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1.0 INTRODUCTION

1.1. Background

The Regulated Industries Commission (RIC) is guided by the legislative and regulatory framework
set out in the RIC Act, No. 26 of 1998. Under Sections 6(1)(h) and 48 of the Act, the RIC is
empowered to establish principles and methodologies by which service providers determine rates
for services, and to review the principles for determining rates and charges for services under its
purview every five years. Section 6(3)(d) of the Act mandates the RIC to have regard to the public
interest and in respect of consumers similarly placed, to non-discrimination in relation to access,
pricing, and quality service. When setting out the principles on which rates chargeable by service
providers are based, Section 67 (3) of the RIC Act states that the RIC shall have regard to the
following:

e the funding and ability of the service provider to perform its functions;

e the interest of shareholders of the service provider;

e the ability of consumers to pay rates;

e the results of studies of economy and efficiency effected under section 6(1)(d);

e rates charged by competing service providers for providing an alternative service;

o the standard of service being offered by the service provider;

e the rate of inflation in the economy for any preceding period as may be considered

appropriate;

e future prospective increases in productivity by the service provider; and

e current national environmental policy.
Consequently, the RIC must consider the above when establishing rates and an appropriate tariff

structure.

The RIC initiated its second Price Review for the electricity sector in December 2020. The RIC’s
approach to the establishment of new price controls consists of three main steps. The first step
involves establishing the required service standards. The second step involves assessing each of
the key components of revenue to ensure that T&TEC earns sufficient revenue to deliver reliable
and efficient services to its customers. The final step involves determining tariffs that are consistent

with the principles and methodologies established under the RIC Act.



1.2. Purpose of Document

This document highlights the fundamental principles that regulators take into consideration when
setting electricity prices. It also discusses the various pricing structures that are used in the
electricity sector. Finally, the paper briefly examines the existing tariff structure for T&TEC,

presents recommendations and seeks comments on the way forward.

1.3. Structure of Document

The remainder of this document is structured as follows:

Section 2: Rate Design and Pricing Principles
Section 3: Cost Basis for Allocation and Tariff Design
Section 4: Tariff Structures

Section 5: Setting Tariffs for the Second Control Period
Section 6: Conclusion

All persons wishing to comment on this document are invited to submit their responses by post,
fax, or e-mail to:

Executive Director
Regulated Industries Commission
#88 Queen Street, Port-of-Spain, Trinidad

Postal Address: P.O. Box 1001, Port-of-Spain, Trinidad

Tel. : 1(868) 625-5384; 627-7820; 627-0821; 627-0503
Fax : 1(868) 624-2027

Email : ricconsultation@ric.org.tt

Website : WWW.ric.org.tt

All responses will normally be published on the RIC’s website unless there are good reasons why

they must remain confidential. Any requests for confidentiality must be indicated.

The deadline for submission of comments is April 15, 2022.


mailto:ricconsultation@ric.org.tt
http://www.ric.org.tt/

2.0 PRINCIPLES OF RATE DESIGN!?

The four primary functions of rate design? are:
e Capital attraction — to enable utilities to provide service and to make provision for

expansion and continuation of the service;

e Efficiency incentive — to simulate competitive outcomes in the provision of utility services

by bringing cost and price in closer alignment;

e Demand control — to influence consumer behavior by eliciting demand-inhibiting choices

regarding the consumption of utility services; and

e Compensatory income transfer — to determine a rate that is reasonable for different types

of utility consumers.

These functional outcomes are realised through several objectives that guide how rate design is

undertaken. These are discussed further below.

2.1. Objectives of Rate Design

Rate design involves establishing a system of prices for services that are offered by a utility. The
primary goals of the economic regulation of utilities, that is, economic efficiency and equity?,
inform the rate design process. The overarching goal is to set economically efficient and fair prices,
while simultaneously giving the utility a reasonable opportunity to recover its efficient costs of

providing service.

Bonbright et al. (1988) state that a rate structure has certain objectives, which can be organised

according to economic agents that comprise the utility sector, as follows:

! The words rate, tariff and price are used interchangeably throughout this document.

2 See J.Bonbright, A. Danielsen, D. Kamerschen, Principles of Public Utility Rates, Public Utilities Reports Inc.; 2™
edition, 1988.

3 1bid. Bonbright et al assert that there are two broad fundamental justifications for the regulation of utilities. The first
is that the outputs of the utility sector are essential to the wellbeing of the society and the second is that the sector’s
technological and economic features are such that a single firm can serve the overall demand at a lower total cost than
any combination of more than one firm. This is called a natural monopoly. Thus the two main goals of economic
regulation can be generalised as economic efficiency and fairness (equity).



Utility:

To yield the revenue requirement which is sufficient to cover operating and capital costs of
the utility;

To provide predictable and stable revenues for the utility over time and as circumstances
change; and

To promote innovation in supply and demand (dynamic efficiency).

Customer:

To apportion the revenue requirement to customers and customer classes in a manner that is
fair and not arbitrary;
To promote efficient consumption; and

To avoid the subsidization of one group of users at the expense of another.

Society:

To reflect the present and future private and social costs and benefits of providing service
(i.e. account for internalities and externalities);

To encourage the efficient use of the commodity e.g. electricity) in terms of quantity used
and timing of use;

To encourage an efficient pattern of growth in the use of the commodity and an efficient
pattern of system development over time. Consequently, the marginal rate should reflect the
long-run rather than the short-run marginal cost of providing the utility service; and

To provide proper incentives for conservation, such as investment by users in energy-

efficient appliances.

The principles/objectives, outlined above, can conflict with one another, therefore, the economic

regulator has to balance these competing factors when setting the tariff structure.



3.0 COST ALLOCATION AND TARIFF DESIGN

The first step regulators follow in establishing retail prices that are sufficient to recover a given
revenue requirement is cost allocation analysis. This analysis is necessary to determine how the
utility’s costs should be apportioned among customer classes and translated into rates. Two broad
approaches have evolved for allocating costs, and ultimately, establishing tariffs; one is a Marginal

Cost approach while the other is an Embedded Cost approach. These are discussed below.

3.1. Marginal Cost Approach

The marginal cost of a utility service refers to the increase in total cost that is imposed on the utility
by a relatively small increase in its output, usually expressed as an incremental cost per unit.
Marginal cost pricing is the most efficient approach to allocating resources to the point where there
is no deadweight loss* to consumers or society. It is considered to be a forward-looking approach
since the economic costs of future consumption are allocated as much as possible among the
customer base according to the incremental costs they impose on the utility. Rates based on
marginal cost send signals to consumers and producers that encourage them to balance the benefits
from consuming the good or service with the costs of providing same. The approach, however,
places primary emphasis on sending consumers the right price signal about the scarcity value of
the good or service.

For an electric utility, it is important to distinguish between short-run marginal costs (SRMC) and
long-run marginal costs (LRMC)?®. In the short run, fixed costs which are costs associated with
fixed inputs (capital costs), do not vary with the quantity of a good or service produced and
therefore do not impact marginal costs. However, operational and maintenance costs (variable
costs) change with output, and therefore, these impact marginal costs. In the long run, the capital
stock can be expanded and hence marginal costs not only include operational and maintenance

costs but capital costs as well.

4 Deadweight loss may occur from the loss of consumer or producer surplus that is not recovered by either party. A
consumer surplus occurs when the price that consumers pay for a product or service is less than the price they are
willing to pay. Producer surplus is the difference between how much a person would be willing to accept for a given
quantity of a good versus how much they can receive by selling the good at the market price.

5> Theoretically, SRMC and LRMC can be equal if the plant capacity can be optimally changed in small increments.
However, this is not a valid assumption for electricity utilities as capacity expansions often require large investments.



Despite the theoretical appeal of marginal cost pricing, utilities may choose other approaches for
several reasons. Marginal cost pricing cannot guarantee that revenue will match the total costs of
service provision. In the utility sector, under conditions of natural monopoly, marginal costs
pricing typically leads to the problem of under-recovery® of needed revenue. This is due to the
lumpy nature of capacity augmentations’ and the presence of large fixed and common costs® which
mean that the efficient level of average prices may be lower than forward-looking marginal costs.

This results in the service provider incurring a loss.

Finally, the optimal level of disaggregation into customer classes depends on the trade-off between
the additional information and transactions costs incurred in defining a separate customer class
and the improvement in efficiency resulting from any such disaggregation. Thus, it may be
beneficial to group customers into classes and apply a single tariff schedule to all members of that
class, such as residential or commercial. The consequence of this approach is that for some

customers within each class, the price will not be equated to marginal cost.

3.2. Embedded Cost Approach

The embedded cost approach draws heavily upon accounting records of a utility for a selected test
year®, as the basis for deriving the cost of operating the utility. It looks backward to the costs that
a utility has already incurred, and emphasizes the estimation of historical (embedded) average cost.
It is also known as the fully distributed cost (FDC) approach and involves the allocation and
assignment of total annual costs to broadly defined customer classes. As such, tariffs and aggregate
revenue are based solely on production costs. The general approach to cost apportionment is based
on the principle of cost causality and considers assignment by:

6 See Severin Borenstein, “The Economics of Fixed Costs Recovery by Utilities,” 2016. When marginal costs are
below average costs, as is typical in the presence of strong economies of scale and scope, this will lead to an under-
recovery of revenues.

" There are many capital expenditure components involved in the supply of electricity and the addition of some of
these may only be possible in pre-defined and specific quantities.

8 Common costs are incurred when an entity produces several services using the same facilities. Overhead expenses
such as accounting and legal expenses are examples of costs that are common to all the separate services offered by a
utility.

%A test year provides the baseline of a utility’s operations when setting rates. The test year consists of a 12-month
period used to evaluate the subject utility’s cost of rendering service.



e Functionalization — dividing the costs according to functional components of the utility’s
operations such as generation, transmission, distribution, general, etc.

e Classification - further separating functionalized costs by the primary driver for those costs,
that is, the factors that costs are sensitive to.

o Demand-related or capacity-related costs vary with units of consumption, such as
cost of generation capacity, transmission lines, distribution lines, etc.

0 Energy costs vary with units of energy generated, such as fuel.

o Customer costs vary with the number of customers on the electricity network, such
as metering, billing, and service drops.

e Allocation — assigning the functionalised and classified costs of service to the different rate
classes®®. For instance, it is possible to define costs that are only incurred by certain
customers (dedicated service) and likewise, costs that are not incurred by certain groups of
customers (distribution lines do not serve customers that take power at high voltages such

as directly off a sub-station).

The obvious advantage of the embedded cost approach is that it allows the service provider to
recover the fixed and common costs that may sometimes not be recovered by marginal cost pricing.
On the other hand, the embedded approach incorporates historical costs incurred by the utility in
its formulation, therefore, it does not offer the same price signaling advantages that are inherent in

marginal cost pricing.

Utility rates that accurately reflect costs, send signals to consumers about the value and cost of
utility service and thereby discourage wasteful consumption. The objective of both cost approaches
is to arrive at economically efficient and fair rates that allow the utility the opportunity to recover
its costs, however, this outcome is often difficult to achieve. Legitimate embedded (historical)
costs that a utility incurs may not resemble its marginal costs; consequently, the reconciliation of
the need to cover historical costs with the desire to set economically efficient prices requires

considerable judgment.

10 A rate class is a relatively homogeneous group of customers that possess the same characteristics which include
energy consumed, delivery voltage, metering characteristics, load usage and end-use.

10



In its first price review for the electricity transmission and distribution sector, the RIC

utilised embedded cost as the basis for cost-allocation for the utility.
The RIC proposes to continue its use of embedded cost as the basis for cost-allocation in

the second price review. Comments are invited on the RIC’s intended approach.
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4.0 TARIFF STRUCTURES

A tariff structure is a set of rules and procedures that establishes how to charge different categories

of consumers and is designed primarily to recover a utility’s costs. It takes into account the costs

associated with the functional components of the utility’s operations and also considers the known

characteristics of customer consumption, which drive different aspects of the utility’s costs.

Tariff structures include three main elements. First, they arrange customers that are served by the

utility into classes (i.e., residential, commercial, industrial, etc.). Second, they identify the charges

or schedule of charges by which each customer class will be billed. Third, they establish the

frequency of billing.

Tariffs structures typically comprise a combination of some or all of the following elements:

A customer/fixed charge (sometimes known as a standing charge or a flat fee) is
normally either an equal charge for each customer within a given customer class or at a
particular geographical location, or linked to some other customer characteristic (e.g.
load factor). Fixed charges normally account for costs such as provision of the physical

meter, reading the meter, billing and maintaining customer records.

A minimum charge is usually imposed to protect the utility’s finances and it specifies
that a minimum quantity (of service or product) will be paid for in each billing period,

whether or not that amount has been consumed.

A volumetric/energy charge is a rate applied to each unit of energy consumed; a per

kWh charge multiplied by the customer’s usage volume in a billing period.

A demand/capacity charge is generally a flat charge multiplied by the size of the
customer’s load (where “load” is measured by the maximum kilowatt (kW) used per
month) and it is typically applied to medium or larger, non-residential customers. It
recovers the incremental cost of building larger facilities to meet these customers’ higher

load demands.

12



The tariff components described above are derived from one or more methodological approaches
that are used in the development of rates and electricity tariff structures. These approaches are

presented below.

4.1. Linear Prices

Linear tariffs are essentially uniform or simple tariffs, where one rate applies for all units consumed
regardless of the type of customer. However, where different classes of customers are each charged

a different rate (albeit a simple tariff for every class), this structure is known as a flat-rate tariff.

4.2. Non-linear Prices

There are two basic types of non-linear tariff structures:

e Increasing Block Tariffs (IBTs)!! - Under this structure, consumption is organised into
mutually exclusive ‘blocks’ for rate-making purposes. The first block of electricity is
usually set as a “lifeline block”, for which a specified number of kWh units over a defined
period, that is presumed to be adequate to meet the basic need of a household, is charged a
lifeline/subsidised rate. Succeeding blocks also have an established range and respective
lower and upper consumption thresholds and each successive block is charged at a
progressively higher rate. However, the rate per unit within each block is fixed for that

entire block of consumption.*2,

There are several issues that must to be considered when designing IBTs including:
I.  The number and width of blocks to be established and how they are to be applied
over different customer classes.
ii.  The level of usage at which the first block should be set and the width of this
block. This is important as it caters to a basic-needs level of usage and

affordability for poor and vulnerable households.

1 Increasing Block Tariffs are also called incremental block, inverted block, inclining block, or progressive tariffs.
2 When all customers can access the first block regardless of overall consumption, this is known as Telescopic
Inclining Block and is the most common application of this rate structure. A Non-Telescopic Inclining Block describes
the situation where low consumption customers pay the lower price for all units consumed while large consumption
users pay the higher price for all units consumed. However, this is riskier for low-income and vulnerable consumers,
as one unit of consumption into the next block triggers the higher rate.

13



iii.  The relative price between blocks (rate differential) and elasticity of demand.*®
iv.  The cost implications of inclining blocks on large households.

v.  The complexity of an inclining block tariff.

The relationship amongst the various issues is very complex and a more in-depth discussion

on the above factors takes place in Section 5.

IBTs are typically used in conjunction with a two-part tariff (this is discussed further
below) and are applied to the variable component of the tariff. They are regarded as pro-
poor tariffs and are often preferred because they easily recover the costs of the utility and

they send the correct signals for resource conservation.

e Declining block tariffs - The first block of electricity consumed is charged at a given rate
and the succeeding blocks are charged at progressively lower rates, that is, the price of

successive blocks decreases as consumption increases.

This tariff structure may be appropriate if fixed costs are to be recovered in the first block
(even when kWh consumption is low) instead of using a separate fixed charge. A declining
block encourages increases in consumption so that the utility can achieve economies of
scale. The main drawback is that if any block price is significantly below the long-run
marginal cost, then incorrect signals are sent to the consumer that the cost of electricity is
lower than it actually is and therefore, encourages inefficient consumption and wastage.

13 Price elasticity of demand measures the responsiveness of demand for a product following a change in its price and
can be elastic or inelastic. Demand for a good is elastic when a change in price has a relatively large effect on the
quantity of the good demanded. Demand for a good is inelastic when a change in price has a relatively small effect of
the quantity of the good demanded. The price elasticity of demand for electricity is inelastic.

14



4.3. Multipart Tariffs

Tariffs with several billing components are called multi-part tariffs and can take various forms.
The simplest form of this method is the two-part tariff'4, where customers pay a fixed charge®®
(such as an access charge) plus a volumetric charge (energy or usage charge). The volumetric
portion can be flat (linear) or have a block tariff structure (non-linear). Multi-part tariffs can be
tailored according to specific circumstances or goals. For example, customers can pay a very small
fee for access and thereafter pay for usage alone, to be able to better manage their budgets. Another
advantage is the option of a menu of tariffs with different combinations of access and usage
charges, leaving customers to select the tariff structure that they find most attractive. Yet another
variation is the inclusion of a free initial block of consumption in the fixed charge. Finally, another
possibility involves keeping a common variable charge (energy or usage fee) for all customers, but
allowing the fixed charge to vary according to the socio-economic characteristics of consumers.

4.4. Ramsey Pricing

The system of pricing known as Ramsey pricing*® or the inverse pricing rule, adjusts prices away
from marginal cost in inverse proportion to the elasticity of demand. This is accomplished by
imposing proportionally larger price adjustments on customers whose quantity demanded is least
responsive to price (inelastic demand) and smaller adjustments on customers whose demand is
most sensitive to price (elastic demand). The basis of Ramsey pricing is that the profit-maximizing
position for a monopoly is when prices are set as close as possible to marginal cost, which leads
to an economically efficient outcome.!’” Notwithstanding, some of the challenges associated with

this approach include:

14 1n some jurisdictions and more so for commercial and industrial customers, the two-part tariff is further refined into
a three-part tariff, which separates the fixed charge into a standing charge (to cover costs of the meter and customer
services) and a maximum demand or capacity charge (to cover generation and transmission capacity costs). The
volumetric portion remains a kWh-based consumption charge in the three-part structure.

15 The fixed charge is normally used to recover costs that vary based on the number of customers being served.

16 Ramsey pricing, also referred to as price discrimination, is closely related to the Ramsey rule for optimal taxation
of commodities. See Frank Ramsey, A contribution to the Theory of Taxation, Economic Journal, 1927.

7 The efficiency referred to here is allocative efficiency which occurs when the value consumers place on a good or
service (reflected in the price they are willing to pay) equals the cost of the resources used in the production. The
technical condition required for allocative efficiency is that price equals marginal cost. When this happens total
economic welfare is maximised.

15



e The difficulties associated with implementation because it requires knowledge of all
marginal costs and all demand elasticities.

o lts reliance on cross-subsidization between customers and thus may be seen as a form of
price discrimination.

e It assumes that consumers respond to marginal pricing in a predictable manner, which is
more likely under simple tariffs or flat rates. Where there is a two-part tariff and the
volumetric charge conforms to block rates, then customers are less likely to know what
is the marginal charge.

e Itis inconsistent with the goal of affordability to poor and vulnerable customers.

4.5. Time-Variant (Dynamic) Pricing

The variation of prices based on time has long been used in many industries.’® In the utility
industry, time-variant pricing has become possible due to the introduction of smart meters, which
record and digitally communicate consumption data at frequent intervals. The underlying premise
of time-variant rates is that there are certain periods during the day when the demand on the
electricity network is highest. During these periods, a utility uses additional resources to meet this
short-term demand peak. If the pattern continues, the utility may also be faced with additional
costs of installing additional peaking capacity infrastructure, including generation capacity, to
meet the demand. Time-variant pricing is utilised to recover the true cost of electricity at different
periods during the day as well as influence consumer behavior toward shifting their demand to off-
peak periods or reducing demand overall. Some forms of time-variant pricing are discussed below:
e Time-of-Use Pricing (TOU) — in this approach, the 24-hours in a day is divided into
periods'® and a schedule of rates for each period is established. These tariffs smooth

regular and irregular diurnal peaks (normally in the mornings and early evenings), by

shifting demand away from peak hours. TOU is utilised primarily to address peak loads

caused by heavy Industrial customers, however, it has also been implemented across

other rate classes to curb peak-time demand. With TOU, there is certainty about what

18 Airlines, commuter trains, hotels, tourist attractions, parking meters, telecommunications are sectors in which prices
vary according to the time of day the service is utilised.

19 These periods can be peak (high usage), off peak (low usage), mid peak, critical peak (a very short “super peak”
period or a “needle peak” period of highest usage), or shoulder (in between peak and off peak).

16



the rates will be and when they will occur, and these which can remain fixed for the
duration of the price control period.

e Critical Peak Pricing — customers pay higher prices during the days when the grid is
severely stressed (critical event) and receive a discount on normal tariffs outside of this
peak period. Customers are usually given one-day notification of critical events
occurring on the system. Alternatively, if customers do not want to participate in CPP,
then another option of Peak Time Rebates (PTRs) may apply. With PTR, customers are
paid for curtailing demand during the critical event, relative to a baseline level.

e Real-Time Pricing — this is the purest form of Dynamic Pricing where customers pay
for electricity at a retail rate that is linked to the hourly wholesale market price for
electricity. This form of pricing is usually most applicable to large customers that may
be able to automatically turn off certain equipment when prices rise above a specified
threshold.

The feasibility of implementing time-variant pricing for the second price control period is

discussed in Section 5.

4.6. Seasonal Pricing

As the name states, seasonal pricing is normally characterised by higher volumetric rates during
certain months of the year (seasons), over which demand is notably higher. In the case of
electricity, consumers in temperate countries utilise more energy in the summer months (mainly
for cooling). Seasonal pricing may be implemented as a modifier (seasonally adjusted) on
multipart tariffs where rates for the volumetric portion are either flat, block, or time-of-use.

The RIC proposes to retain its use of a combination of linear, non-linear, and multipart
tariffs for the second Price Control period.

Comments are invited on the RIC’s proposed approach.

17



5.0 SETTING TARIFFS FOR THE SECOND CONTROL
PERIOD

The RIC’s first price control period (PREL) for the electricity sector commenced in June 2006 and
expired in May 2011. The prevailing tariff structure and rates as of May 2011 remain in effect (see
Appendix). In formulating this tariff structure, consideration was given to affordability conditions,
the need to reduce distortions in tariffs by cross-subsidies and to make tariffs reflective of
underlying costs. The tariff structure established four main customer classes, the schedule of
charges by which each class of customer will be billed and their respective billing frequency. The
customer classes and their associated charges and billing frequency are as follows:

e Residential - a fixed/customer charge and a volumetric/usage charge that utilises an
inclining block structure.?’ All residential customers are billed bi-monthly.

e Commercial - a fixed charge and a volumetric/usage charge for either of the two sub-
classes. Customers in one sub-class are billed bi-monthly while customers in the other sub-
class are billed monthly.

e Industrial - a volumetric/usage charge and demand/capacity charge.?! There are several
sub-classes within the industrial class. Each is distinguished by its character of service and
the customers in each sub-class are billed monthly.

e Street-lighting - a flat rate that is billed annually. The tariffs vary based on the location of
the streetlight fixture?? and also whether the installation cost of the fixtures and fittings are
borne by the utility or the customer.

Given the passage of time since the last price review, the RIC is of the view that it is prudent to
determine whether changes are required to the existing structure. The issues that impact this

decision are discussed in the following sections.

2 Inclining block pricing for residential rates was first introduced in the RIC’s 2006 Determination, with the creation
of three distinct consumption blocks.

2L While both are volumetric, the consumption (energy) charge relates to overall electricity use; capacity (demand)
charges relate to peak intensity. It is not unusual for these two charges to be rolled into one volumetric charge for
residential customers, however, the large variance between normal consumption and maximum demand by industrial
customers (and sometimes commercial) requires the utility to make and maintain additional capacity investment. As
a result, the principles of cost-causality underpin the separation of the demand charge from an energy charge.

22 The majority of streetlights bulbs are High-Pressure Sodium (HPS) bulbs which are differentiated (by location and
by output in Watts) for billing purposes. On highways, 1000W, 350W or 250W HPS bulbs are utilised. 150-250W
bulbs are used in main routes while on Secondary routes, local roads and walkways, 70-150W are utilised.

18



5.1. Suitability of IBTs for Residential Electricity Customers

As discussed in Section 4, the relationship amongst the various issues that need to be considered

when designing IBTs is complex. These include:

Understanding necessary and discretionary electricity use — electricity satisfies a wide
range of needs encompassing subsistence level consumption at one end and satisfying
luxury needs at the other. At the subsistence level, electricity demand is usually less elastic
when compared to high-end consumption. It is important to delineate the consumption
threshold associated with subsistence or basic needs, especially when making decisions
regarding the lifeline block for residential customers. At the same time, setting the
thresholds of higher blocks requires a similar understanding of consumption patterns
associated with higher-income households.

o Affordability?® — along with the consumption thresholds of the blocks, the RIC must also

look at the affordability of rates to consumers. When setting prices for consumers,
especially low-income and vulnerable, the internationally accepted guideline is that
expenditure on electricity should not exceed more than ten percent of the income of these
households.?* This threshold can change depending on whether the country concerned is a
tropical country or if the country is one where electricity is also required for heating. In
addition, the RIC will consider supporting mechanisms of the utility to facilitate customers
that may be experiencing difficulty in payment of their bills and also, the Government’s
social support programmes.

Sending the appropriate signals for electricity conservation - beyond the subsistence level
of consumption, the price of electricity is important to signaling its economic value. This
includes the value of input resources used in its production and resource conservation. The
degree to which increasing block rates encourages consumption depends on the distribution
of customer usage across tiers of consumption and the magnitude of the price changes
across the tiers.?> Also, the period over which consumption is billed controls the frequency

with which price signals reach consumers.

2 The RIC published a consultative paper in January 2021 that addresses the affordability of regulatory prices. The
paper can be accessed on the RIC’s website at www.ric.org.tt.

24 World Bank, Poverty Measurement and Analysis, 2002.

% See Faruqui, A, Hledik, R, Davis, W- The Paradox of inclining Block Rates- Public Utilities Fortnightly, April 2015
for a full discussion on the issue.
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e The simplicity of the tariff structure — this is an important factor in deciding on the number
of consumption blocks to include in an inclining block tariff. The fewer blocks there are,
the more readily customers will be able to understand the tariff and make appropriate

electricity consumption decisions.

5.1.1. Analysis of residential electricity consumption

Currently, a three-tiered inclining block for residential customers is in use. In 2006, the RIC
determined the lifeline block as a bi-monthly consumption level of 0-400 kilowatt-hours?® (kwh),
which allowed households to pay a lower rate for basic needs or subsistence level consumption.
At that time, 28 percent of residential customers were using less than 400 kwWh bi-monthly. The
RIC considered benchmarking information and analysed the energy consumption of appliances in
a typical household to meet basic needs, to establish the upper threshold of the lifeline block. The
second block was set at 401-1000 kwWh which accounted for 45 percent of residential customers.
The third block (>1000 kWh) accounted for the remaining 27 percent of customers. However, this
situation changed with time as seen in table 1 below for consumption data at the end of 2010.

Table 1 — Residential Consumption Analysis for the Bi-Monthly Period November 1% - December
31, 2010

kWh No. of % of Total | Cumulative | kWh-Units % of | Cumulative
Range Customers | Customers % Total %
Units
1-400 77,193 21.05 21.05 17,804,716 4.56 4.56
401-1000 160,466 43.49 64.54 108,238,167 | 27.70 32.26

1001-1500 62,845 17.02 81.56 76,506,986 19.57 51.83
1501-2000 28,606 7.75 89.31 41,891,763 12.59 64.42

>2000 39,957 10.69 100.00 146,389,526 | 35.58 100.00
TOTAL 369,067 390,831,158

Source: T&TEC

Over the next ten-years, there were noteworthy changes in the consumption profile of residential

customers, especially at the higher levels of electricity consumption, as shown in table 2 below.

% The monthly lifeline consumption threshold determined by the RIC is 200 kWh. Data as at June 2021 shows the
monthly lifeline consumption threshold for regional territories is as follows: Belize - 60 kWh, Guyana -75 kWh,
Jamaica -100 kWh, Barbados -100 kWh.
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Table 2 — Residential Consumption analysis for the Bi-Monthly Period November 15t —
December 31%t, 2020

kWh No. of % of Total | Cumulative | kWh-Units % of | Cumulative
Range Customers | Customers % Total %
Units

1-400 80,304 18.59 18.59 16,436,654 2.87 2.87
401-1000 145,808 33.75 52.34 100,469,748 | 17.53 20.40
1001-1500 76,086 17.61 69.95 93,505,874 16.32 36.71
1501-2000 46,276 10.71 80.66 80,055,137 13.97 50.68

>2000 83,548 19.34 100.00 282,653,564 | 49.32 100.00

TOTAL 432,022 573,120,977

Source: T&TEC

The data from tables 1 and 2 show that for the period November 1% to December 31% 2010 and
2020, the number of residential customers increased by 17 percent from 369,067 to 432,022, while
there was 46.6 percent increase in the kWh demand from 390.8 million kWh to 573.1 million kwWh.
There has been a considerable shift in the number of customers and kWh consumption across the
consumption bands of the inclining block. The percentage of the residential customer base that
consumes 1000 kWh or less, decreased from 64.5 percent in 2010 to 52 percent in 2020.
Correspondingly, the percentage of residential customers that consume over 1000 kwWh on a

bimonthly basis increased from 35.5 percent in 2010 to 48 percent in 2020.

In 2020, 83,548 or 19.34 percent of the 432,022 residential customers consumed >2000 kWh of
electricity on a bimonthly basis. It is noteworthy that the consumption of this group of customers
comprised 49 percent or 282.6 million kWh of cumulative residential electricity consumption. This
is significant considering that in 2010, 39,957 customers were consuming in the > 2000 kWh range
and these customers accounted for 35.58 percent of cumulative residential electricity consumption.

5.1.2. Relevant Local Factors

The electricity consumption of residential customers, inclusive of Trinidad and Tobago, is affected

by several variables including, household income level, the price of electricity, and the use of
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appliances and household electronics. Except for the price of electricity, there is typically a positive

correlation between these variables and the consumption of electricity?’.

In Trinidad and Tobago per capita income? levels have fluctuated over the period 2010-2019 with
a small overall increase in the level over the period as seen in table 3 below. The data from the
Central Bank of Trinidad and Tobago shows that there were four consecutive years of growth in
per capita income between 2010 and 2014, reaching its highest level of US$20,604.7 in 2014.
Thereafter, over the period 2015-2019 there were fluctuations in per capita income levels, ranging
from a high of US$18,562 in 2015 to a low of US$16,563 in 2017.

Table 3— Per Capita Gross Domestic Product (GDP) in Trinidad and Tobago, 2010 - 2019

Year GDP Per
Capita (US$)

2010 16,888.3
2011 19,180.2
2012 19,374.8
2013 20,427.0
2014 20,604.7
2015 18,562.4
2016 16,598.5
2017 16,563.2
2018 17,458.4
2019 17,012.6

Source: Central Bank of Trinidad and Tobago

Residential electricity prices in Trinidad and Tobago have not increased within the last eleven
years.?® Under these circumstances, therefore, it is difficult to estimate the price elasticity of
demand for electricity, that is, to assess the extent of change in electricity demand of T&TEC’s
customers due to a change in the price of the service. However, ceteris paribus if electricity is

assumed to be a normal good®, it can be inferred that with higher income, electricity demand will

27 The Relationship between Electricity Prices and Electricity Demand, Economic Growth, and Employment
(uky.edu)

28 The World Bank assigns the world’s economies into four income groups; low, lower-middle, upper-middle, and
high-income countries. According to the World Bank classification, Trinidad and Tobago is a high-income country.
2 The last increase in residential electricity prices was in 2009.

30 Normal goods are a type of good whose demand shows a direct relationship with income. It means that the demand
for normal goods increases with an increase in the consumer’s income or expansion of the economy (which generally
will increase the income of the population).
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increase at all price levels. One can also infer from the data in tables 1, 2 and 3, that the income
elasticity of demand for electricity is strongly positive. Higher household income levels often
result in higher disposable income, which facilitates improvements to be made to households.
These household improvements, include increasing the size of living spaces, and often the use of
technology to further improve living standards and level of comfort. For instance, data from the
Central Statistical Office (CSO) shows that the importation of appliances, whose consumption of
electricity is large, such as air-conditioning units, water-heaters and electric clothes dryers, have
increased since 2010.%! It is very likely that the resultant higher penetration of these and other large
consumer durables would have contributed to the increased electricity consumption by households

in the country, as electricity is a derived demand.

Poorly-targeted Government support programmes such as the Low-Income Relief Measure®? that
was introduced in December 2016 may have resulted in electricity consumption distortions. The
Programme which was initially intended to target 120,000 electricity customers of T&TEC has
benefitted more than 220,000 residential customers, that is, more than 50 percent of T&TEC’s
residential customer base. Further, Government-imposed restrictions associated with COVID-19,
including work from home and online school, would have contributed to the increased residential

electricity demand in 2020.

31 Data from the Central Statistical Office (CSO) shows that imports of all three types of appliances increased over
the last 10 years.

32 The Low Income Relief Measure grants a 25 percent rebate to all residential customers of T& TEC whose regular
electricity bills are three hundred dollars (TT$300.00) or lower.

33 The subsidy is aligned to a consumption level greater than what is considered basic needs and therefore can
encourage wasteful consumption.
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5.1.3. RIC’s consideration for IBTs

As discussed previously, electricity consumption patterns have shifted within the last ten years to
significantly higher levels of residential kWh consumption. On the basis of the consumption
information presented in tables 1 and 2, there is an argument for the introduction of additional
measures to encourage energy conservation. Under the current inclining block structure, changes
can be made to the size of the consumption bands (width), the price per kWh of the blocks, the
number of consumption blocks in the structure, or a combination of these options. The RIC,
therefore, has a critical decision to make regarding the consumption thresholds and pricing
differentials among the blocks, as these can affect consumer behaviour. The RIC must ensure that
the magnitude of price changes and consequently, the price differential between successive blocks

send the right signals to consumers and influence their demand response.

While a range of options is available, the RIC is cognizant that maintaining the current
consumption thresholds (the blocks and their existing limits) and adjusting the corresponding
prices alone is one possible approach. Stability in the tariff structure is important to influence
consumers’ knowledge, attitudes and practices where electricity consumption is concerned. It will
be easier for consumers to see the direct link between their bill and consumption by adjusting the
per kWh rate for each block and maintaining the other elements of the tariff structure. Also, the
introduction of more tiers at the higher end of consumption may be perceived as punitive by
affected customers, rather than a measure that is intended to encourage electricity conservation.
This is especially relevant for this price review, given the extent to which residential kWh
consumption has increased between 2010 and 2020. Another probable impact of a simultaneous
tier addition to the inclining block is an over-sensitivity in the demand response. Given that
demand elasticity for electricity has not been assessed for Trinidad and Tobago, simultaneous tier
and rate change may result in an under-recovery of revenue for the utility, if there is a material

reduction in customers’ consumption.
The RIC is also cognisant that the COVID-19 pandemic has adversely affected the Trinidad and

Tobago economy. Under these economic conditions, changes to the tariff structure need to be

carefully considered, including the impact of moving to cost-reflective rates. The implementation
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of cost-reflective rates for residential customers via the current block structure, will send
appropriate pricing signals to customers and it is likely that this price change alone may strongly
influence customers to make a downward adjustment in their consumption patterns. However,
customers that enjoy a significant amount of discretionary consumption maintaining the current

tiered structure even with price adjustments may not elicit the response required.

In order to further incentivise conservation and to send a price signal that better reflects the higher
long-run cost that will be incurred to procure additional electricity capacity in may be necessary
to introduce an additional block to the existing IBT structure. The first two blocks of the existing
structure can be maintained as they remain fit for purpose. The 225,000 customers that currently
consume electricity within the lifeline and those within the 401-1000kWh block comprise 52
percent of the residential customer base but consume only 20 percent of the total electricity used
by this class of customers. The last block can be split into two, to distinguish different consumption
levels of larger users and encourage more efficient use of electricity by these customers through
pricing. Further, the additional block/tier in the tariff structure at the higher end of the consumption
spectrum should discourage wastage of electricity and conserve natural gas resources as this
remains the primary fuel for electricity generation in Trinidad and Tobago. If one assumes that
low income customers are also low users and high income customers are high users then it can be

argued that there may be a positive impact on the distributional effect of the overall subsidy.3*

Considering the above, the RIC proposes a four-block IBT structure for residential customers as
shown in table 4 below. The proposed four block IBT structure is associated with a monthly billing
cycle which the RIC proposes for T&TEC’s residential customer class and which is discussed in
section 5.4.1. Based on residential customer consumption data for 2020, this proposed structure
reallocates the 48 percent of customers that currently consume more than 500kWh on a monthly
basis or 1000kWh on a bimonthly basis into two tiers. In effect, the RIC is maintaining the first
two blocks, but making an adjustment to facilitate monthly billing. The width of tier 3 is proposed
to be 501-1200kWh which is the current range of consumption for 34.9 percent of the residential

customer class, while the final block caters to residential consumption of more than 1200kWh.

34 The price for natural gas to be paid by T&TEC is a policy matter for the Government and has historically been
subsidised.
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Table 4 — Proposed IBT Tiers for Monthly Residential Consumption®

Tier 1 Tier 2 Tier 3 Tier 4
kWh Range 0-200 201-500 501-1200 >1200 TOTAL
% Total Customers 18.6% 33.8% 34.9% 12.7% 100%
% of KkWh 2.9% 17.5% 41.4% 32.2% 100%

5.2. Customer Classifications

As mentioned before, in PRE1 for rate setting purposes, customers of T&TEC were classified into
four (4) groups, namely Residential, Commercial, Industrial and Street-lighting. These four broad
classes are typically utilised by electricity utilities and regulators internationally.®® The customers
that are assigned to each class are grouped according to common distinctive features about their
electricity usage. Apart from the typical customer classes, some utilities identify an institutional
class while others define a class for public authorities which may include street-lighting,

transportation authorities and consumption of other utilities.

It is generally the case that customers of each class have different electricity needs, however, these
broad classes may be further subdivided. This can be done using clearly defined and identifiable
characteristics such as the size of the load, usage patterns, usage levels and other technical
characteristics of service. The creation of sub-classes is necessary because utilities have recognised
more distinctive patterns of consumption within groups of broadly similar customers, and the cost

of servicing these customers may differ.

3 The customer and kWh data is relevant to the bimonthly period November 1% to December 315 2020.

3 Jamaica and Guyana both use the same four classes. In addition to the core four, Australia included a class for Small
and Microenterprises, South Africa included an agriculture class, while St. Lucia has a class specifically for hotels.
Barbados, Bahamas, New Zealand and Singapore have three classes — residential, commercial, industrial.
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5.2.1. RIC’s consideration on Customer Classes

A critical component in the development of effective tariff structures is the preparation of detailed
cost analysis of the resources used in the provision of electricity to the different customer classes.®’
The overarching goal of classifying customers is to group customers with similar load profiles into
coherent clusters that can be used for billing purposes. There are several techniques®® used for
identifying the respective classes and essentially, these condense into technical characteristics of
service (objective) and other end-user factors (subjective).

The use of technical characteristics of service for identifying classes and sub-classes of customers
is a simple but highly effective approach that has been traditionally used by utilities and regulators.
It makes use of objective technical criteria to assign customers to respective classes, thereby
ensuring fairness and equity in assigning the cost-of-service by class of customer. End-use factors
(type of activity, weather conditions, etc.) become more important to the determination of tariff
structures when employing a market-oriented approach, especially where there is competition
within the electricity sector. This market-oriented approach focuses heavily on the behaviour
patterns of consumers in terms of their electricity consumption, which are directly related to the

frequency of price changes.

Over the last decade, the governance structure of the electricity sector has not changed as T&TEC
remains a monopoly with no retail competition. There has not been any change in prices for
electricity over the period. Under these circumstances, it is difficult for a compelling argument to
be made for the reliance on end-use characteristics as the basis for influencing the choice of class
of customer. In any event, creating a new name for a category of customers based on end-use
factors will not eliminate the need to evaluate the characteristics of service of these customers in
order to determine the cost of service. Where the cost-of-service is assessed to be similar to the
costs of servicing the broader class, then tariffs would be similar across customer classes. To do
otherwise, would be to introduce cross-subsidization into pricing, which would undermine the

principles of fairness and that rates should encourage efficient consumption. Furthermore, a

37 Chicco, Gianfranco, et al. - A Review of Concepts and Techniques for Emergent Customer Categorization, 2002.
% These can be separated into time domain approaches (clustering algorithms, neutral networks etc.), frequency
domain approaches (discrete fourier transform, discrete wavelet transform,) or feature selection approaches (load
shape features and load density, external features such as weather, type of activity, etc.)
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significant administrative burden (and cost) would be imposed on the utility without a concomitant
rate to fund these costs. Notwithstanding, the Government has the option to provide support to
customers that it believes may require further assistance, and the implementation of such social

assistance programmes will not impact the regulator’s process for principle-based rate setting.

5.3. Time-of-Use (TOU) Pricing — Local Considerations

Time-of-use rates are usually implemented to induce consumers to reduce their peak electricity
consumption, either by shifting to off-peak hours, or reducing demand overall. TOU pricing has
become possible mainly through the introduction of smart meters, which enable the utility to
collect data on customer usage at regular intervals. Many studies demonstrate that customers are
very responsive to TOU rates®, however, the demand response outcome is heavily dependent on
price responsiveness, that is, both price elasticity and substitution elasticity (shifting of use to a
different period). Price responsiveness also varies with time horizon, customer class and region.
As discussed earlier, reliable estimates of price elasticity are not available at this time. Therefore,
establishing time-variant pricing at present would be introducing a significant risk factor into a
price-setting process that has been relatively stable.

The implementation of TOU rates is also difficult when prices in the electricity sector are set on
an embedded-cost basis, as TOU is intended to send price signals that would result in a delay or
prevent avoidable marginal costs from being incurred in the future. Additionally, when the cost of
producing electricity does not vary by the time of day or when there is no competition in the
generation market, as is the case in the local electricity sector, TOU pricing may result in over-
recovery of costs during peak periods. Under these circumstances, off-peak prices may need to be
below-cost to maintain overall revenue requirements. To counteract these distortions, TOU rates
would need to be carefully designed to provide the desired incentives with minimal unintended
consequences, especially where cross-subsidization is concerned. Another factor that impedes the
use of TOU at this time is that it relies heavily on the results of detailed load studies and a cost of
service study which in tandem with smart meters, requires specialised software to perform the data

processing. While the typical load curve for customers of T&TEC is known, a substantiated

3% Many of the studies and pilot programmes on time-of-use rates have been done using customers who voluntarily
participate in dynamic pricing programmes, therefore, care must be taken in drawing conclusions regarding the
suitability and applicability of TOU to a utility’s entire customer base.
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proposal for TOU is yet to be presented to the RIC. Furthermore, T&TEC has several take-or-pay
contracts with generators, therefore, there is no incentive to restrict demand (through TOU or
otherwise) as T&TEC is obligated to pay for all of the contracted generation capacity.*® The RIC
will, however, consider any future proposals by T&TEC to implement TOU as an option to

customers.

5.4. Billing Frequency

All residential and one of the two categories of commercial customers are currently billed on a bi-
monthly cycle while the other commercial class and all industrial customers are on a monthly
billing cycle. The frequency of the billing cycle is an issue for consideration because it affects
utilities and their customers. The frequency of collection of revenue has a direct impact on the
cash flow of a utility, therefore, delays in collecting rates can negatively impact its operations.*
For customers, the frequency of the billing cycle affects the regularity with which customer
payments are required and the ability of customers to manage their incomes to make timely

payments.

5.4.1. RIC’s consideration on Billing Frequency

The frequency with which customers are required to pay for utility services impacts both the utility
and its customers. There are several reasons why utilities have trended towards monthly billing
and away from other less frequent bi-monthly or quarterly billing. One of the main arguments for
monthly billing is that it improves the cash flow position of the utility and therefore, will enable
the utility to meet its expenses on time. The RIC concurs with this view. Conversely, the utility
can derive efficiency savings by retaining bi-monthly billing as additional capital requirements
and operating costs for postage, envelopes, labour, etc. may be necessary to facilitate more frequent
bill cycles. The utilisation of electronic billing will, however, weaken this argument against
monthly billing as the cost for postage and envelopes will not be a factor.

40 In fact, it would benefit the utility if it were able to sell more electricity, as there is currently a significant amount
of excess capacity which is a situation that is expected to continue well into the second price control period.

41 Under the current bi-monthly arrangements, a bill is considered due only until after 14 days have elapsed after the
due date, that is, a period of 74 days between the sale of services and the actual receipt of income. Furthermore, the
late payment charge is only assessed when the next bill is generated, i.e. approximately 60 days after the first bill was
due or over four and a half months after services have been provided.
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From a customer standpoint, monthly billing may ease the burden on low-income consumers, on
the basis that they would be able to better align their monthly expenditure on utilities with their
earnings which is, oftentimes, received monthly. More frequent billing also allows consumers to
make adjustments to their consumption more quickly. Since customers now have more options for
paying utility bills, due to an increase in the number of customer service centres, the introduction
of online payment via the utility’s web-portal and payment through online banking via commercial

banks, the transaction costs to customers of paying bills more frequently (monthly) is lower.

Some residential customers have argued that the current bi-monthly billing cycle under the
inverted block tariff structure is unfair to them since it combines two months of consumption
placing them into a higher consumption block, which is assigned a higher rate. However, this view
IS inaccurate, because for the first Price Review the consumption bands (blocks), particularly the
lifeline consumption band and concomitant rates set by the RIC were designed for a bi-monthly
cycle which allowed T&TEC to recoup its allowed revenue requirement. As such, a change to a
monthly billing frequency would necessitate an adjustment to the inclining block tariff structure
currently in place. This would entail adjustment to the lifeline block to accommodate monthly
subsistence level electricity consumption. The other consumptions blocks would also have to be
assessed to determine the necessary adjustments to align them with existing patterns of monthly
consumption. Rates would also need to be set in tandem with the new consumption tiers, to ensure

that the revenue requirement is achieved by the utility.*?

As discussed in Section 5.1 above, changes are already proposed to the tariff structure in this
second Price Review (PRE2) for T&TEC. While changing the billing frequency to monthly will
compound the significant changes that are already proposed to the tariff structure, the RIC sees

merit in moving to a monthly billing cycle.

For the second price control period, the RIC proposes to move the current bi-monthly

billing cycles for respective customer classes to a monthly cycle.

42 The RIC’s Guaranteed and Overall Standards each have at least one Standard that is based on the premise of a bi-
monthly billing cycle, namely GES 6 and OES 2. Therefore, any change to the billing frequency would require a
concurrent change to the Quality of Service Standards.
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5.5. Other relevant factors

Apart from those factors discussed above, there are several other factors to be taken into

consideration by the RIC, for the second Price Review. These include the following:

e Regulatory Lag* & Inflation - the first regulatory control period ended in May 2011 and
the last rate adjustment for electricity took effect in September 2009, that is, more than
eleven years have elapsed since the last rate increase. The RIC has to consider the extent
to which rates will change, and as far as possible avoid rate shocks, by gradually
introducing rate increases. Electricity is a key factor of production in economic activity. As
a result, the pricing of electricity, especially for non-residential customers, has to be
sensitive to the impact of price changes on the general prices of final goods and services.
It is important to analyse the percentage changes to each customer class when arriving at
final prices. This was done at the time of the last Review and the RIC will continue this
approach.

e Tariff Rebalancing and Side Constraints — this involves setting limits to the extent of annual
price increases to customers. In the absence of side constraints, individual customers could
face significant price movements from year to year. While side constraints provide price
stability for customers, they may have adverse effects in terms of the ability of the utility
to fully recover its revenue requirement. At the time of the last Review the RIC’s position
on side constraints was that side constraints can ensure that end users are protected from
price shocks. The RIC considered a number of options for applying side constraints,
including: - applying them to all customers or just certain customer groups; - applying them
at the individual customer level or at a customer group level; and -specifying the constraints
either as a maximum real-term percentage change, as a maximum nominal percentage
change, or as a maximum dollar amount change. The RIC final determination was to
specify the side constraint as a maximum real-term percentage change. The RIC will, for

this Review, carefully evaluate its options.

43 Regulatory Lag is the length of time between rate reviews.
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e Demand-Side Management (DSM) — generally refers to measures or programmes that are
designed to influence the level or timing of customers’ demand for energy and can be
implemented by the utility, regulator, government, and customers. These measures are
designed to achieve three broad objectives of energy conservation, energy efficiency and
load management. The RIC had advised in the 2006 Determination that T&TEC consider
prudent expenditure on loss management equipment, and the dissemination of consumer

tips for strategic conservation and the use of energy efficient appliances and products.

e Tariff for Electric Vehicles (EVs) — to date, the uptake of EVs in Trinidad and Tobago has
been slow. Regulatory and policy actions are required to facilitate and support the uptake
of EVs. In other countries that have successfully integrated EVs in their transportation
system, the government has played a major role in facilitating this achievement. Hence, in
Trinidad and Tobago, Government may have to introduce appropriate policies and
incentives to facilitate uptake. The RIC is mindful of the future role that electric vehicles
are likely to play in the local transportation sector and will, consider including either
specific rates for EV chargers into the tariff structure or at minimum include a mechanism

for determining an appropriate rate/s for EV chargers.

e Frequency of Tariff Adjustment within the Control Period — the price control formula sets
out how prices will be adjusted annually to meet the forecast revenue requirements over
the regulatory control period. This was discussed in the RIC’s consultative paper titled

“Annual Price Adjustments- Are they a necessary feature of incentive regulation”.**

%4 The paper can be accessed from the RIC’s website at www.ric.org.tt.
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6.0 CONCLUSION

The RIC’s Draft Determination of Rates and Miscellaneous Charges for the period 2021-2026 will
be published for public consultation when finalized. The Determination will specify the structure
of electricity tariffs, type of charges, the rates to be paid by each customer class and the resultant
impact/implications for both service provider and customers. Amongst other things, the RIC will
consider the following:

o the link between prices and costs and, therefore, economic efficiency;

e incentives for efficient use of electricity;

e revenue risks and volatility for the service provider;

e equity and fairness for customers;

o the level of revenue raised from fixed charges relative to volumetric charges; and

e the impact of its decisions on the environment.

The RIC will continue to focus on aligning the rates for all categories of consumers with the cost
of supply and will examine options for addressing affordability and broader hardship issues more
effectively. This may involve scrutiny of T&TEC’s policies and practices that currently deal with
customers who are unable to pay their bills, particularly old age pensioners and disadvantaged
groups®. The RIC will also engage its line Ministry regarding the performance of its existing social
support programmes and measures that can be taken to improve the targeting and efficiency of the

low-income support mechanisms.

The RIC welcomes comments on the issues raised in this consultative document.

45The Codes of Practice are a set of customer-related standards, policies, procedures and practices that T&TEC is
required to adhere to when dealing with specific consumer issues. These have been implemented by the RIC for
T&TEC and are accessible from the RIC’s website at www.ric.org.tt. The Codes of Practice for T&TEC are currently
under review and a consultative document was published in August 2021.
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APPENDIX

Electricity Tariffs for Trinidad and Tobago as at 2021

Demand
Customer Energy Charge Charge
Rate Class Charge (¢/kWh) ($/kVA)
1-400kWh | 26
Resrfgr?tt;]?:/)(B" $6.00 401 - 1,000 kwh | 32
Over 1,000 kWh | 37
_ Commercial $25.00 415
(Bi-monthly) Rate B:
Commercial Minimum bill of 61
(Monthly) Rate B1 5,000 KWh
Industrial
Rate D1 19.9 50
Rate D2 21.8 50
Rate D3 18.3 42.5
Rate D4 16.7 40
Rate D5 16 37
Rate E1 14.5 44.5
Rate E2 14.5 44
Rate E3 14.5 43
Rate E4 14.5 42
Rate E5 14.5 41

Street lighting

Annual Rates

S1-1 848.72
S1-2 565.81
S1-3 411.5
S1-4 372.92
S2-2 450.08
S2-3 347.2
S2-4 282.91
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