain 20:80? 

❖ Q34: Should the GD allow for retrospective approval? 

 

V.4.2.2 OPEX efficiency incentives 
 

64. Paragraph 35 sets out the OPEX remuneration mechanism. Similar comments to those 

pertaining to the CAPEX mechanism can be made here: 

(a) The mechanism presented and its implementation appears to be high-level and 

vague, and subject to different interpretations, which could benefit from 

clarification.  

(b) Outperforming the ex-ante OPEX allowance results in the TD&R licensee 

sharing the benefits with the customers on a 20:80 basis (majority goes to 

customers), while the underperformance is fully absorbed by the TD&R 

licensee – which is more stringent on the TD&R licensee than in many other 

jurisdictions. 
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65. Furthermore, the basis on which the mechanism is to be applied is not clear. There should 

be clarification on whether depreciation, amortisation, and other factors should be 

considered. 

Box 14: Observations pertaining to paragraph 35 

❖ Q35: Should the GD provide more guidance for the implementation of asymmetric OPEX 

efficiency incentives?  

❖ Q36: Should the split ratio remain 20:80? 

❖ Q37: Should the GD specify which OPEX elements should be excluded from the 

calculation? If so, which ones and why? 

 

V.5 Other comments 

V.5.1 The Net Benefit Test 

66. Paragraphs 2 and 3 of the Retail Tariff Methodology10 GD refer to other regulatory tools – 

one of which is the Net Benefit Test. The Net Benefit Test was outlined in 23.3 of the 

Transmission, Distribution, and Retail (TD&R) License produced in 2017, under 

“Obligations Regarding Integrated Resource Plan and Procurement of New Generation”11. 

The paragraph outlined that the test was to be used to assess bids in the procurement of 

new generation capacity and that projects that submitted bids had to be in accordance 

with the test to proceed.  

67. However, in October 2020, the TD&R License paragraph 23.3 was also modified to read 

“The Licensee shall abide by the procurement process set by administrative 

determination”, excluding any reference or mention of the Net Benefit Test12. The Bulk 

Generation Procurement Rules, published in the same month, define the intended nature 

of such a procurement process. Therefore, the GD could be updated to reflect the changes 

made and exclude references to the Net Benefit Test.  

Box 15: Observations pertaining to paragraphs 2 and 3 

❖ Q38: Should references to the Net Benefit Test be retained in the GD? 

 

 

 
10 Annex 1 of the (Retail Tariff Methodology) General Determination 
11 Transmission, Distribution and Retail License, Regulatory Authority of Bermuda, October 2017 
12 Transmission, Distribution and Retail License, Regulatory Authority of Bermuda, October 2020 
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V.5.2 The National Disaster Contingency Fund 

68. According to paragraphs 23-24, the methodology for funding and disbursing the National 

Disaster Contingency Fund (the “NDC Fund”) is to be established by the RA. There is 

currently no NDC Fund in place and the TD&R licensee has insurance coverage obtained 

from the market to protect itself against natural disasters. The insurance cost is covered 

in the OPEX allowance paid by the customers through the retail tariffs. However, there 

may still be some parts of the network and infrastructure that are not covered by insurance.  

69. Therefore, to provide protection against costs related to a national disaster and to avoid 

these costs being paid with cash by the TD&R licensee, the GD has determined that the 

TD&R licensee shall establish an NDC Fund. 

70. To outline a preliminary guidance on the methodology for funding and disbursing of the 

NDC Fund, a guidance note will be produced (“the Note”). The Note will identify four key 

steps for establishing the methodology of the NDC Fund: 

(a) define what constitutes a national disaster 

(b) determine the appropriate amount to be funded 

(c) determine the method of funding; and  

(d) determine the process for approval & disbursement of those funds.  

71. It is worth observing that even in the event where sensible funding targets can be 

established for the NDC, fund management mechanisms would be extremely 

cumbersome and challenging to establish and operationalize – and would certainly add a 

significant administrative burden. 

72. Furthermore, in practice, a significant share of the TD&R licensee’s regulatory asset base 

is already protected through insurance and ad-hoc capital budget requests from the TD&R 

licensee linked to storm damage have not had a significant impact on prices in retail tariff 

reviews carried out since 2020. This certainly questions the value and benefit altogether 

of the NDC mechanism. 

Box 16: Observations pertaining to paragraphs 23 and 24 

❖ Q39: Should the NDC be retained altogether in the GD? 

❖ Q40: If so, on which basis should its target value be set? Should there be a cap in terms of 

NDC contributions as a % of total revenues? How should this fund be managed? 
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V.6 Tariff design 

V.6.1 Principles of tariff design 

73. The principles outlined seek to achieve tariffs which: 

(a) Achieve total revenue requirements  

(b) Allocate total cost of service fairly among different customers  

(c) Discourage wasteful use of service 

(d) Ensure revenue stability and predictability 

(e) Ensure tariff stability and predictability 

(f) Are simple, understandable and accepted publicly. 

74. The TD&R licensee’s revenue requirements are addressed above. The tariff-setting 

process should ensure that the tariffs are scaled to achieve the total revenue 

requirement. 

75. Paragraphs 91 and 92 address the fair allocation of costs across different customers 

which seeks to achieve cost-reflective tariffs. However, there are other considerations to 

take into account in setting tariffs which may result in some level of cross-subsidisation 

within or between customer classes or tariffs which are then not fully cost-reflective. 

Where tariffs are not fully cost-reflective, any subsidies should be as transparent as 

possible. 

76. Paragraphs 93 to 95 go into some detail on economic efficiency, with pricing to 

encourage efficient use of electricity. They also note some caveats to taking a marginal 

cost (MC) approach – including concerns relating to fairness of cost recovery, as well as 

queries regarding whether a pure MC approach would fully recover allowed revenue.     

77. Paragraph 96 addresses ensuring stability and predictability from the perspective of the 

electricity company. It puts forward positions concerning the predictability of demand and 

that an electricity company might prefer greater revenue certainty resulting from higher 

fixed charges and capacity or demand charges. Whilst not incorrect, there are potentially 

more nuances than are captured in the GD. 

78. Paragraph 97 notes that customers “prefer stability in their bills rather than frequent 

changes over time”, and that “introducing significant changes to the tariff structure is 

undesirable on this principle.” This is not in line with current thinking or practices, for 

example the quarterly fuel price adjustment and the current process to review the 

existing tariff structures in light of changes in the industry. 
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79. Paragraph 98 seeks to address principles of simplicity, comprehensibility, public 

acceptability and feasibility of tariffs; however, it makes statements which do not 

adequately address all of the complexities – for example demand customers may have 

more appetite for more complicated tariff structures if it leads to more efficient allocation 

of costs. 

Box 17: Observations pertaining to paragraphs 91 - 98 

❖ Q41: Should the principles in the GD be expanded to provide further detail on 

circumstances where the approach to higher fixed and capacity charges and lower variable 

charges may or may not apply? 

❖ Q42: Should paragraphs 97 and 98 be updated to more adequately reflect current views 

and add further detail, or should they potentially be removed entirely? 

❖ Q43: Should the principles underlying unbundled tariffs be included in the GD? 

 

V.6.2 Tariff options 

80. Paragraphs 99-112 go into the detail of tariff design, but do not necessarily accurately 

reflect potential considerations in the future. If retained, the information in these 

paragraphs should be expanded to allow for further options and circumstances. 

81. Paragraph 99 describes ‘four main options’ that the RA will consider for tariffs. There are 

a number of concerns with these options as stated, and if retained should be revised. 

For example, under the “three-part tariffs” it states that this is “similar to two-part tariffs, 

but with the addition of a fixed charge that is the same across all users.” It is not 

necessarily true that a ‘fixed charge’ portion of the tariff would need to be the same 

across all users.  

82. The wording could also be a lot more open to provide more flexibility for future 

considerations of tariff structures, potentially setting out options but ‘not limited to’. It 

would seem preferable to give guidance on high-level tariff options but also use terms 

such as ‘in line with international practice…’.  

83. Paragraph 100 could be revised based on what is / is not included in paragraph 99. 

84. The discussion on two-part tariffs (Paragraphs 104 – 108) appear to use the term ‘fixed 

charge’ inconsistently with generally accepted terminology. It appears to refer to fixed 

charges and variable demand / capacity charges interchangeably. For example, 

paragraph 107 states that “The fixed charge would usually vary according to…”. These 

paragraphs would benefit from a review bringing in further clarity and differentiation. 

85. Paragraph 110 states that “A final option is...”. If retained, this should at the least be a 

“further option” since there are also additional options which should be added (as noted 
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above). Additionally, it would allow further proposals of tariff structures to be considered 

in the future and would not limit the possible options.  

86. Paragraph 111 discusses the uses of inclining block rates. However, this information 

does not address issues such as the impact of small-scale embedded generation or 

distributed generation on customer consumption patterns. 

Box 18: Observations pertaining to paragraphs 99-112 

❖ Q44: Should the GD be going into this level of detail on setting out different tariff options? 

❖ Q45: Should the options stated be expanded to include other options and should it clarify 

that the options listed are not the only and definitive ones? 

❖ Q46: Should the information on block tariffs be expanded to address the impact of small-

scale embedded generation on consumption patterns? 
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VI. SUMMARY OF CONSULTATION QUESTIONS 

87. Interested parties are invited to comment on the proposals set forth in this Consultation 

Document, in particular in relation to the following questions.  

88. Determinations of the TD&R Revenue Allowance – General formula: 

Q1. Q1: Should formulas in paragraph 18 be expanded on? 

Q2. Q2: How much level of detail should be included in the GD in terms of formulas 

and listing items that should be included and excluded? 

Q3. Q3: Which categories of (unregulated) OPEX items should be explicitly excluded 

from revenue allowance calculation formulas? 

89. Determinations of the TD&R Revenue Allowance – Periodicity of reviews: 

Q4. Q4: Should the GD remain as prescriptive with respect to the length of future review 

periods? 

Q5. Q5: Is it still relevant for the GD to refer to a “transitional period”? 

90. Determinations of the TD&R Revenue Allowance – Re-opener triggers: 

Q6. Q6: Should the GD provide more clarity on re-opener clauses? 

Q7. Q7: Should the threshold level of 20% of the licensee’s revenue be revised? 

Q8. Q8: Should re-opener clauses be expanded to a wider range of Force Majeure 

circumstances? 

Q9. Q9: If the latter, then should the RA be able to trigger a review re-opener at their 

own discretion? 

91. Determinations of the TD&R Revenue Allowance – True-up mechanisms: 

Q10. Q10: Should other “pass-through” categories be considered in the GD? 

Q11. Q11: Should guidance from paragraph 20 be underpinned by calculation principles 

and/or formulas? 

Q12. Q12: Should paragraph 20 provide further reference to the quarterly FAR 

adjustment? 

Q13. Should paragraph 20 include details on fuel risk management and any true-up 

associated with the management? 
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92. Determinations of the BG Revenue Allowance – General comments: 

Q14. Do you agree that the paragraphs can be updated to reflect that the procurement 

process has been superseded by the Bulk Generation Procurement Rules 

published in October 2020? 

93. Determinations of the BG Revenue Allowance – Volume Risk: 

Q15. Q15: Should the BG pricing regime still be described as “price-cap”? 

Q16. Q16: How should volume risks be allocated between customers and the regulated 

entity? 

94. Determinations of the BG Revenue Allowance – Transfer Price: 

Q17. Q17: Is “transfer price” an appropriate name to designate the BG revenue 

allowance? 

Q18. Q18: If so, should this GD or another make more specific provisions regarding this 

particular mechanism? 

95. Review of Components Forming Part of the Revenue Allowance - OPEX: 

Q19. Q19: Should the GD be retaining both approach (a) and approach (b) from 

paragraph 45  above and from paragraph 28 in the GD? 

Q20. Q20: Should the GD be providing formulas/methodology underpinning the 

methodology decided upon? 

Q21. Q21: Should the GD provide an “X-factor” value / an acceptable range / formulas 

or principles to calculate X-factor? 

96. Review of Components Forming Part of the Revenue Allowance – Capital plans: 

Q22. Q22: Should the GD introduce several “Tiers” of assets depending on their value 

– with scrutiny and expectations laid out being more stringent on higher Tier than 

lower Tier assets? 

Q23. Q23: Are GD expectations comprehensive enough regarding information to be 

provided by the licensee in the context of capital budget reviews and/or tests that 

must be met? 

Q24. Q24: If not, then should tests/criteria be introduced in the GD to ensure that as 

provided in the EA “investment is prudently incurred”? 

Q25. Q25: Should the GD clarify the RA’s stance with respect to AFUDC? If so, should 

the GD introduce an acceptable AFUDC value or range of values? 
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97. Review of Components Forming Part of the Revenue Allowance – Rate of return: 

Q26. Q26: Should the GD narrow down / expand the range of WACC calculation 

approaches that can be used in the context of a retail tariff review? 

Q27. Q27: Should the GD go as far as providing “acceptable ranges” for components of 

cost of equity formulas? 

98. Ex-Post Incentives – Performance Incentives: 

Q28. Q28: Should financial incentives related to performance be explicitly covering both 

TD&R & BG licensees? 

Q29. Q29: Should they be restricted to “the vertically integrated utility” in the context of 

this particular GD? 

Q30. Q30: Should there be a clear linkage between the Retail Tariff and the Service 

Standards GDs? 

Q31. Q31: To what extent should mechanisms underpinning the calculation of 

performance incentives be explicit in the GD? 

99. Ex-Post Incentives – Efficiency incentives - CAPEX: 

Q32. Q32: Should the GD provide more guidance for the implementation of CAPEX 

asymmetric efficiency incentives? In particular how should those impact the 

calculation of the rate base going forward? 

Q33. Q33: Should the split ratio remain 20:80? 

Q34. Q34: Should the GD allow for retrospective approval? 

100. Ex-Post Incentives – Efficiency incentives - OPEX: 

Q35. Q35: Should the GD provide more guidance for the implementation of asymmetric 

OPEX efficiency incentives? 

Q36. Q36: Should the split ratio remain 20:80? 

Q37. Q37: Should the GD specify which OPEX elements should be excluded from the 

calculation? If so, which ones and why? 

101. Other Comments – The Net Benefit Test: 

Q38. Q38: Should references to the Net Benefit Test be retained in the GD? 

102. Other Comments – The National Disaster Contingency Fund: 
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Q39. Q39: Should the NDC be retained altogether in the GD? 

Q40. Q40: If so, on which basis should its target value be set? Should there be a cap in 

terms of NDC contributions as a % of total revenues? How should this fund be 

managed? 

103. Tariff Design – Principles of tariff design: 

Q41. Q41: Should the principles in the GD be expanded to provide further detail on 

circumstances where the approach to higher fixed and capacity charges and lower 

variable charges may or may not apply? 

Q42. Q42: Should paragraphs 97 and 98 be updated to more adequately reflect current 

views and add further detail, or should they potentially be removed entirely? 

Q43. Q43: Should the principles underlying unbundled tariffs be included in the GD? 

104. Tariff Design – Tariff options: 

Q44. Q44: Should the GD be going into this level of detail on setting out different tariff 

options? 

Q45. Q45: Should the options stated be expanded to include other options and should it 

clarify that the options listed are not the only and definitive ones? 

Q46. Q46: Should the information on block tariffs be expanded to address the impact of 

small-scale embedded generation on consumption patterns? 
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APPENDIX A: DEFINITIONS 

AFUDC: means Allowance for Funds Used During Construction. 

Allowed Revenue: means the amount of money an entity is allowed to earn in undertaking its 

regulated business activities, typically on an annual basis. 

Authority: means the Regulatory Authority of Bermuda established under the Regulatory 

Authority Act 2011 (as defined by the Electricity Act 2016). 

BELCO: means Bermuda Electric Light Company Limited 

Bulk generation: means generation using a system with an installed capacity at or above the 

license threshold (as defined by the Electricity Act 2016). 

Bulk generation licensee: means granting license for a licensee under section 25 of the 

Electricity Act 2016. 

CAPEX: means capital expenditure, i.e. expenditure related to the acquisition or upgrade of fixed 

assets. 

Capital structure: means the proportion of debt and equity that an entity uses to finance its 

activities. 

CAPM: means capital asset pricing model, a methodology commonly used to estimate the cost 

of equity for an entity. 

Cost of debt: means the return on investment required by an entity's debt holders. 

Cost of equity: means the return on investment required by an entity’s equity holders. 

Country Risk Premium: means investors demand an additional return for investing in foreign 

countries compare with domestic market as higher risk is associated with their investment. 

CWIP: means Construction Work in Progress, an asset account in which the value of assets under 

construction is recorded. 

Depreciation: means the gradual decrease in the value of an asset through time due to use, 

wear and tear or obsolescence; within regulatory tariff setting, depreciation also refers to a cost 

allowance (as a component of allowed revenue) that is determined to allow an entity to recover 

its capital expenditure. 



 

32 

 
 

 
 
 
 

 
 

Discounted Cash Flow: means using a valuation methodology to estimate the value of an asset 

based on its forecast cash flow. 

Distributed generation: means generation using a system with an installed capacity below the 

licence threshold (as defined by the Electricity Act 2016). 

Distributed generator: means a person that has a Standard Contract (as defined by the 

Electricity Act 2016). 

Distribution: means conveying electric power below 22 kilovolts (kV) (as defined by the 

Electricity Act 2016). 

DMS: stands for Dimson, Marsh, and Staunton 

EA: means the Electricity Act 2016. 

Economic lifetime: means the estimated lifespan over which an asset is expected to be able to 

serve its intended purpose. 

Efficiency: means achieving maximum benefits with minimum resources. 

Electricity sector: means the regulated industry sector involving the supply, transmission, 

distribution and consumption of electricity (as defined by the Electricity Act 2016). 

ERRA: stands for Energy Regulators Regional Association 

Ex ante: means before the event, i.e. this refers to items that are defined before actual results 

are known. 

Ex post:  means after the event, i.e. this refers to items that are based on actual rather than 

forecast data. 

FAR mechanism: means the fuel adjustment rate mechanism designed to recover the cost of 

fuel used to produce electricity. 

Feed-in tariff: means the pre-determined rate at which renewable energy is purchased by the 

TD&R licensee from a distributed generator, for a pre-determined period, and under pre-

determined conditions in accordance with Part 6 of the Electricity Act 2016 

Fixed Assets: means tangible assets that are not readily convertible to cash (as opposed to liquid 

assets); this typically refers to plant, property and equipment, which is in service. 

GD: stands for general determination. 

Gearing: is a measure of the extent of debt that an entity has raised; within this report, gearing 

refers to the ratio of an entity’s net debt to the rate base. 



 

33 

 
 

 
 
 
 

 
 

Generation: means the process of producing electric power. This includes generation of 

renewable energy (as defined by the Electricity Act 2016). 

Generation capacity: means the maximum electrical output that an electricity plant can produce 

(typically measured in megawatts). 

IPP: means an independent power producer. This is an entity that provides energy, capacity, and 

ancillary services for commercial purposes at a bulk scale to the electric utility under long-term 

contracts. 

Licence: means a valid licence granted by the RA under the Electricity Act 2016. 

Licensee: means a person that holds a valid licence in accordance with the Electricity Act 2016. 

Marginal Cost: means and increase or decrease in the total cost of production or producing one 

more unit. 

Market Risk Premium: means an additional return on investment by holding a risky portfolio 

instead of risk-free assets. 

MWh: means megawatt hour, a standard unit of electrical power equal to one million watts, or 

one thousand kilowatts hour. 

NDC Fund: means National Disaster Contingency Fund, of which the amount is to be determined 

by the RA and which must be available at any time during the term of the TD&R licence. 

OPEX: means operating expenditure. This is expenditure incurred in the day to day running of a 

business. 

PPA: means power purchase agreement. This is an agreement entered into under section 48 of 

the Electricity Act 2016 between the TD&R licensee and a bulk generation licensee, approved by 

the RA, whereby the TD&R licensee contracts to purchase or acquire electricity generated by the 

bulk generation licensee as specified in the agreement (as defined by the Electricity Act 2016). 

Price-cap regime: is a type of incentives-based regime where no adjustments to prices due to 

deviations from volume forecasts are allowed, i.e. volume risk is borne by the regulated entity. 

RAA: means the Regulatory Authority Act (2011). 

Rate base: means the total value of assets on which a utility is permitted to earn a return. 

Rate of return: means a net loss or profit on an investment over specific time period. 

Regulatory Asset Base: means assets of service provider or utility company which are used and 

useful in the provision of regulated service to the customers. 



 

34 

 
 

 
 
 
 

 
 

Re-opener: means a mechanism which facilitates a change in allowed revenues before the next 

review period. 

Return on capital or return on rate base means: a cost allowance determined to allow a 

company to recover its cost of capital, as a component of regulatory allowed revenue. 

Review period: means a period for which retail tariffs are determined by the RA. 

Risk-free rate: is a return required by an investor for an investment in a risk-free asset. 

TD&R: means transmission, distribution and retail. 

TD&R licence: means a licence granted under section 25 of the Electricity Act 2016. 

Transfer pricing arrangement: refers to an arrangement pursuant to which the TD&R business 

unit of a vertically integrated utility procures power from the generation business unit of a vertically 

integrated utility. 

True-up mechanism: means a mechanism which adjusts the cost allowances such that they 

align with the actual costs borne by a company. 

Vanilla WACC: means the weighted average cost of capital using a pre-tax cost of debt and a 

post-tax cost of equity, as set forth in paragraph 55 of the Retail Tariff Methodology. 

Vertically integrated utility: means a company that engages in bulk generation and transmission, 

distribution, and sale (retailing) of electricity. 

Volume risk: means the risk that sold units of electricity deviate from the forecast. 

WACC: means weighted average cost of capital. 

Watt: means the unit of electrical power equal to one ampere under a pressure of one volt. A 
Watt is equal to 1/746 horsepower.13 

 

  

 
13 U.S. Energy Information Administration Glossary 
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APPENDIX B: POTENTIAL SET OF FORMULAS UNDERPINNING PRINCIPLES LISTED IN 

THE GD  

Yearly TD&R Revenue Allowance (Before Adjustments) 

The following formulas set out the structure of the yearly TD&R revenue allowance (for year ‘y’), 
as calculated before the start of the review period, including the structure of the transfer payment. 
The asterisk superscript [*] indicates components of the revenue allowance which are set before 
the start of the tariff review period, but subsequently adjusted by means of true-up and/or incentive 
mechanisms.  

 

𝑅𝐴 (𝑇𝐷&𝑅)∗(𝑦) = 𝑅𝑅𝐺
∗(𝑦) + 𝑅𝑅𝑇𝐷&𝑅

∗(𝑦) − 𝑂𝑅(𝑦) 

 

 

𝑅𝑅𝑇𝐷&𝑅
∗(𝑦) = 𝑅𝑜𝑅 ∗ 𝑅𝐴𝐵𝑇𝐷&𝑅(𝑦) + 𝑂𝑃𝐸𝑋𝑇𝐷&𝑅(𝑦) + 𝐷𝐸𝑃𝑇𝐷&𝑅(𝑦) 

 

 

𝑅𝑅𝐺
∗(𝑦) = 𝑇𝑃𝐺

∗(𝑦) + 𝑃𝐼𝑃𝑃𝑠
∗(𝑦) + 𝑃𝐷𝐺

∗(𝑦) 

 

 

𝑃𝐼𝑃𝑃𝑠
∗(𝑦) =  ∑ 𝑃𝐼𝑃𝑃𝑖

∗

𝑖
(𝑦) 

 

 

𝑃𝐷𝐺
∗(𝑦) = 𝐹𝑖𝑇(𝑦) ∗ 𝐸𝐷𝐺

∗(𝑦) 

 

 

𝑇𝑃𝐺
∗(𝑦) = 𝐹𝐶∗(𝑦) +  𝑁𝐹𝐶∗(𝑦) 

 

𝐹𝐶∗(𝑦) =  ∑ 𝑝𝑓𝑗
∗(𝑦)

𝑗
∗ 𝐸𝑗

∗(𝑦) 

 

𝑝𝑓𝑗
∗(𝑦) =

𝐹𝐶𝑗
∗(𝑦)

𝐸𝑗
∗ (𝑦)

⁄  

 

 

𝑁𝐹𝐶∗ (𝑦) = 𝑅𝑜𝑅 ∗ 𝑅𝐴𝐵𝐺(𝑦) + 𝑂𝑃𝐸𝑋𝐺(𝑦) + 𝐷𝐸𝑃𝐺(𝑦) 
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Where: 

• 𝑦 = tariff review year 

• 𝑅𝐴 (𝑇𝐷&𝑅)∗(𝑦) = TD&R yearly revenue allowance, as approved at the start of a tariff 
review period 

• 𝑅𝑅𝐺
∗(𝑦) = share of yearly revenue allowance resulting from generation costs (including 

but not limited to the transfer payment) 

• 𝑅𝑅𝑇𝐷&𝑅
∗(𝑦) = share of yearly revenue allowance resulting from BELCO’s TD&R business 

area costs, before adjustments 

• 𝑂𝑅(𝑦) = other revenues, as approved at the start of a tariff review period14 (e.g. revenues 
from service customers or payments for new connections) 

• 𝑅𝑜𝑅(𝑦) = rate of return allowed by the RA for a tariff review period 

• 𝑅𝐴𝐵𝑇𝐷&𝑅(𝑦) = regulatory asset base for each year in the tariff review period in respect of 
the TD&R business area of BELCO – before adjustments 

• 𝑂𝑃𝐸𝑋𝑇𝐷&𝑅(𝑦) = OPEX allowance for the TD&R business area of BELCO for each year in 
the tariff review period – excluding any allowance for TD&R regulatory fees and before 
adjustments 

• 𝐷𝐸𝑃𝑇𝐷&𝑅(𝑦) = depreciation allowance for the TD&R business area of BELCO for each 
year in the tariff review period 

• 𝑇𝑃𝐺
∗(𝑦) = transfer payment from BELCO’s BG business area to BELCO’s TD&R business 

area, reflecting the cost of generating electricity from BELCO-owned power plants for each 
year in the tariff review period, before adjustments 

• 𝑃𝐼𝑃𝑃𝑠
∗(𝑦) = projected costs of purchasing power from all IPPs for each year in the tariff 

review period 

• 𝑃𝐷𝐺
∗(𝑦) = projected costs of purchasing power from distributed generators for each year 

in the tariff review period 

• 𝐹𝑖𝑇(𝑦) = feed-in tariff as approved by the RA  

• 𝐸𝐷𝐺
∗(𝑦) = forecast of purchase of electricity from distributed generators, as estimated 

before the start of the review period, for each year in the tariff review period 

• 𝐸𝑗
∗(𝑦) = net energy supply from BELCO’s power plant j, as estimated before the start of 

the review period 

• 𝑝𝑓𝑗
∗(𝑦)= per unit fuel price for BELCO’s power plant j – function of a reference cost per 

barrel estimated for the entire tariff review period 

• 𝐹𝐶𝑗
∗(𝑦)= fuel costs for BELCO’s power plant j, as estimated for the entire review period   

 
14 Any discrepancy between forecast and actuals “other revenues” will be considered when setting base 

rates for the following tariff review year 
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• 𝐹𝐶∗(𝑦)= total fuel costs for all of BELCO’s power plants, as estimated before the start of 
the review period, for each year in the tariff review period 

• 𝑁𝐹𝐶∗(𝑦)= total non-fuel costs for BELCO’s power plants, as estimated before the start of 
the review period, for each year in the tariff review period (before adjustments) 

• 𝑅𝐴𝐵𝐺(𝑦) = regulatory asset base for each year in the tariff review period in respect of the 
bulk supply business area of BELCO, before adjustments 

• 𝑂𝑃𝐸𝑋𝐺(𝑦) = OPEX allowance for the bulk supply business area of BELCO (excluding fuel 
costs) for each year in the tariff review period 

• 𝐷𝐸𝑃𝐺(𝑦) = depreciation allowance for the bulk supply business area of BELCO for each 
year in the tariff review period 

 

 

Yearly TD&R Revenue Allowance (After adjustments) 

𝑅𝐴(𝑇𝐷&𝑅)(𝑦) = 𝑅𝐴 (𝑇𝐷&𝑅)∗(𝑦) + ∆𝐸𝑃𝐴(𝑦) + ∆𝐸𝑆𝐴(𝑦) + ∆𝑃𝑅𝐴(𝑦) + ∆𝐸𝑅𝐴(𝑦) 

 

Where: 

• 𝑅𝐴 (𝑇𝐷&𝑅)∗(𝑦) is the revenue allowance for the year 𝑦 before any adjustments have been 

made 

• 𝑅𝐴(𝑇𝐷&𝑅)(𝑦) is the revenue allowance for the year 𝑦 after applicable adjustments have 

been made 

• ∆𝐸𝑃𝐴(𝑦) is the energy purchase adjustment to the revenue allowance in year 𝑦 

• ∆𝐸𝑆𝐴(𝑦) is the energy sales adjustment to the revenue allowance in year 𝑦 

• ∆𝑃𝑅𝐴(𝑦) is the performance regime adjustment to the revenue allowance in year 𝑦 (see 

subsequent section on performance regime adjustment) 

• ∆𝐸𝑅𝐴(𝑦) is the efficiency regime adjustment to the revenue allowance in year 𝑦 (see 

subsequent sections on efficiency regime adjustment) 

 

Energy purchase adjustment 

The formula below shows the calculation of the EPA when the adjustment occurs at the start of a 

new year within the same tariff review period: 

 

∆𝐸𝑃𝐴(𝑦 + 1) =  

∑ [∑ (𝑃𝐼𝑃𝑃𝑖
(𝑦′) − 𝑃𝐼𝑃𝑃𝑖

∗

𝑖
(𝑦′)) + (𝑃𝐷𝐺(𝑦′) − 𝑃𝐷𝐺

∗(𝑦′)))] −

𝑦′∈𝑃,𝑦′<𝑦+1

∆𝐸𝑃𝐴(𝑦) 
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The formula below shows the calculation of the EPA when the adjustment occurs at the start of a 

new tariff review period: 

 

∆𝐸𝑃𝐴(𝑦) =  

∑ [∑ (𝑃𝐼𝑃𝑃𝑖
(𝑦′) − 𝑃𝐼𝑃𝑃𝑖

∗

𝑖
(𝑦′)) + (𝑃𝐷𝐺(𝑦′) − 𝑃𝐷𝐺

∗(𝑦′)))] −

𝑦′∈𝑃−1

∆𝐸𝑃𝐴(𝑦 − 1) 

Where: 

• ∆𝐸𝑃𝐴(𝑦) is the energy purchase adjustment to the revenue allowance in year 𝑦 

• ∆𝐸𝑃𝐴(𝑦 + 1) is the energy purchase adjustment to the revenue allowance in year 𝑦 + 1 

• 𝑃𝐼𝑃𝑃𝑖
(𝑦′) : updated purchases from IPP i in year y’: 

o For year 𝑦 − 1  (i.e. last year of the previous period), this is based on actual 

purchases for the first three quarters, and revised estimates for the final quarter 

o For previous years, this is based on actuals only 

• 𝑃𝐷𝐺(𝑦′) : updated purchases from DGs in year y’ 

o For year 𝑦 − 1, this is based on actual purchases for the first three quarters, and 

revised estimates for the final quarter 

o For previous years, this is based on actuals only 

• 𝑃= ongoing tariff review period 

• 𝑦 = tariff review year 

 

Energy sales adjustments 

The formula below shows the calculation of the ESA when the adjustment occurs at the start of 

a new year within the same tariff review period: 

 

∆𝐸𝑆𝐴(𝑦 + 1) = 

 ∑ [𝑁𝐹𝐴𝐵𝑅(𝑦′) ∗ (𝑆(𝑦′) − 𝑆∗(𝑦′))]

𝑦′∈𝑃,𝑦′<𝑦+1

− ∆𝐸𝑆𝐴(𝑦) 

 

The formula below shows the calculation of the EPA when the adjustment occurs at the start of 

a new tariff review period: 

 

 

∆𝐸𝑆𝐴(𝑦) = 

∑ [𝑁𝐹𝐴𝐵𝑅(𝑦′) ∗ (𝑆(𝑦′) − 𝑆∗(𝑦′))]

𝑦′∈𝑃−1

− ∆𝐸𝑆𝐴(𝑦 − 1) 
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Where: 
• 𝑃= ongoing tariff review period 

• ∆𝐸𝑆𝐴(𝑦) is the energy sales adjustment to the revenue allowance in year 𝑦 

• ∆𝐸𝑆𝐴(𝑦 + 1) is the energy sales adjustment to the revenue allowance in year 𝑦 + 1 

• 𝑆(𝑦′) : updated sales to end-users, in MWh (based on actual sales for the first three 

quarters, and revised estimates for the final quarter) 

o For year 𝑦, this is based on actual sales for the first three quarters, and revised 

estimates for the final quarter 

o For previous years, this is based on actuals only 

• 𝑁𝐹𝐴𝐵𝑅(𝑦′)= element of the total average annual base rate for year y’ excluding fuel and 

purchase costs, as estimated before the start of the review period 

• 𝑆∗(𝑦)= total annual sales forecasts, as estimated before the start of the review period, for 

each year in the tariff review period 

 

Performance Regime Adjustment (PRA) 

The calculations for the adjustment are shown below: 

 

∆𝑃𝑅𝐴(𝑦) =  ∆𝑃𝑅𝐴𝑇𝐷&𝑅(𝑦) + ∆𝑃𝑅𝐴𝐵𝐺(𝑦) 

 

∆𝑃𝑅𝐴𝑇𝐷&𝑅(𝑦) = 𝑸𝑻𝑫&𝑹 (𝒚) ∗  𝑅𝑅𝑇𝐷&𝑅 ∗(𝑦 − 1) 

∆𝑃𝑅𝐴𝐵𝐺(𝑦) = 𝑸𝑩𝑮 (𝒚) ∗  𝑁𝐹𝐶∗ (𝑦 − 1) 

 

𝑄𝑇𝐷&𝑅 (𝑦) = {
−𝑄𝑇𝐷&𝑅,𝑀𝐼𝑁 ∗ 𝑃𝑆𝑇𝐷&𝑅 (𝑦)

𝑄𝑇𝐷&𝑅,𝑀𝐴𝑋 ∗ 𝑃𝑆𝑇𝐷&𝑅 (𝑦)
 

 

𝑄𝐵𝐺 (𝑦) = {
−𝑄𝐵𝐺,𝑀𝐼𝑁 ∗ 𝑃𝑆𝐵𝐺 (𝑦)

𝑄𝐵𝐺,𝑀𝐴𝑋 ∗ 𝑃𝑆𝐵𝐺 (𝑦)
 

𝑃𝑆𝑇𝐷&𝑅 (𝑦) = ∑
𝑃𝑆𝑇𝐷&𝑅,𝑖(𝑦)

𝑁𝑇𝐷&𝑅(𝑦)

𝑁𝑇𝐷&𝑅(𝑦)

𝑖

 

𝑃𝑆𝐵𝐺 (𝑦) = ∑
𝑃𝑆𝐵𝐺,𝑖(𝑦)

𝑁𝐵𝐺(𝑦)

𝑁𝐵𝐺(𝑦)

𝑖

 

Where: 

• ∆𝑃𝑅𝐴𝑇𝐷&𝑅(𝑦)= the TD&R performance regime adjustment 

if 𝑷𝑺𝑻𝑫&𝑹(𝒚) ≤ 𝟎 

if 𝑷𝑺𝑻𝑫&𝑹 (𝒚) > 𝟎 

if 𝑷𝑺𝑩𝑮 (𝒚) ≤ 𝟎 

if 𝑷𝑺𝑩𝑮 (𝒚) > 𝟎 
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• ∆𝑃𝑅𝐴𝐵𝐺(𝑦)= the BG performance regime adjustment 

• 𝑄𝑇𝐷&𝑅 (𝑦)= Q factor for TD&R performance  

• 𝑄𝐵𝐺 (𝑦)= Q factor for BG performance  

• 𝑃𝑆𝑇𝐷&𝑅 (𝑦)= total performance score for TD&R 

• 𝑃𝑆𝐵𝐺 (𝑦)= total performance score for BG 

• 𝑃𝑆𝑇𝐷&𝑅,𝑖= individual performance score for TD&R indicator i (scoring methodology for 2021 

provided hereafter) 

• 𝑃𝑆𝐵𝐺,𝑖= individual performance score for BG indicator I (scoring methodology for 2021 

provided hereafter) 

• 𝑁𝑇𝐷&𝑅 (𝑦)=total number of TD&R performance indicators with binding targets applicable 

in year y 

• 𝑄𝑇𝐷&𝑅,𝑀𝐴𝑋= upper cap for TD&R performance Q factor 

• 𝑄𝑇𝐷&𝑅,𝑀𝐼𝑁= lower cap for TD&R performance Q factor 

• 𝑄𝐵𝐺,𝑀𝐴𝑋= upper cap for BG performance Q factor 

• 𝑄𝐵𝐺,𝑀𝐼𝑁= lower cap for BG performance Q factor 

• 𝑅𝑅𝑇𝐷&𝑅
∗(𝑦) = share of yearly revenue allowance resulting from BELCO’s TD&R business 

area costs, before adjustments 

• 𝑁𝐹𝐶∗(𝑦)= total non-fuel costs for BELCO’s power plants, as estimated before the start of 

the review period, for each year in the tariff review period (before adjustments) 

Efficiency Regime Adjustment (ERA) 

The efficiency regime adjustment, ERA, is composed of the OPEX ERA and CAPEX ERA and 

helps adjust the revenue allowance in line with any variations in COPEX and OPEX efficiency.  

 

∆𝐸𝑅𝐴(𝑦) = ∆𝐸𝑅𝐴𝑂𝑃𝐸𝑋(𝑦) + ∆𝐸𝑅𝐴𝐶𝐴𝑃𝐸𝑋(𝑦) 

 

OPEX ERA 

In line with provisions from Paragraph 34 of the GD on Retail Tariff Methodology, the share of 

the Efficiency Regime Adjustment impacting the revenue allowance for the first year of the 

review period starting in year 𝑦 related to OPEX (𝐸𝑅𝐴𝑂𝑃𝐸𝑋(𝑦)) is equal to: 

• 0, if ∆𝑉 < 0 

• (−1) ∗ 80% ∗ ∆𝑉, if ∆𝑉 ≥ 0 

 

With: ∆𝑉 = 𝑉1 − 𝑉2, where: 
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• 𝑉1 is the as-approved value for the total forecast OPEX budget for year 𝑦 − 1 (excluding 

depreciation on PP&E, fuel costs, DG and IPP purchases) 

• 𝑉2 is the actual value for the total actual OPEX budget covering all years of the previous 

review period ending in year 𝑦 − 1  and as reported in the rate case covering the review 

period starting in year 𝑦  (excluding depreciation on PP&E, fuel costs, DG and IPP 

purchases) 

 

 

CAPEX ERA 

The mechanism to determine 𝐸𝑅𝐴𝐶𝐴𝑃𝐸𝑋 should be restricted to “recently commissioned assets”. 

 

Recently Commissioned Assets are defined as assets: 

✓ With capital investments previously approved as part of the last rate case for year 𝑦 − 1 

OR not listed in previous rate case but with capital investments > 0 reported for year 𝑦 −

1 in the rate case covering the review period starting in year 𝑦 

✓ AND planned to be (or reported to have been) fully commissioned before the 1st of 

January of year 𝑦 in the rate case covering the review period starting in year 𝑦 (i.e. with 

no CWIP, “carry over allowance”, or additional investments forecasted for years ≥ 𝑦) 

 

 

 

In year 𝒚 (first year of the new review period):  

𝐸𝑅𝐴𝐶𝐴𝑃𝐸𝑋(𝑦) = +
1

2
∗ ∆𝑉 ∗ 𝑅𝑜𝑅(𝑦 − 1) 

 

In subsequent years of the review period 𝑷: 

𝐸𝑅𝐴𝐶𝐴𝑃𝐸𝑋(𝑦′|𝑦′ > 𝑦, 𝑦′ ∈ 𝑃, (𝑦′ − 𝑦) ∗ 𝑑 < 1)

= ∆𝑉 ∗ [1 − (𝑦′ − 𝑦) ∗ 𝑑] ∗ 𝑅𝑜𝑅(𝑦′ − 1) + ∆𝑉 ∗ 𝑑 

 

Where: 

• 𝑦 = tariff review year 

• 𝑅𝑜𝑅(𝑦) = rate of return allowed by the RA for a tariff review period 

• ∆𝑉 = 𝑉1 − 𝑉2, where V2 is the actual value of the reference asset base and V1 is the 

approved budget 

• 𝑑 =  weighted average depreciation considering the delta between the actual and 

approved values of the assets and their economic lifetime 
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If the actual expenses are calculated to be lower than the approved, meaning there was an 

efficiency gain, then the ERA for the CAPEX is calculated using the same equations as above 

with the incorporation of the -80% share that would be redistributed to customers, as detailed in 

Paragraph 34 of the General Determination.  

 

Fuel Adjustment Rate (FAR) 

 

𝐹𝐴𝑅𝑞∈𝑦 =
𝐹𝐶(𝑦) − ∑ 𝐹𝐴𝑅𝑞′ ∗ 𝑆𝑞′𝑞′|𝑞′∈𝑦 & 𝑞′<𝑞

𝑆(𝑦) − ∑ 𝑆𝑞′𝑞′|𝑞′∈𝑦 & 𝑞′<𝑞

 

𝐹𝐶(𝑦) = ∑ 𝐹𝐶𝑗(𝑦)
𝑗

 

Where: 

• 𝐹𝐴𝑅𝑞= adjusted fuel adjustment rate for quarter q 

• 𝐹𝐶= adjusted fuel costs forecast for all of BELCO’s power plants over the entire year 

(both backward and forward-looking) 

• 𝐹𝐶𝑗= adjusted fuel costs forecast for power plant j over the entire year  

• 𝑆(𝑦) = adjusted sales forecasts over the entire year (both backward and forward-

looking) 

• 𝑆𝑞′= actual electricity sales in earlier quarter q’  

o If 𝑞′ = 𝑞 − 1 then 𝑆𝑞′ based on actuals for the first two months, and forecasts 

for the final month of the quarter 

o Otherwise, 𝑆𝑞′ based on actuals only 

 

The  𝐹𝐶𝑗 value for each power plant should be derived from the individual technical 

specifications, and an updated per barrel price of fuel. The value should encompass the 

following elements (not limiting): 

• Market price fluctuations; 

• Fuel cost recovery of Licensee since the beginning of the review year; 

• Any changes in regulatory/tax regime; 

• Supply chain constraints; and 

• Inventory. 
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