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Section 7(c)(2) of the Northwest Power Act

Section 7(c)(2) defines how DSI rates are to be set (after July 1, 1985) 
relative to the retail rates BPA’s public body and cooperative customers 
charge their industrial consumers in the region.

Section 7(c)(2) states that the DSI rate shall be set based on:

BPA’s applicable wholesale rates to such public body and cooperative
customers; and 

the typical margins included by such public body and cooperative 
customers in their retail industrial rates.

Slide 2June 16, 2010 Customer Workshop Predecisional. For Discussion Purposes Only



B    O    N    N    E    V    I    L    L    E           P    O W    E    R           A    D    M    I    N    I    S    T   R    A    T    I    O    N

Slide 3

7(c)(2) Industrial Margin Study

The purpose of the 7(c)(2) Industrial Margin Study is to calculate the typical 
margin, also known as the typical retail margin.

The 7(c)(2) Industrial Margin Study is an appendix to the power rate study 
(WPRDS).

BPA has been conducting the current 7(c)(2) Industrial Margin Study over 
the last few months.

The methodology is basically unchanged since the study was last 
conducted for the 2007 rate case.  In the 2010 rate case, BPA used the 
2007 margin adjusted for inflation.   
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Data Collection for Margin Calculation

As in the past, only public utilities serving one or more industrial customer(s) 
with a peak load of 3.5 MW or above were eligible to participate in the 
study.

As in the past, “industrial customer” was defined as a customer that 
receives firm service and is engaged primarily in manufacturing, processing, 
refining, or mining. 

BPA, working with the PPC, identified the data that would be requested in 
order to calculate the typical margin.

The PPC sent each utility a letter requesting this data.  The request also 
explained that the information would be confidential, and used for only the 
purpose of calculating the margin.  Any party wishing to review the data 
(including BPA) must sign a non-disclosure agreement at the offices of the 
PPC. 
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Data Collection for Margin Calculation (continued)

BPA and the PPC identified 39 PF customers believed to have at least one 
industrial customer with a peak demand of at least 3.5 megawatts.

These 39 customers were requested to provide their most recent cost of 
service analyses (COSA) used in establishing rates for their industrial 
customers.

33 responses were received from eligible PF customers that could be used 
in calculating the typical industrial margin.
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Analyzing the Data

BPA is following the same methodology used in the past.

Where COSAs are provided, we derive individual utility industrial margins by 
analyzing the costs the utilities allocated to their industrial consumers.

BPA generally accepts each utility’s functionalization and allocation 
methods.

BPA’s task is to determine what utility costs should appropriately be 
considered as part of the typical margin and which should not.

In the past, cost categories excluded from the margin calculation have 
included  those related to production, transmission, distribution, and 
revenue taxes.

Examples of costs included in the margin include customer service, 
marketing, and low income assistance.

In some cases BPA does not receive complete COSAs from utilities, but 
rather statements or summaries regarding contract margins or other 
overhead costs.
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Calculating the Typical Margin

First we calculate individual utility margins – identified margin costs are 
divided by the utility’s industrial load.

Then we weight each individual margin by the amount of energy sold 
by the utility to its industrial customers to derive the overall typical margin.
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Preliminary Results

Our preliminary results indicate that the overall typical margin for the 
2012 initial rate proposal will likely be in the range of 0.50 to 0.80 mills/kWh.

By comparison, the margin used in setting the IP rate in the 2010 
rate case was 0.63 mills/kWh.
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