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Abnormal loss - When total revenue fails to cover total cost.
Firms tend to abandon industries yielding abnormal losses; then,
as supply falls, prices rise and normal profits return.

Abnormal profit - A profit beyond that needed for the

firm to continue production. When abnormal or supernormal
profits persist, the industry attracts new firms, supplies increase,
prices fall, and normal profits return unless there are barriers to
entry.

Abuse of dominant position - Misuse of dominant market power
by firms to maintain or augment their favorable market position.

Access - Ability for a potential entrant to enter a market.
Alternatively, in a network industry, the ability for a consumer to
have a connection so as to obtain a service. Access often requires
initial fixed investment by the supplier (such as distribution
facilities), so pricing access becomes a regulatory issue.
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Access charge - A fee levied for connection to a network
that permits access to a service or product; e.g., the charge for use
of a utility‘s transmission or distribution system.

Access pricing - The amounts charged for access to a
service or product.

Accountability - System of procedures that leads to clear
assignments of responsibility and clear documentation when
obligations are met.

Accounting separation - Keeping the accounting for different
businesses or parts of businesses within companies separate so
that costs and revenues can be clearly identified with their
associated enterprise. Accounting separation is essential to ring
fencing, but it may also be undertaken for different activities
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within the same business organization, for instance accounting
separately for maintenance of overhead and underground cables.
Financial statements released by most companies have been
prepared to comply with the requirements of laws governing
company operations. Thus, data so presented will seldom provide
the information required for effective utility regulation. The
regulator will therefore stipulate what accounting information is

required and how it must be presented, even if that means keeping

separate accounts for activities that had previously been
considered together.

Accounting: The bookkeeping methods involved in maintaining
a financial record of business transactions and in the preparation
of statements concerning the assets, liabilities, and operating
results of a business. The three main accounting statements are
the Income Statement, Balance Sheet, and Statements of Cash
Flows.

Accrual Accounting: The method of recording transactions by
which revenues and expenses are reflected for the period in which
they are considered to have been earned and incurred,
respectively, whether or not such transactions have been settled
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finally by the receipt or payment of cash or its equivalent.

Acid test ratio - A financial ratio is calculated by Current Assets
— Stock divided by Current Liabilities. By subtracting inventory
and work in progress, this ratio yields a prudent measure of short-
term liquidity since it is not always possible to convert stock into
cash at full value.

Ad valorem tax - This tax is a percentage of the selling price;
e.g., Value Added Tax

Administrative Bodies : a unit with managerial or organizational
responsibilities. A regulatory commission could be viewed as an
administrative body with oversight responsibilities for
infrastructure suppliers.
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Advances - Loans provided by a financial institution.

Adverse selection —When the operator has private

information about its innate ability to perform well or about its
customers, this is called adverse selection because the operator
has an incentive to tell the government that the situation is worse
than it really is when the government is deciding the rules under
which the operator will provide service.

Advisory Bodies: Some regulatory commissions have established
groups that provide input regarding sector performance. These
boards are generally consultative bodies that obtain feedback
from consumer groups.

Affiliate - A person or organization associated with
another person or organization. In business, the word often refers
to corporate partner.

After-tax cost of debt - When interest payments are included as a

business expense before calculating profits for income tax
purposes, the stated cost of debt (interest rate) is a before-tax
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number (such as .10). Thus, if the tax rate is 40%, the after tax
cost of debt is less than .10, since higher interest expenses reduce
the borrower*s tax bill. So in this example, the after tax cost of
debt would be .06.

Agency problem - A problem arising from having agents
contracted to control others* resources for others® benefit; e.g.,
directors, managers, and employees contracted to protect and
maximize stakeholders® assets. —Agency costs can result from
insufficient safeguards for these assets or inadequate governance
procedures.

Agency Structure : An organizational chart of the
agency's sections and lines of responsibility provides a view of
the formal links within a commission. In addition, there are
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established in a law. In other cases, the structure can be modified
by the agency leadership in response to changing industry
conditions.

Aggregator(s) - One who assembles a group of buyers or sellers,
in contrast to a marketer who
represents a group of buyers or sellers.

Allocative efficiency - A situation where production is at least
cost (production efficiency) and price equals marginal cost. As a
consequence, marginal benefits to consumers who purchase the
product are equal to the opportunity cost of supplying it. The
resulting mix of products and levels of production yield
maximum benefits, given the production technology, available
inputs, and consumer preferences and incomes.

Alternative dispute resolution (ADR) - A substitute for

litigation (adversarial lawsuit) as a way for establishing regulatory

rules or reaching consensus on decisions. ADR provides a means
to settle disputes without recourse to the formal judicial system.
The process could involve negotiated settlements among the
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parties potentially affected by a ruling. There could be mediation,
where one party assists in settling differences among contending
parties. Such approaches can represent a less expensive and
speedy mechanism for reaching agreement than participating in a
formal hearing (where there seem to be winners and losers) or
engaging in a contentious appeals process.

Alternative electric supplier (AES) - A term that can be
applied to competitive suppliers of retail electric services.

Amortization - The act or process of recovering a capital cost
through a specified number of recurring payments.

Ancillary services - Services related to the stability of an
electrical system; e.g., generation reserve capacity, regulation of
voltage.
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Anti-competitive behavior - Behavior that protects a firm’s
market power or position, such as predatory pricing.

Appeal bodies - Entities identified in the law who are available to

parties affected by a regulatory ruling. The entities can review the
decision, and determine whether it was consistent with the legal
mandate given the regulator. Generally, such appeals are
evaluated on the basis of whether the regulator followed due
process that developed the factual basis necessary for reaching a
decision.

Appreciation - The rise in value of an asset
Arbitrage - A quick purchase in one market and sale in another

to benefit from different price structures or changes in prices.

Asset(s) - Owned value; the items on a balance sheet
showing the book value of property owned.
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Asset-transfers - Upon the sale of a company, control of its
assets is given over to the purchasing party. When assets are
moved between divisions of a corporation, regulatory authorities
will monitor the transfers, since the sale can have implications for
regulated price.

Auction: Any of a number of methods for determining sales
price. Interested parties place bids and the highest bidder obtains
the item if the bid is greater than the reservation price (minimum
acceptable bid). Alternatively, there can be an auction for a
subsidy to provide a service (say, to a high cost, un-served
geographic area); in such cases, the lowest bid wins the subsidy.

There are a number of different types of auctions with a variety of

characteristics, including Dutch auctions and second price (
Vickery auction ).
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Authorized payment location - A location other than
the utility business office where bills can be paid.

Average cost pricing — Setting prices according to

average costs.

Average costs — Total cost divided by level of output yields the
average cost for each unit produced; this usually appears as a
u-shaped average cost curve as returns increase to the point of

diminishing returns.

Average fixed cost (AFC) — This variable is calculated by

dividing total fixed cost by total output produced. AFC declines

as output increases, spreading fixed costs over a greater number

of units produced. Average Fixed Cost plus average variable

cost equals average total cost for any particular output
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Average rate of return — This method of appraisal measures
the net return from an investment as a percentage of its original

cost.

Average revenue — Total revenue divided total output.

Average tax rate — In the case of income taxes, the total tax
bill divided by the total income. This can differ from the marginal
tax rate because of progressivity in the tax rate, exemptions, or

other factors.

Average total costs (ATC) — See average cost

Average variable cost (AVC) — The total variable cost

divided by total output.

Averch-Johnson effect (AJ effect) — Named after two
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economist who developed a stylized model of the rate—of-return
regulated firm. They found that when firms are subject to rate—of
return regulation, if the allowed return is greater than the
required return on capital, the firm will tend to over—invest in
capacity. This incentive to increase the level of capital beyond
what is needed for economically efficient production involves a
number of assumptions about future allowed returns and the

future cost of capital.

Avoided cost — When a unit of output is not produced, total cost

falls. Avoided cost is the incremental cost that is not incurred
when the additional output is not produced. For example, the
term can refer to the cost avoided by an electric utility when
another service option exists; e.g., an independent generator.
Such costs can be the basis for the rates independent suppliers

receive from utilities.

Balance sheet — A financial statement prepared annually for

shareholders and stating a company’s assets and liabilities. Like
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a financial snapshot of the company’s financial situation at that
moment in time, the balance sheet shows the value of the
assets as being equal to liabilities plus the net worth of the

company.

Banded Rate of Return Regulation: Specifies a range of
returns that a regulated company is allowed to earn before profit
or loss sharing sets in. This approach provides greater
incentives to the company to keep costs down than a system
that establishes caps on returns, since costs tend to drift up if all

savings are immediately on to customers.

Bandwidth — The capacity of a telecommunications line

to carry signals.

Bargaining: Activity that involves negotiating an agreement that

is acceptable to parties to a contract or an accord.
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Barriers to entry — Factors that make market entry extremely
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or patents can discourage potential entrants, particularly since
established firms in an industry already have a variety of

advantages.

Base rate — The interest rate that banks and other financial
institutions use as a basis for all their other rates; i.e., interest
paid for loans will be above this rate while the interest on

savings accounts will be below it.

Base year — The 12-month period in which calculations are

made for comparison with other years.

Bearer Services — Telecommunication services that provide the

necessary capacity to transmit between specified access points.

Benchmarking — A means of quantifying the relative
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performance of companies or divisions (such as regional
distribution companies). Summary performance indicators, such
as output per worker, are often used to identify trends, determine
baselines, and identify reasonable targets—based on a sample
of comparable firms. Performance scores can also be based on
more comprehensive production or cost models, using
econometric or data envelopment analysis. Studies vary in levels
of sophistication and ease of interpretation, but all can provide
important information regarding the relative performance of firms
who face comparable production conditions. Another approach,
process benchmarking, involves detailed analyses and
comparisons of company operating characteristics in the vertical
production chain. In addition, customer surveys are often used to
monitor customer perceptions regarding service quality, reliability,
and responsiveness to customer complaints. See yardstick

regulation; competition, comparative; efficiency.

Bertrand Model — A model of oligopoly featuring firms producing
a homogeneous good and deciding simultaneously and

separately on the price to charge.
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Beta — The co—efficient representing the degree of correlation
between stock market returns as a whole and the returns on a
company’s shares. In the Capital Asset Pricing Model, the
higher a firm’s beta, the greater the systematic risk of an
investment in that firm’s shares (a beta coefficient of 1 implies

that the firm is of average risk).

Bidding: To make an offer of; to propose. Specifically: To offer
to pay ( a certain price, as for a thing put up at auction), or take

( a certain price, as for work to be done under a contract).

Bilateral contract — A legal commitment for one party to

purchase and another party to sell; for example, a direct contract

between a power producer and a user or broker who is outside a

centralized power pool.
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Bilateral monopoly — A market that has only one seller
(monopolist) and only one buyer

(monopsonist

Billing cycle — The time period during which a utility calculates
customer service use and

delivers a bill stipulating a due date for payment.

Billing surcharge — An additional percentage mark—up on the
total bill, reflecting authorized modification to the published tariff.
Such a surcharge may be used as a transparent subsidy for
other groups of consumers or to cover costs incurred to meet an
unusual circumstance (such as storm damage from a particularly

violent hurricane).

Billing unit — Phone companies measure and price long-
distance calls in billing units, usually one minute, with charges

rounded up the next unit on completion of the call.
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Bonds - A means of revenue-raising on the part of companies
and governments by issuing debt instruments at a given interest

rate and maturity date

Bottleneck facility — A point on a network (such as a power

system) through which all service products (like electricity) must

pass to reach the ultimate buyers. When there is limited capacity

at this point, decisions are necessary to prioritize deliveries
(allocate capacity) and determine whether to build additional

facilities to relieve the constraint.

Bottom-up approach (to modeling of costs) — Calculating costs
by identifying and totaling the expenses associated with inputs
(labor, equipment, etc.) used to produce a given level of output

for a product or for an entire product line.
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Brand loyalty — Consumer preference for a particular brand,

reflected in a reluctance to switch Suppliers.

Break—even pricing — The price at which a firm makes no profit
but suffers no loss and so breaks even: total revenue equals

total cost

Broadband — A service or connection that allows a considerable
amount of information to be conveyed, such as television

pictures. Generally defined as a bandwidth > 2Mbit/s.

Broker — An intermediary in the vertical chain of production. For
example, a retail agent in the energy sector who buys and sells

power; may also arrange for transmission and other services.

Brownout — A circumstance of reduced supply of electrical
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voltage, particularly during times of

high demand. The result is a dimming of the lights and potential

damage to sensitive electric

appliances

Budgets: An itemized forecast of an individual's or company's

projected income and expenses for some period in the future

Building societies — Financial institutions that specialize in

mortgages for home buyers

Bulk power supply — Wholesale supply of power in bulk

quantities.

Bundled service — Including a variety of services in
combination. In telecommunications, international service could
be combined with local calls. In electricity, the supplier might

combine generation, transmission, distribution, and related
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customer service and support functions as a combined service.

Bypass — Delivering a network service without using (and
paying for) a link that is typically used for service provision. For
example, telephone service might bypass the local company’s

central office and connect directly with a long—distance company.

Cable — A bundle of paired wires that carry multiple telephone

connections or circuits.

Call termination — The activity that involves signals reaching the

telephone number designated as the destination.

Calling plan — An option that allows people to save money on

telephone calls to certain areas at particular times of day.
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Capacity — Plant and equipment that determine the potential

output of a production facility

Capacity charge — (sometimes referred to as the “demand
charge” or “system use charge”) Based on the maximum amount
of electricity used at a given time, the capacity charge is
assessed according to the peak demand and can be one factor
in a two—part pricing method used for cost recovery. (Energy
charge is the other factor.) When metering does not identify the
time of the system, peak, the customers own peak kW demand

is used for billing purposes.

Capacity release — When a customer is not using all of the
capacity contracted for, capacity release allows a secondary

market for capacity.

Capacity—based charging — Using the cost of the necessary

capacity for providing service as the basis of charges
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Capital - Manmade, as opposed to natural, resources (e.g. S ‘(4;—"\-.\4‘) SERYON| d—“) Ol e (0 ) sall s Jlal) u*iJ

equipment, buildings); a factor in production. Jalse (e dale & oyl roa (e A ) gall g cdamnkall 5 gall

sy
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stocks has a “beta” of one: where “beta” is taken to be the

measure of risk.

Capital employed - Capital Employed may be defined in a Judl wb Ry y2i (S Z(am‘ Ji) “-‘hﬂ‘ Jual) u-“b
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capital expenditure is spending on equipment, including buildings
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Captured agency — A government agency unduly influenced by
economic interest groups directly affected by its decisions. The
resulting public policies favor special interests rather than 10 the
general public interest. E.g., a regulatory agency that enacts
policy beneficial to favored client groups at the expense of less

organized and influential groups.

Cash flow — A record of the money income received and money

outflow for an organization over given period of time.

Cellular communication — A type of wireless telephone
communication made possible by cellular towers that send and
receive signals, switching them to and from the nearest central

office.
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Central planning — Planning characterized by state allocation of
resources in association with production goals to meet targeted

growth rates.

Ceteris paribus - Latin for “other things being equal”’ and
referring to a state that holds related factors or elements
constant; e.g., supply and demand functions calculated with

other factors held constant.

Chain of production — The different stages involved in

producing, distributing and selling a good or service.

Chain—weighted price index — A cost-of-living index that takes

changes in quantities of goods and services into consideration.

Citizens Charter — In the U.K., a program (initiated in the

1990s) requiring that public utilities specify performance
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standards, determine consumer rights, responsibilities, and
remedies, and pay fines when performance targets are not met
by utilities. The program represented an attempt to increase
accountability for utility suppliers, with regulators monitoring
performance to ensure that citizen input is given adequate

attention

Cogenerator — A generator that, while producing products
(heating services or chilled water) also produces electricity as a

by—product.

Collective bargaining — Negotiations between trade unions and

employers regarding wages and working conditions

Collusion — Secret cooperation between firms to limit
competition; considered more likely in and oligopolistic market

structure

Collusive oligopoly - lllegal agreement among a few large
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firms in an industry to set price or restrict output.

Co-location — Use of the local loop to supply telephone service

by operators other than the wire owner.

Command-and- control regulation — Regulations imposed by
government that mandate how demand should be met through
the use of particular production technologies, including pollution
controls. In contrast, other approaches focus on establishing
incentive for efficiency. For example, emissions trading regimes

tend to promote more cost—effective control strategies

Commercial bank — A financial institution that offers a variety

of services, including savings and loans.
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Commercialization — This process refers to programs and
activities that either increase the value or ecrease the cost of
operations, often through integrating new products or services
into the production process. Such activities could accompany
corporatization (including the establishment of prices that reflect

costs and targeted — rather than general — subsidies).

Commitment: An agreement to perform a particular activity at a

certain time in the future under certain circumstances.

Commodity markets — Increasingly global markets for trading

commodities (e.g., coal, oil, metals, precious metals, etc.).

Common carrier — One that provides infrastructure services to

the public, subject to regulation.
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Common costs — Those incurred in making a group of products
or services available. The costs cannot be directly attributed to

any one product or service.

Comparable performance indicators — Quality—of-service

indicators for directly comparable attributes of firms.

Comparative advantage — A benefit of specialization, such that
a company is able to produce a good or service at a lower cost
than others. In the case of nations, producing products with low
opportunity costs is a basis for trade to obtain for goods and

services best produced by others.

Comparative costs — Data on the costs of comparable activities
are collected and used for evaluating the relative performance of

two organizations.
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Compatibility — Interoperability of related systems, often

achieved through the adaptation of technical standards.

Competition — Competition tends to come in two varieties:
competition among the few (a market with a small number of
sellers or buyers, such that each can exercise some degree of
market power) and competition among the many (Perfect
competition——a market with so many buyers and sellers that
none is able to influence the market price or quantity

exchanged).

Competition policy — Government policy that promotes
competition and efficiency. This policy is usually reflected in

antitrust laws.

Competition, comparative — See yardstick regulation.

Competition, emerging — The development of nhew competitors

in the early stages of competition.
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Competition, franchises — A franchise defines service Aaxdll lalie deadll aafal lhell aaay e Lie¥) dwdlia
territories (and associated service obligations) for a supplier. A C)L‘S Oi dae Sa Al Sayg ‘(Le—.' Ialall daeaaldl Qu\jﬂ\j)

government agency could put a franchise up for bid (competition (d}w&\ e ML“) ddliall jley)
for the market).
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Competitive markets — Markets with competitive conditions:
large numbers of buyers and suppliers, easy entry, and relatively

homogeneous products

Competitive tendering; see also Tendering — Putting a license
or activity up to bid. There is usually a well-defined schedule
identifying the date for meeting certain requirements; these
include the provision of information and the actual bid.
Considerable attention is given to due process and to

transparency

Competitive Transition Costs — Transition costs are stranded
costs charged to utility customers as a fee or surcharge once an
asset is sold or separated from a vertically integrated utility.
Such charges can be viewed as the political price for moving to
a new and more efficient market structure. See stranded costs

and stranded assets.
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Complaint: An expression of dissatisfaction. When evaluating
the performance of infrastructure companies, customer
complaints are one index of service quality. Formal reporting
systems provide records of customer concerns and company

responses.

Complementary demand - Demand for associated goods or
services that increases in tandem; i.e., an increase in demand

for one creates an increase in demand for the other.

Complementary goods (or products) — Associated consumer
goods and services; e.g., cars and gasoline. One indication that
goods are complementary is the cross—price elasticity of demand
(CPED). If CPED is negative, the goods are complements; if
CPED is greater than zero, the goods are close substitutes: a
decrease in the price of product A causes a decrease in the

quantity demanded of product B.

Compliance cost assessment — An evaluation of costs

associated with meeting regulatory rules and standards
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Concentration ratios — An indication of proportionate market
share among firms in an industry, measured with revenues or
outputs. A four—firm concentration ratio of 65% would indicate

that the four largest firms had a total market share of 65%.

Concentrator — The part of the local exchange which is
positioned close to the customers. It is sometimes within the

local exchange and sometimes located remote from the local

Concession: A franchise for a specified period of time, wherein
the concessionaire takes on certain obligations—such as
meeting network expansion targets or delivering a service at a
regulated price. The associated contract establishes the mutual

responsibilities for the parties involved.
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Concessional terms — A loan at more favorable terms than is
available commercially. A large proportion of aid to developing

countries takes the form of loans at concessional terms.

Conditional access — Access restricted to paying customers by
various systems and technology; e.g., use of scrambling to

prevent unauthorized access to paid television.

Conflicts of Interest: a situation in which a public or private
official's decisions are influenced by the official's personal
interests. Examples include self-dealing, accepting (secret) side
payments for making a decision, use of public property for
private advantage, inappropriate use of confidential information,

and outside employment with someone affected by the decision.

If a decision—maker has a personal interest in the decision, he or

she should not take part in the deliberations.
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Conservation cost recovery charge — A component added to sl yeSll 558 ) Calimy juaie raud ) G Baladind) o gau
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lighting systems. Some regulatory oversight would be called for

to ensure that the programs are, indeed, achieving the

conservation impacts that are sought. Al Al e 2 gl
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Contract — A binding agreement between two or more persons
or parties that is usually legally enforceable; e.g., for delivery of

goods or services at an agreed price.

Contract path — An arrangement for power transfer between
systems. When utility systems interchange power, the transfer is
presumed to take place across the “contract path,” the most
direct physical transmission between two interconnected entities,

even though the power flows according to network conditions.

Contracting out — Outsourcing particular activities, so as to
lower the costs of delivering the final service. For example, a
regulatory commission might hire external consultants to address
highly technical issues when such specialized services are only

required on a periodic basis.

Ll il (e sale ] f Lgm 3ale ) 5 clanall 3l sy

M odlall AN (9 gud) 4y i

Lalysdle (sS5 JT  Gush ol padd C da e A8 ke
Adle (il s Clasall o adadl i Jie T g8 Sl

Dol Lanind cply 5o e sl (o 48UAD il i 55 -aBad) e
O Uil e (b Al peSl Al 3 el LS e glaia
O bl SISV alal) Jail) sa g "aiall jlud" e JEEYI 5y
Cigob cwa Gaan Bl ) e a2 ) e opladi e oS

Al

Gl Rigne Adadil 2 Faa A Clea g 2ladl) 1oAY SBlal)
OSar 1Rl s ad Afleil) Aardl) s CllSS il Jal
aa ) A Ll A pal s A (L) adais i Cala i ol
Lid 4 e Aaadial) cilaadl) oo ) dalad) <0 e 1S

AY s (e dndaiie 20 bl e



Contracts for Differences (CfD) - A type of bilateral contract
that allows the electric generation seller to be paid a fixed
amount over time as a combination of the short-term market
price and an adjustment with the purchaser for the difference.
For example, a generator may sell power to a distribution
company power for ten years at 6/kWh. That power is bid into
Poolco at some low /kWh value (to ensure it is always taken).
The seller then gets the market clearing price from the pool and
the purchaser pays the producer the difference between the
Poolco selling price and 6/kWh (or vice versa if the pool price

should go above the contract price).

Contribution pricing — Setting price greater than the variable
costs of production so that a portion of revenues go towards

fixed costs.

Controllable Costs/Non—controllable Costs: A cost is
considered controllable at a given level of managerial

responsibility if that manager has the power to incur it within a
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given period of time. It follows that (1) most costs are
controllable by top management because of the broad range of
its activity; (2) fewer costs are controllable as one moves to
lower levels of managerial responsibility because of the
manager’s decreasing authority. In addition to costs that are non
controllable due to lack of managerial authority, non—controllable
costs may be incurred to meet unusual or unexpected
circumstances. For example, provisions can be included in
futures contracts in an effort to control such costs. However, a
once in a hundred year hurricane would be viewed as creating

non—controllable costs.

Convergence — Bringing together. In energy, electricity and
national gas markets becoming closely linked. Similarly, with
digitalization, computing and communications activities are

difficult to distinguish, thus affecting regulation of traditional
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telecommunications.

Cooperatives — Public utilities that provide service on a not for
profit basis to a group of consumers. Rural cooperatives have
provided electricity, telephone, and other services to citizens

areas with low population density

COPT (customer—owned pay telephone) — A pay phone
owned by a person or business other than a phone company; a

private pay phone.

Corporatization — Separating a state—owned enterprise from a
government ministry, which leads to its becoming a stand-alone
entity. The process should yield clear information regarding its
balance sheet and income statement. The process can be a

step towards privatization or just a way to improve transparency
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with respect to the firm's operations.

Corruption: Behavior characterized by lack of integrity or

dishonesty; for example, susceptibility to bribery. Similarly, use
of a position of trust for dishonest gain represents an abuse of
authority. Such behavior would be seen as an extreme form of

conflict of interest

Cost - In accounting, an outlay for the purchase of a productive
input or an allocation of an investment across time periods
(Depreciation). Other costs include Wages, Salaries, and
Materials. In economics, the opportunity cost is the highest
valued alternative as the result of a choice. An opportunity cost
sometimes involves some form of payment, like a wage.
However, the existence of an opportunity cost does not depend

on of any actual cash outlay.

Cost attribution — Determining how different inputs and
activities affect the outputs of a firm, so as to derive prices

based on cost causation.
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Cost curve - One that plots costs (total, average, or marginal) b AS)) Za)) DK pia gy 52 Sl aue ) (ARICEY e
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Cost of capital estimation — A variety of methodologies are
used to calculate the cost of equity capital and the other sources'

of funds. See cost of capital.

Cost of living — The general level of prices, usually

measured by the retail price index.

Cost reflective (cost causality) tariffs — See cost-based pricing

Cost subadditivity — For a single or multi-product firm, cost
subadditivity implies that the output level (or output bundle) is
produced at least cost by one firm. Economies of scope is a
restricted form of subadditivity, by considering the extreme cases
of comparing the costs of two firms that specialize in the
production of different outputs, versus one firm that produces two

products at the comparable output levels.
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Cost, cross— subsidization of — See cross—subsidy

Cost—axiomatic pricing — When the allocation of shared or
overhead costs can have a significant affect on the relative
prices for different services or customers, the application of a set
of first principles (or axioms) can be developed to establish
upper and lower limits on those allocations. Analysts have
developed different sets of principles that affected parties can

understand and affirm as being fair and/or reasonable.

Cost-based pricing — Pricing goods and services according to

their respective costs.

Cost-benefit analysis — An assessment of the social costs and

benefits of an investment project or of a public policy.
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Cost-effectiveness analysis — Finding the least-cost method
of achieving a given economic or

social objective

Cost-of service regulation — A form of regulation that
determines prices based on the costs of

serving different customers and producing different services. The
procedure is sometimes

criticized for not providing strong incentives for cost containment.

See rate of return regulation

Cost-of-living index — A comparison of present prices for a
typical bundle of goods versus the

prices during a base period.

Cost-plus pricing — When a firm adds a given percentage

mark-up to average cost.

Cost-oriented pricing See cost-based pricing

Costs of production — Total cost is comprised of both fixed
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cost and variable costs. Total costs

can also be divided into direct and indirect costs. See cost.

Cramming - Adding services and charges to a customer’s bill
without the customer’s knowledge

or consent.

Cream-skimming — When prices are regulated, some prices
may involve high mark—ups over

cost for particular customer groups. Potential entrants will target
those customers who currently

face high prices (relative to the costs of serving them). Entrants

will "skim the cream."

Credit rating — A designation by a financial institution (such as
Standard and Poor’s) regarding the credit-worthiness of a

company or government organization issuing bonds.
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Critical value(s) — The threshold for deciding the outcome in a
statistical test of a null hypothesis, dependent on the significance
level at which the test is conducted and whether the

test is one— or two—sided.

Cross—elasticity of demand — Equals the percentage change in
quantity—-demand for product A

divided by the percentage change in the price of product B. If
this is positive, product A is a

substitute for product B, since an increase in the price of B
causes an increase in the quantity demanded of A. If negative,
product A is complementary to product B rather than a substitute
for it: an increase in the price of B causes a decrease in the

quantity—-demanded of product A.

Cross—subsidy - Pricing below incremental costs in one market
and covering those losses out of

the positive cash flows from another market. Journalists
sometimes label differential mark—ups

above incremental costs as involving cross—subsidies, but such

price differentiation may reflect
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demand elasticities, such that both customer types are

contributing to covering joint costs.

Current Cost: An accounting convention, where a company’s
assets are valued and depreciated
according to their current replacement cost while its operating or

financial capital is maintained.

Current ratio — A ratio generated by dividing current assets by
current liabilities. To be a good

index of financial strength, all of a firm’s current assets must be
able to be converted into cash

immediately to meet all current liabilities. The current ratio is a
general test of a firm’s ability to

meet its short—term financial commitments.

Customer — Anyone purchasing a commodity or service.

Customer charge (sometimes referred to as a service charge) —

A recurring charge for the basic
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administrative activities associated with a utility customer’s
account: billing, metering, and

meter reading. In most cases, a monthly customer charge is one
component of a customer’s

minimum charge.

Customer classes — Groupings of customers into categories
with similar characteristics (e.g.

residential, industrial, commercial, government)

Customer premises equipment — Equipment, like a telephone,
located at a consumer’s home or

office that is not part of the public telecommunications network
but is directly or indirectly

attached to it.

Customer Value: Perceived benefits minus perceived sacrifice
(as in consumer outlays for a

product). This net value would be consumer surplus.
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Data transmission — Information transfer between locations

Deadweight loss — Measure of economic inefficiency following
misallocation of resources from producing too little or too much
of a product. Total economic welfare is maximized when price is

set at marginal cost, achieving allocative efficiency.

Debentures — Long-term, fixed—interest loans to companies in
the form of bonds backed by a company's general credit rather

than a specific lien on particular assets.

Debt: A liability or obligation in the form of bonds, loan notes, or
mortgages, owed to another person or a company and required

to be paid by a specified date (maturity).

Decatherm — Ten therms or 1 million BTU. One decatherm is

equal to approximately 1,000 cubic feet of natural gas.
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Decommissioning — Taking a nuclear facility offline with
termination of its license. The owner is then responsible for
making environmental investments that reduce residual
radioactivity to a level that permits unrestricted use of the

property.

Decoupling — A regulatory process for determining fotal revenue

a utility needs to recover utility costs. Allowed revenues differ
from those derived from actual sales. The process is advocated
by conservationists to limit incentives for suppliers to expand

sales to increase profit. See revenue cap.

Decoupling of revenue and output — See revenue cap.

Decreasing returns — When the addition of a variable factor of
production results in a fall in marginal product. The result of a

firm's expansion of output in the short run where capacity is
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fixed. At some point, diminishing returns sets in. In an extreme
situation, total output could even decrease with the additional
used of variable inputs, as when additional fishermen on a small

boat cause confusion that reduces the daily catch.

Decreasing returns to scale — Reflects an expansion of all
inputs——a long-run phenomenon if output increases by less than
10% when all inputs increase 10%, there are decreasing return

of scale.

Decreasing-cost industry — One with a downward sloping

long—run supply curve.

Deep discounting — A sales practice that offers a significant
reduction in price following purchase of an initial volume of

output.
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Deflator — See GDP defiator.

Degree day — There are two types, heating—degree days and

cooling—degree days, both reflecting the extent to which a daily

temperature falls below or rises above an assumed base, usually

65 egrees Fahrenheit (in the United States). Temperature
forecasts can assist in predicting energy consumption for heating

and cooling

Demand - In graphical terms, it shows how quantity demanded
depends on price. More generally, it reflects consumer

preferences and ability to pay. Measured over a given time

period, demand is determined by income, tastes, and the price of

complementary and substitute goods, among other factors.

Demand curve — The amount of a product that consumers are
willing and able to buy at various prices as shown on a graph. A

normal demand curve is downward sloping because quantity
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demanded will fall as price rises, assuming consumers have a OY i) I dadl jasia sale (5Sy (amhall ) s

fixed income. das ol palgil o) el adipl LS (aidds 4 slhall 4l

(<5 (Slnal
Demand curve, movements along — Movement along a bl Saie gl e 48 5l rllal) u—“—‘-‘ Jhsa ui" Z‘SJAM
demand curve as price changes. Such movements are to be S AY il e GlS adll sda Jia jud sy ¢ aaldl yaadl buS
distinguished from Shifts in Demand due to changes in income Jalgall e L e j Jaal a el el ey llal)

or other factors.

Demand side management — Conservation measures to limit or 5l eeleSl U (e aall s il il ja) suthal) aila 3 1)

reschedule electricity use so that the size and number of 3:\3}33\ i FECN £andd Sy Cuan LY :dﬁ.; sale)
generating facilities can be reduced; also used to design Jleadl I Al Gl s 3l JRECH: LS claoxe

strategic load growth.
PEN P

Demand, annual maximum - The greatest demand within a ):\Si 9 lhll Lﬁ)—“-d‘ @éﬂ‘ Al il gﬁJ—"“-“ uMﬁY\ aal)
prescribed interval in a calendar year. For example in electricity 3 sl SNiad dadd) DA lele U pale :\_)-Mj 3 (pauia il

markets, this might be over a 15 minute period. 50 JDA (il L,SJ-"-'-“” &) aall C“"’ Oi S ;LU@.SX\ 5\}“&
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Demand, average — Average demand for a system is & sane daudy dashia ¥ alhll hugie 2aay ) Jaugia
determined by dividing the total consumption by the number of u_,Lej\ GldlSa Jia aadl DA QAJ\ Glas g e é“— gj\ag", W

units of time in the interval, e.g. telephone calls per month, or -?ﬁj‘ el L, o) j Gl
kWH per day. ) i

Demand, billing — The demand specified in a rate schedule or sk (B 8 6l) aed Jgan 8 dasall (il ;g5 gal) calhal)
contract for which a customer is billed. Aoa gar Jaanl)

Demand, charge — That part of the bill for electric service based le 2ei Al el Sl daad 3,50l o ¢ all Gl quihall awy

on instantaneous consumption and billed according to an LS Badas yuaadt Jgaal T_‘ééj PP NPT BT RE VRN u,uLJ
applicable rate schedule, as with kW demand changes. 1 | e |y - Jall s
Ll llal “

Demand, coincident — The sum of two or more demands that L;S lee s—’\-’ @‘5‘ clllall e )—‘5‘ }i Clla g s (el Sl ulal)

occur in the same demand interval. Aal g g

Demand, instantaneous peak — That demand recorded at the BPEN ):'Si ddaal ‘,ﬁ Jasy Lﬁm dlall el :@Jjﬁ‘ L,SJJ‘M‘ allal)
instant of greatest load in an electric utility. 4:—"-’)45 (3 e ‘_g



Demand, law of — The lower the price of a good (or service),
the greater the quantity demanded,other factors being held

constant.

Demand, maximum - The greatest demand within a specified

time period, such as a billing period

Demand-based pricing — Prices set according to customers’

willingness to pay.

Demerit goods — Products valued by individual consumers that

may harm consumers; e.g., alcohol and tobacco.

Demographics — The study of population trends, including

family size, urban/rural living patterns, and the age distribution.

Dependability: An attribute of any system that consistently

produces the same results, preferably meeting or exceeding its
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specifications.

Depreciation — Charges made against income to provide for
distributing the cost of depreciable plant less estimated net
salvage over the estimated useful life of the asset. Depreciation
is not a cash outlay, but an accounting tool for allocating cost

over the service life of the physical asset.

Deregulation — Removal of controls in a particular market to
improve its economic efficiency; generally considered a supply

side policy.

Derivatives — In the energy sector this generic term refers to

specialized securities including options, futures, and forwards.

Derived demand - When goods and services are associated
(e.g., cars and gas), increases and decreases in demand are
associated, the secondary demand being derived from the initial

one.
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Detailed Valuation Methodology (DVM) — An explanation of

how current cost valuations are Derived.

Developed countries — Those with high levels of real per capita

national income and comparably large tertiary (service) sectors.

Developing countries — Those with low levels of real capita
national income but relatively large primary sectors (agriculture

and natural resources).

Deviation — The difference between expected and actual

outcome.

Dial tone — The signal heard when a telephone receiver is
picked up as an indication that the phone is connected to the

telecom system and can be used.
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Differentiated products - Goods or services that are il sl calina Leiludlio e jaad clads el 8 mae cladila
distinguished from rivals by various means; e.g., packaging, .82 gl j «bde ) j calzdl) Jia

advertising, or quality.

Digital Subscriber Line (DSL) - A regular telephone line @Y i) hd ) dia oo caily L Adall a8 Jadld)
transformed into a high—speed digital line via a family of ji (DSL) ol sy clssll e A (,\ Wi ddle de
technologies referred to as DSL or xDSL. These lines can » Ty el Y dara ac Loshall oda audeio g ‘(XDSL)

support fast Internet access with video and TV on demand.

Includes ADSL (asymmetric DSL), SDSL (symmetric DSL),
HDSL (high data rate DSL) and VDSL (very high data rate DsL). HDSL s «(38eal DSL &l) SDSL s «(3fled & DSL

1) VDSL 5 ¢(Slesheall Jail el Jaddl <3 DSL )
(e shaall Jai Taa el Jaxall 213 DSL

Lﬁ\) ADSL Jais =Y Madhll aa 3 5all" Aaal g ¢ gl

Digital Subscriber Loop Multiplex (DSLAM) - DSLAM is <ieliae (o ol 1l flall 4l Jlujy) cisliae 4l
composed of a multiplex and the DSL modems necessary to Jadidl 4y 4 all DSL &5 O Alad gall Ao ganay JluyY)
operate DSL services over the loops served by the operator from oty e . s ot e -
P P y P il i) e (e Jictiall Lgaay ) cililall e DSL dexa
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Digital transmission — Communication using binary data to

send voices, pictures and other information over telephone lines.

Digital transmission has much more capacity than the traditional

analog format

Diminishing returns — See decreasing returns.

Direct access — The ability of retail customers to purchase
electricity directly from the wholesale market rather than through

a local distribution utility. See also retail competition.

Direct connection — An optional telephone service that
automatically connects with a designated number when the

receiver is lifted; no dialing is needed.

Direct costs — All production costs attributable to a
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good or service (reflecting cost-causation).

Direct Load Control (DLC) — When a utility signals a
customer appliances to stop operations (to reduce the
demand for electricity). Such rationing generally

involves a financial incentive for the affected customer.

See Load Management

Directory — A listing of telephone numbers and names.

Directory assistance — A telephone company service

that finds numbers for callers; also called “information.”

Directory Assistance System (DAS) — An operator-

assisted directory service

Disaggregation — The functional separation of a
vertically integrated utility into smaller units (i.e.,

generation, dispatchjcontrol, transmission, distribution).
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Also referred to as “disintegration” and “disintegration. pEStR A

See also divestiture

Disbursement — Funds paid out. A Al bl gLy
Disclosure regulation — Regulatory requirements Glat Ayashats e 1 (gl sl 2) o) gluady) clagals
regarding disclosures. This term can also refer to &8 Al ) slhaadl 13 sy of Ll (a5 clally
transparency regarding affiliate transactions. Al AS il ae 3l
Disclosures — Printed information about conditions, (a3 gl o gl g da gyl Jga A gilae il slaa tilabiad)
fees, risks, etc & 3 ylalaall
Disconnection — Terminating telephone service; also, Al ey Jiland L.Si IS5 Aiilell Aeadl) slgd) ;Ui

any interruption that ends a call.

Disconnection notice - A warning that service is scheduled to be (3354 ¢a Lo a8 gins 4aadll b 50das daddd) GBIl )

turned off L



Discount plan - An optional plan that features a lower price for a a5 it daal J8 il Ay JLiA] A bl ; aal) ditad
particular service. Designed to lower bills but also limiting usage . i
Il e aall Toagl 5 i) 8l (88 daaan

Discount rate - The comparative value of a dollar at some future Lo 8, 4 (Lg)si ilec L_gi j) DY 5l &5 jlaall Al amiad) i
time and its present value walall gl b ated y Jiisal) b

Discounted cash flow - A method of investment appraisal that = laiiuy) ay ol 4y yha A i) 488 cilBBasl 4 tat) Aol
considers the timing of receipts and payments. Since returns from ) . . L -
investment always arrive in the future, discounted cash flow <ladlall o)) Lays cle gdaall s Cilal oY) i 68 jlaie V) (aen 241

techniques use a “discount rate” to determine their present worth. Sl il Ll o ¢l L_;Ls\q basd ey e
I el paat] Maral) e aadtiig "AlEii) Apaail) Claaxll
CCalailall

Discriminating monopoly - A monopoly supplier that charges  le (o yay g3l HSiaall 3 yall 1(E4 Ji) s oAl iaall
different prices to different customer groups, based on different o ) . .
price elasticities. See price discrimination Ly Ao hlade) daline el GS1gtuall (0 dalidn Cile sena

Sl 8 () ) el ladl el

Diseconomies of scale - Increases in long-run average costs (saall e glas ¥ glady) saly ) daaliaal) 18 ¢l 5 5 ra 188
accompanying an increase in the scale of production.



Diseconomies of scope - Multi-product production by a single
firm that is less efficient than having separate firms each
specializing in the production of a single product.

Disequilibrium - A state of imbalance in which there is tendency
for change. For example, excess demand is a disequilibrium
situation leading to a tendency for prices to rise.

Dispatch, Dispatching - The control for an integrated electric
system to schedule transactions with other interconnected electric
utilities and assign generation to specific generating plants and
other sources of supply to effect the most reliable and economical
supply as the total of the significant area loads rises or falls. The
activity has implications for operations and maintenance of high-
voltage lines, substations and equipment, including administration
of safety procedures.
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Distributed Generation - Generating small amounts of energy to
meet local (substation level) peak loads, thus displacing the need
to upgrade or build additional local distribution lines.

Distribution - The act or process of delivering electric energy
from convenient points on the transmission system (usually a
substation) to consumers.

Distribution channel - The organization necessary to distribute
goods or service, e.g., distributors, wholesalers, and retailers are
each stages in the distribution process

Distribution Company - A utility company that is responsible
for maintaining and operating a distribution system and providing
other services to end-user customers. See distribution utility
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Distribution line - One or more circuits of a distribution system
that operate at relatively low voltage in comparison with
transmission lines.

Distribution of income - The way income is allocated among
households. For example, the lowest twenty percent might receive
ten percent of the total income. The term can also refer to
allocation between factors of production.

Distribution service - The network of wires and equipment that
carries electric energy from the transmission system to the
customer’s premises.

Distribution utility (Disco) - The electric utility entity that
constructs and maintains the distribution wires connecting the
transmission grid to the final customer. It can also perform other
services such as aggregating customers, purchasing power supply
and transmission services for customers, and billing customers
and reimbursing suppliers. See Distribution Company
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Disutility - When total satisfaction falls as additional units of a
good are consumed. For example, additional risk produces
disutility for most investors, leading to risk aversion.

Diversifiable risk - Risk that can be eliminated by particular
actions. For example project-or firm-specific risk can be
eliminated either by investing in many projects or by holding the
stocks of many companies.

Diversification - An increased range of goods or services

provided by a firm.

Divestiture - Separation of utility functions for the purpose of
changing the ownership of the assets related to the functions. For
electricity, the most common form is spinning off the generation
assets so they are no longer owned by the shareholders who own
the transmission and distribution assets. See disaggregation
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Division of labor - Breaking down production into its
components and distributing tasks among different persons,
groups, or machines to increase efficiency. In conjunction with
specialization, such activity promotes productivity

Dominant carrier - A telecom company with sufficient market
share to play a major role in determining rates.

Dominant firm - A firm able to act relatively independently of its
competitors in terms of pricing or output decisions. Dominance
has to be assessed within the context of the degree of competition
in a relevant market. For example, a dominant firm generally
cannot totally ignore the reactions of rival firms, including a
competitive fringe. Such a firm might have a large share of total
sales, which allows it to set prices to maximize profits while
considering the supply response of smaller firms (the competitive
fringe).
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Dominant strategy - A strategy that is best (optimal) no matter

what an opponent does.

Duopoly - A market dominated by two firms

Durable good - One expected to remain serviceable for a long
time.

Earnings sharing: A form of hybrid regulation. With this
mechanism, the regulator allows the operator to keep some
portion of the earnings it receives from selling the product or
service and requires the operator to give the rest to customers,
through price reductions, refunds, or increased investment in
facilities or services.

Earnings: Revenues minus cost of sales, operating expenses, and
taxes, over a given period of time. See net income.

E-commerce - Buying and selling online over the internet; also,
using computer technology to speed up transactions and make
them more efficient from production to delivery
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Economic cost - Cost to a firm of utilizing economic resources in
production, including opportunity cost

Economic dispatch - Start-up, shutdown and allocation of load
to individual generating units to effect the most economical
production of electricity for customers. See dispatching.

Economic efficiency principle - Producing desired products at
the least possible cost. A term referring to the optimal production
and consumption of goods and services, where price equals
marginal cost.

Economic goods - Products and services that are bought and sold.
Other valued economic goods, like clean air, may not be
amenable to market transactions.
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Economic growth - An increase in a country’s output of goods
and services, usually measured by changes in real gross domestic
product (GDP)

Economic rent - The difference between what a factor of
production is earning (its return) and what it has to be earning to
retain its present use, i.e., earnings over and above its next best
alternative use

Economic systems - Networks of organizations involved in
economic activity in a society; these organizations and associated
institutional frameworks affect the production and distribution of
goods and services.

Economic welfare - A measure of the ways an economic system
benefits its participants. For example, real per capita standard of
living would be one index of economic welfare. The welfare
generated by a project would be the Total benefits minus the total
costs of the project.
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Economies of scale - Lower long-run unit costs with an increase
in production capacity perhaps attributable to larger firms’ being
able to buy in bulk, organize production more efficiently, and/or
raise capital cheaper. The term involves making comparisons over
output levels, with time allowed for capacity adjustments.

Economies of scope - Savings that result from producing two or
more products or services together.

Economy rate - The least expensive rate for international
telephone calls, which is available at different time periods
according to the country called.

Effective exchange rate - An average exchange rate for
currencies of trading partners weighted to reflect the importance
of each country based on value of traded goods. It is expressed as
an index number

Effective yield (or rate of return) - The percentage return
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received from investment in a bond.

Efficiency - An economic goal of receiving the most satisfaction
from a given amount of resources; it occurs when satisfaction
cannot be increased through increased production of one good
and less of another. See allocative efficiency.

Efficiency criteria - Rules for assessing a given allocation of
resources.

Efficient components pricing rule (ECPR) — A methodology
that addresses access pricing by emphasizing the opportunity cost
of the integrated access provider. The relevant opportunity cost
will depend on market conditions, including product
differentiation, bypass, and substitution possibilities. In the most
elementary situation, if the incumbent receives the same profits
from interconnection and access as it does from sales of the retail
product, the competition can enter the market only if they are more
efficient in providing retail functions than the incumbent.

E-government: The use of technology, particularly computer and
communications developments such as the internet, digital TV
and mobile phones, to modernize and improve local and national
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government services.

Elastic Demand: A situation where a one percent price change
leads to a greater than one percent change in the quantity of a
service or product demanded. Elasticity is a measure of
responsiveness.

Elasticity - Responsiveness; the degree to which one variable
(e.g., quantity demanded) is responsive to a change in another

(e.g., price).

Elasticity of demand - Responsiveness of quantity demanded to
a change in a variable such as price, the price of a substitute, or
income.

Elasticity of supply - Responsiveness of quantity supplied to a

given change in price.

Electric meter - A device that measures the amount of electricity
a customer uses. The primary types are energy meters (measures
electricity use in kilowatt-hours), demand meters (also measures
peak load), interval demand meters (records use in measured time
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periods), and time of- use meters (allows different charges for
electricity used during different time periods).

Electric supplier - One licensed by a utility regulatory agency to
provide electric generation services; the power is then delivered
by the consumer’s electric distribution company. The retailing
activity is often bundled with metering, billing, and contracting
with generators.

Electric utility- Any organization, municipality or state agency
with a monopoly franchise that sells electric energy to end-use
customers

Electricity service - Provision of electricity via the network of
generating plants, wires and equipment needed to produce or
purchase electricity (generation) and deliver it to the local
distribution system (transmission).
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Electricity trade - Scheduled flows of active power between
countries, with payment for imported energy and transit services
based on signed contracts for electricity export, import, and
transit.

Embedded costs exceeding market prices (ECEMP) - Cost
associated with utility investment incurred pursuant to a
regulatory or contractual obligation. Also costs reflected in cost-
based rates that exceed the price of market alternatives. ECEM
becomes ““stranded costs” when they exceed the amount that can
be recovered through the asset’s sale. Whether such costs should
be recovered by utility shareholders is a problematic regulatory
question. Transition costs are stranded costs charged to utility
customers as a fee or surcharge once an asset is sold or separated
from a vertically integrated utility. See competitive transition
costs

Energy - The capacity for work; a reference to electrical energy
among utilities and a measure of the quantity of electricity used in
a given time period, measured in kilowatt-hours.
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Energy charge - The portion of a utility bill that reflects electric

energy consumed or billed.

Energy conservation - Activities associated with reductions in
energy consumption, including investments in energy efficient
appliances and equipment.

Energy costs - Costs associated with the production and
transmission of electricity.

Energy efficiency - Using less energy (electricity) to perform the
same function. The term"energy conservation” differs since it
implies "doing without”, although journalists use the terms
interchangeably.
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Energy, off-peak - Energy supplied during times, specified by laaaay dipma il 8305 3l 48Ul 3 9,0 cld gf z A 48Ul
the supplier, when system demand is relatively low and, e P . .
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Entry: When new firms join an industry. Entry barriers can make
it difficult (or expensive) for a new firm to begin production in
some industries

Environment: The totality of surrounding conditions and
circumstances affecting growth or development. Often the term is
applied to the natural features of a geographic area: water, air, and
land—including ecological relationships.

Environmental economics - The study of how economic and
environmental issues interact, including ways to reduce pollution
and analyze non-renewable resources.

Equal access - Referring to the ability of different users to obtain
network services under the same terms and conditions. In the case
of telecommunications, it is the ability of customers to select their
long-distance telephone company and allowing all long-distance
companies the same opportunity to serve phone customers.
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Equilibrium - A state of balance in which there is no tendency

for change. See disequilibrium.

Equilibrium price - Absence of either a shortage or surplus in a
market as quantity supplied equals quantity demanded.

Equilibrium rate of interest - The interest rate at which the
amount of money borrowers seek is equal to that which lenders
are willing to offer.

Equities - Another word for shares, the ordinary shares of a
public company that confer proportional ownership to the holder
of equities.

Equity (fairness) criteria - The social desirability of a particular
resource allocation. The reference could include procedural
fairness (equal access to the process of reaching a decision) or
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distributional fairness (in reference to the impacts on those with
different incomes— particularly on the poor).

Equity principle - The idea or concept of economic fairness. See

equity criteria.

Essential Facility: A facility or infrastructure component viewed
as necessary if a competitor is to enter a market. If potentially
competitive firms do not have access to the component, the cost
of duplicating the component might be viewed as prohibitive. Of
course, automatically requiring incumbent companies to provide
competitors access to that component at very low prices can serve
as a disincentive for competitors to initially invest in creating
those facilities. See efficient components pricing rule (ECPR).

Essential requirements - Conditions imposed regarding
establishment, operation and/or provision of a network service.
These might include security of network operations, maintenance
of network integrity, data protection, environmental protection,
effective use of the frequency spectrum (in the case of
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telecommunications), or public health standards (in the case of
water/wastewater systems).

Ethics: Motivation based on ideas of right and wrong; the
philosophical study of moral values and rules. Some principles,
such as honesty or avoidance of exploitation, are widely accepted
in the common moralities of many communities.

Evening rates - Rates charged by telephone or electricity
companies for service after the workday ends (often 5 - 11 p.m.,
Sundays through Fridays). These "shoulder rates” are less
expensive than daytime rates but more expensive than night and
weekend rates. See time of use rates.

Ex parte communication - An off-the-record communication
from one side or party only regarding a substantive issue in a
government regulatory proceeding. The communication is
directed to an official who will make a decision in the matter, so
such interactions reduce transparency in the decision process
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Excess demand — The situation when consumers want to buy
more than producers are prepared to sell at the current price. This
leads to a tendency for price to rise unless there is some form of
price control (and associated rationing mechanisms).

Excess supply — The situation when producers are prepared to
sell more than consumers are willing to buy at the current price.
This leads to a tendency for price to fall unless there is some form
of price control (and associated price supports).

Exchange control - Government policy affecting the amount of
foreign currency available to domestic firms.
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Exchange economy - A market characterized by trade between
consumers

Exchange rate - The price of one currency in terms of another.
Exchange rates can be fixed (value set by the government) or
floating (value fluctuates according to the market). More
generally the term can also refer to the price at which any good is
being traded for another good

Exchange rate parities - Exchange rates expressed in terms of
gold, dollars or Euros.

Executive compensation - All forms of payment, including
salaries, company shares and other indirect financial advantages,
provided to CEOs and other top management

Exempt wholesale generators (EWGS) - Created under the 1992
U.S. Energy Policy Act, EWGs are exempt from certain financial
and legal restrictions stipulated in the Public Utilities Holding
Company Act of 1935.
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Expenses: Any cost of doing business resulting from revenue-
generating activities

Extension - An additional telephone line or outlet.

Extent of a market - Market boundaries in terms of both
geography and the range of products produced and sold within an
area.

External benefits - Spillover advantages of production or
consumption that are free to beneficiaries; e.g., the sight of a well-
kept garden. These benefits accrue to those who do not produce or
purchase the product. If these are added to the private benefits we
get the total social benefits.

External constraints - Factors that influence economic behavior
but are beyond the control of a consumer or firm.

External costs - Negative spillover effects of production or
consumption for which no compensation is paid, e.g., a polluted
stream that damages the health of those living near the stream. If
these are added to the private costs we get the total social costs.
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Externalities - Spillover effects of production or consumption for
which no payment is made. These can be positive or negative; see
external costs and external benefits. .

Factor cost - The price of an input used as a factor of production.
The term can also be used to denote the value of output measured
in terms of the cost of the factors of production used to produce
it.

Factor market - The market for selling and buying resources
needed for production; e.g., labor and capital.

Factor mobility - The ability for inputs to move (geographically
or across firms or sectors) or be used in alterative productive
activities (e.g., labor mobility).

Factors of production - The resources necessary for production,
usually classified as land (all natural resources, including
minerals and other raw materials), labor (all human resources),
capital (all manmade resources), and enterprise or entrepreneurial
skills. An economy’s rate of growth is clearly affected by the
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quantity and quality of its factors or production.

Fair Value: A valuation, in accordance with standard
methodology, that is viewed as reasonable to all parties involved
in a transaction. The value would be dependent on all pre-existing
conditions and expected circumstances.

Fairness, distributional outcome - The term is used in reference
to the impacts on those with different incomes—particularly on
the poor.

Fairness, procedural - The extent to which procedures are
developed following due process, where procedures are
transparent and public participation is facilitated; such clarity and
accessibility characterizes open regulatory processes. Hearings or
meetings are well publicized and arbitrary behavior by the
regulator is unacceptable
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Fiber optics - A communications technology that permits light to
travel through hair-thin glass fibers and that increases the data
transmission possible within a cable of small diameter.

Field trials - Testing of a product with a small group of
consumers to gauge its effectiveness or the best marketing
approach.

Final customer (end user) - A family or organization buying a
service (such as electricity) for its own use.

Financial economies of scale - The ability of large firms to
borrow money on more favorable terms than small firms.

Financial institutions - Firms or organizations offering a range
of financial services, including loans, deposits, and trading
opportunities.

Financial intermediaries - Those channeling funds between
people and institutions wanting to lend money and those wanting
to borrow. Such organizations can package or aggregate financial

Lgn e ypedly o guall st oV lall 48 1l il pay
A Jal Seadl i) Jav b 3 ‘;ﬂ\j Glé).h i e A
bl ja

OSlgiunall (o b ppaa Ao sana o e 4 a1 Aiaal) G ladl)
Ay pudl] Aps 5 il 48 a5l ailad il

(;1_])@53\ din) Aa0A Lﬁ,)m YT _5‘ adile :Jgiif\ EAPRI|
el LellaninY

3mSl IS A 3,508 ranad) 3aly ) oo Aaalill Adlal) i 8 61
3 pwecall A AN e Jizadl o gl JL) al i) e

O e sana pali ) Gl all sl IS AN 1A Ciluusall
Boaliall Gajis @l s s il elld 8 Ley Ayl Clandl)

Ol G 1 s U8 (5l 0l Gl 2 sallal) s lnaa



products.

Financial statements - The collection of a firm's accounting
information including income statement, balance sheet, and
statement of cash flows. These are audited to verify appropriate
separation of lines of business for compliance with regulations
prohibiting unfair cross-subsidies and requiring that charges be
derived fairly from costs and applied without discrimination.

Firm obligation - An electric utility’s commitment to supply
energy or make capacity available during a specified time period

Fixed costs - Production expenses that are independent of the
level of output; e.g., administrative overhead, loan repayments.

Fixed input - A production factor that cannot be varied in the
short run
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Fixed interest securities - Investments that pay a fixed annual
rate of interest, such as bonds issued by firms or governments

Fixed proportions production function - One requiring a
definite and unvarying combination of labor and capital to
produce each level of output. There are no trade-offs possible (use
of less labor and more capital still reduces output).

Fixed publicly available telephone services - Basic telephone
service (national and international calling, emergency and
information access but no value-added options) made available to
end users at fixed locations.

Fixed-weight index - A cost-of-living index with quantities of
goods and services held constant
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Flat rate service - Basic telephone service that allows unlimited
local calls at a monthly rate

Floating exchange rates - Currency rates determined by buyers
and sellers rather than government, so that the external value of a
currency will rise and fall according to supply and demand in the

foreign exchange market.

Flow gate - A flow gate is a specified line, set of lines, or
combination of lines and other transmission assets that link two
nodes (busses) in the power system over which power flows

Flow gate price - A flow gate price corresponds to the associated
cost of using the flow gate to move power between two nodes in
the system when the flow gate is being used to capacity. The
associated cost of using the flow gate at capacity is equal to the
difference between the costs unconstrained dispatch and the
dispatch necessary to alleviate the congestion at the flow gate
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Forecasting - Making predictions regarding future outcomes
(such as business performance or demand) based on market
research. Statistical analysis is used to identify functions relating
other variables to the dependent (forecast) variable.

Foreign direct investment - Investment in other countries that
creates production capacity; i.e., investment in physical assets
rather than financial instruments.

Form of Regulation: Prices can be set and adjusted according to
a number of approaches ,including rate of return, price caps, and
hybrid regulation. Various tools, including benchmarking
comparisons, can be used to establish performance targets for
firms. Besides Price, quality of service (including reliability),
capacity expansion, and other elements may come under
regulatory oversight.

Formal complaint process - A special procedure to resolve
remaining differences after an informal complaint procedure has
not yielded results satisfactory to the customer.
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Formula - An equation or rule relating variables to one another.
For example, a demand formula expressed mathematically would
include coefficients on price and other independent variables—
showing how quantity demanded depends on the values of these
other variables.

Forward exchange rate - A contracted rate for the purchase of
foreign exchange at a fixed pointin the future; participation in
such activity can involve hedging (insurance) or be purely
speculative.

Forward integration - The joining of firms that are positioned at
different stages in the chain of production. In this case, a firm at
an early stage (mining) might integrate into shipping the ore. A
shipping company purchasing a mining company is an example of
backward integration

Forward market - That part of the foreign exchange market concerned
with contracting for currency to be bought or sold in the future.
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Franchise - A type of business organization allowing use of a business L) aladiuly e A Haall Gl gall (e g 51 okiaY)
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industry. ‘.
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Fuel charge - The rate charged per kilowatt-hour or cubic feet to
cover fuel costs for power production.

Fuel cost adjustments - An adjustment to the customer's bill
when the actual cost of fuel at the supplier’s generating stations
varies from a previously specified unit cost. Such adjustments
would be part of the rate settlement that established prices for
some period.

Full capacity - The state reached when a firm or economy cannot
produce more with existing resources. For example, an electricity
generating plant has a maximum amount that it can produce per
hour.

Full cost pricing - Pricing that allocates fixed costs among all
products or services sold.

Fully allocated cost (FAC) - An accounting method to distribute
all costs among a firm’s various products and services; hence, the
FAC may include costs not directly associated with a particular
product or service.

pa3 JS e o) Aol bl s 518 e sy 53 dlaall 13 Bl 0l
AU Z ) A aadiua) o g8 sl Tl CanSia

Al Calias Lavie Jaand) 5 ) 538l Jhaes 20 6B ol) CAMSS iy guuds
(il 3ol Bas ol A8lKS e a0 el o8 Cildana 368 o Al
el Sl aasd 3 gl e Te a O aell oda () oS3

8 )

ol ¢ 48 58 daai Ladie aa ) Jlad) ALl dad)
(U Ja o Adal) o) sally ST iy ) 4 adaion Y pa g
Aeball 8 4l L (S Ll sl an e ol jSl) a5 ddans

e O Al LSl 5 0 ) el ALalSY) 4RI e
Aeld) cilaadll 5 culadidll

Op Sl en )5l alaa sl zdalslly de ) gall ciailanly
e ) gall Cadlil) la Ml A AT dabiaall claadll 5 cladiidl)




Futures market - A market of contracts for delivery of
commodities at a specified future time and price; price is often
based on an auction or market basis. A futures market is generally
a standardized, exchange-traded, and government-regulated
mechanism for hedging against price changes.

Gas, natural - Often found along with oil in porous geologic
formations beneath the earth’s surface, natural gas is a mixture of
hydrocarbon and non-hydrocarbon gases, primarily methane.

GDP deflator - The index value that removes the effect of
inflation on GDP; calculated as total domestic income divided by
the deflator and multiplied by 100. GDP is short for gross
domestic product.
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Gearing ratio - Also called financial leverage. Calculated as
long-term debt divided by equity plus long-term debt multiplied
by 100, the gearing ratio reflects the percentage of capital
available for an enterprise that is financed by debt and long-term
arrangements. Generally, the higher the gearing, the greater the
risk. Gearing is a U.K. term used for financial leverage.

Generation dispatch and control - Aggregating and dispatching
generation from various Facilities and providing backup and
reliability services. Ancillary services include the provision of
reactive power, frequency control, and load following. (See Pool
Co and power pool.)

Generation, generating plant electric power - The large-scale
production of electricity in a central plant. A power plant consists
of one or more units, each with an individual turbine generator.
Turbine generators (turbines directly connected to electric
generators) use steam, wind, hot gas, or falling water to generate
power
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Geographically averaged prices - Prices established by
averaging the costs of network elements across a large region so
that customers in different areas pay the same rates.

Geffen good - A rare type of consumer good in that an increase in
income actually decreases demand. A Geffen good is an extreme
form of inferior good. It arises because the income effect is
opposite to and outweighs the substitution effect

Gigawatt (gW) - One gig watt equals one billion (1,000,000,000)
watts, one million (1,000,000) kilowatts, or one thousand (1,000)
megawatts.

Gini coefficients - A precise way to measure the position of a
Lorenz curve, characterizing the degree of inequality across
component.
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Glide Path: In the case of price cap regulation, the price
trajectory can be established by the regulatory authority. Instead
of a one-off price adjustment (a large discrete price change), the
regulator may establish a prescribed price path over time, so
companies are given proper signals for future cost containment
and investments. See price cap path
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Governance - Rules, processes, and behavior that affect the way 3l 4gy ylall & i3 Al cld il g cblaall 5 cac] gl :daS gal)

decision -making authority (power) is exercised, particularly
regarding openness, participation, accountability, effectiveness,
and coherence.

Government franchising - The process whereby the state selects
and monitors an organization that is responsible for delivering
service in a geographic area

Government intervention - Government policies that affect the
working of a market; e.g., price controls.
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Grace period - A period of time where there is particular
flexibility or absence of penalties, for example, the time period
during which new telephone customers can select a primary long
distance carrier without incurring a charge from the local
company.

Green power, green pricing - Optional service, usually at a
premium price, for power produced by renewable fuels such as
wind and solar

Grid - A system of interconnected power lines and generators
that is managed to meet the requirements of customers connected
to the grid at various points. An independent company
responsible for the operation of the grid is sometimes called a
gridco.

Grid code - A document that contains the minimum technical
rules governing maintenance of network stability, security, and
reliability and that is mandatory for all market participants. Such
documents are prepared by a transmission system operator (TSO)
and approved by a regulatory body, either an independent
regulatory agency or ministry representing the government of the
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country where the TSO is located. Jiai 50 )5 sl Jise alaie Ji (pe aiad g Jail) e shaie Jadia
L) A ghaia Jadie 4 ady (31 ALl Ak Ss
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depreciation.
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Hard loan - One charging a commercial rate of interest and
offering no concessions (or implicit subsidies) to the debtor. The
terms and conditions are based on the perceived financial risks
associated with the organization or country receiving the loan.

Hearings: Regulatory commissions often institute procedures for
listening to facts and evidence from the various parties that will
ultimately be affected by a commission decision. These scheduled
sessions provide opportunities for citizen participation in the
process, and they improve the transparency of decision-making.
Some commissions adopt a near-judicial approach to regulatory
proceedings, while others have more informal mechanisms for
determining rules

Hedging - Buying or selling futures contracts as a protection
against loss associated with price fluctuation.

Hedging contracts - Contracts that set future prices and
quantities of goods (such as electricity) independently of the
short-term market. Derivatives may be used for this purpose. (See
contracts for differences, futures market, and option.)
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Holding company (electric utility) - In general, a parent
company that directly or indirectly owns a majority or all the
voting securities (such as common stock) of one or more electric
utility companies located in the region. Under the U.S. Public
Utility Holding Company Act of 1935, a holding company is “any
company which ...owns controls ... ten percent or more of the
outstanding voting securities of a public utility company.”

Holiday rates - Discounted rates for using a service when
demand might be low. For example, the lower charges for long
distance calls on certain holidays, as determined by each
telephone company.

Horizontal equity - Fairness, in terms of equal treatment of
different people in the same circumstances
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Horizontal integration - The merger of two companies in the s jall A5 Leudi dcliall A (S )l alaai) = 28Y) Jalsil)
same industry and at the same stage of production ) ) )
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stage of production = ’
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system for electricity that is significantly influenced by cross- ) 3
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Hybrid regulatory systems - A mixture of different types of
incentive plans--for example, cost of service over a range of
returns, but price caps over other ranges. Alternatively, the use of
yardstick comparisons in creating price caps.

Hydroelectric generator - An electric generation system that is
powered by falling water. A special type operates as a pumped
storage facility; i.e., electricity is used to pump water uphill to a
reservoir when power demand is low and electricity is cheap to
produce; when demand is high and electricity more expensive to
produce, the stored water is allowed to flow down through
hydroelectric generators.

Hyperinflation - Very high rates of inflation, which can create
major economic problems and political instability. For capital-
intensive industries, great uncertainty about inflation reduces
incentives to invest.
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Imperfect competition - Situations where the equilibrium price  4agi ud &9 il s Led (oS il VLA 2 a ghial) (publisl)
is not the result of the impersonal forces of supply and demand— . e ) i
but due to the interaction of relatively large rivals. The result of WS Omedlite (pn Je il Aoy 4S5 3 jaall alhall 5 (i j2ll (5 8

market structures that feature barriers to entry and differentiated
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Import controls - Government-imposed measures that limit the J 520 e 2a7 da Sl g y81 Gl ja) 23l i) ad sa
entry (importation) of goods into a country.
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Import prices - Prices for imported goods. B33 siusall ailialll Dlaad 13l el

Import restrictions - Limitations regarding the purchase of 3. gl ol gall ¢) )i e pia 3 (Al 3 gaall 1ol i) Jo 2 580
imports, e.g., quotas and tariffs. . i

Imports - Goods, services and capital assets purchased abroad. e i Al Ju) o gl 5 ccilaaall cadad) zcla ) gl



Imputed income - Income estimated on the basis of opportunity
cost.

Inadequacies of information - Limitations in available
information  (including data and Assumptions regarding
forecasts). Information is generally incomplete (compared with an
ideal database), but when it is also inaccurate, the inadequacies
begin to have a significant effect on decisions.

Incentive effect - An outcome based on policy design that
emphasizes rewards and penalties; e.g., obtaining greater effort by
offering bonuses for reaching set goals.

Incentive efficiency - Adopting appropriate structure of rewards
and penalties, based on available information.

Incentive Regulation: Regulation that encourages certain types
of corporate behavior. Some incentives can be perverse—
discouraging cost containment. See incentive-based regulation.
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Incentive-based regulation - Conscious use of rewards and
penalties to encourage good performance.

Inclining block tariffs - Unit prices that are constant over some range
of customer consumption but are higher at higher levels of
consumption. Utilized by some water and electricity utilities. For
example, the price per kWh is 3¢/kWh for the first 200 kWh per month
and 5¢/kWh from 201-500 and 8¢/kWh beyond.

Income elasticity of demand - The percentage change in
quantity demanded, given a 1% increase in income. A value
greater than 1 indicates an income-elastic or income-sensitive
product; one for which percentage change in quantity will grow
by more than the percentage change in income; a figure less than
one indicate an income-inelastic product. Income elasticity of
demand is important information for a firm in terms of predicting
how demand for its products will grow as per capita incomes rises
or during a business cycle
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Income inequality - The extent to which income is distributed
unevenly, unequally.

Income Statement: An accounting statement that relates sales,
expenses, and net profit for a given period.

Income tax - A tax on wages, rent, interest, and dividends that is
collected according to legislated rates.

Increasing returns - In the short run, the result when an addition
to a variable factor of production creates a rise in marginal
product.

Incremental costs - The change in capital and operating costs
arising from any incremental output increases, in contrast to fully
allocated costs. So long as incremental revenue continues to
exceed incremental costs, a company increases its value when it
expands output.
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Incremental revenue - The additional revenue from an output LY a5 e gl Sl Jaall Aduay) clal )

expansion, also derived from bundling products or services. . _, .
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are not consumed in tandem but are unrelated to each other. . ;
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Independent Power Producer (IPP): Any owner/operator of ~ .A8Uall Jiiue £ Uy (33 yal Jadia 5l lila gl 1iical) 4BUal) grite
facilities for independent power production.
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Independent Service Provider: Firms providing telecom
services over fixed or mobile networks that they neither own nor
operate.

Index numbers - These start with a value of 100 for a base year
with subsequent values measured as a percentage change from the
base; e.g., a value of 105 means the variable measured by the
index has risen by 5% compared with the base year. A familiar
index is the retail price index, which measures changes in retail
prices and therefore serves as one measure of the rate of inflation

Indicators - Variables that reflect economic performance; e.g.,
interest and unemployment rates, retail sales.

Indirect taxation - Any surcharge on retail price imposed by
government and therefore a tax on expenditure; e.g., taxes on
purchases of alcohol, tobacco, gas.
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Indivisibilities - Production situations where output expansions
involve discontinuities. Inputs must be utilized at some particular
levels to obtain output

Industry regulators - Government organizations responsible for
industry oversight. In the past, ministries established public
policy and promulgated rules. Today, most nations have created
independent regulatory commissions to monitor the behavior of
firms, establish rules for market entry, and procedures for
changing prices. Commissions generally establish incentives to
promote service quality and universal access. Some have antitrust
responsibilities. Other agencies may monitor performances by
firms across sectors, including environmental impacts and worker
safety.

Inelastic - Unresponsiveness of a variable to changes in another.
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Inelastic Demand: A situation where a one percent price change
leads to a less than one percent change in quantity of service or
product demanded. Relatively large percentage changes in price
cause relatively small percentage changes in quantity demanded.
Inelastic demand means that quantity demanded is not very
responsive to changes in the price. An inelastic demand has a
coefficient of elasticity between zero and minus one.

Infant industries - Those at an early stage of development.

Inferior goods - Goods with negative income elasticity.
Increases in income cause a decrease in quantity demanded at a
given price (e.g., kerosene.)

Infinitely elastic demand — I n graphical terms, a completely
horizontal demand curve. Quantity demanded drops to zero at a
higher price but will increase without limit at a lower price. A
perfectly competitive firm (unable to influence price) faces such a
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demand.

Inflation - A rise in general prices accompanied by a reduction in
the value of money; usually measured by the retail price index
(RP).

Informal complaint - One made without recourse to formal
guidelines.

Informal sector - That portion of the economy that is not
registered with the tax authorities. For example, activities (such as
black market transactions) are not reported to the government.

Information - Data that has been recorded, classified, organized,
related or interpreted so that meaning is apparent
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Information asymmetry — In the context of regulation, the
operator has information that is unavailable to the regulator. See
adverse selection and moral hazard.

Information disclosure - Requirements that a market participant
(such as a regulated firm) provide information. If the information
is sensitive (reveals key data or strategies to rival firms), the
regulator will limit data available to others

Information gathering - Activities related to the collection and
assembly of data and information. For example, regulators often

collect income statements from regulated utilities.

Information inadequacies - See inadequacies of information.

Information superhighway - A reference to the Internet and
Worldwide Web.
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Infrastructure - The physical and financial capital embedded in
public transport, communication, energy and public service
networks, e.g., roads, railways, power stations, schools, bridges,

sewers and hospitals

Innovation - The introduction and dissemination of a new idea,
production method or product throughout a society and economy
and leading to change in both. Considered a primary source of
economic growth.

Inputs - Resources that contribute to a production process; e.g.,
land, labor, capital.

Installation - The act of connecting a customer to a network, e.g.,

telephone service.

Institution: The term can take on a number of meanings. It can
be an organization which is in the business of holding assets (such
as banks, insurance companies, and investment companies). It can

also apply to traditions or procedures, as in those associated with
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a regulatory commission. Also, see institutional factors.

Institutional factors - Conditions and formal and informal rules
in the society that constrain behavior. These may stem from
legislative, executive, or judicial actions, depend on
administrative capabilities, informal norms, and social cohesion.
Organizations develop and adapt within the framework provided
by institutions.

Insurance - A financial contract based on actuarial studies of loss
patterns for large populations. Insurance provides a way to
minimize financial losses from fire, theft, etc. by regular
payments (premiums) to cover costs should the event occur

Integrated resource planning (IRP) - Planning for electric
power needs that accomplishes specified social and
environmental goals by considering both demand-side
management (to reduce electricity demand) and supply-side
management (to redistribute types of generation among fuel
types, locations, etc.). A public planning process to evaluate the

Jal gall Ll lail)  alais Rigy Aualal) GBS il )
(s 5

&b Al e 5 Apen )l ae )l g o sl 1A e 3al) Jal g2l
O i O Sy a g il 5 ac ) gl o2a el ol 2 ) aaianall
oAl e adiad g cduiloasll o il gl cdamy 51l Sle) Y
gelaia) b yill g dgan N e el s A laY)

s sall o 853 (Al Jasdl ) ae oSy Clalaiall ) ghati

5ol Lt Ay ) Y1 il jall e aainy e sie 1l
A al) e aall Al s el Ji g cal @Y e S aal
e Iy da g 5 ol )5 31 all e Al (eadis )

ol ady o La 8 CadlSll ddasi] dakaiie Jalud] ad

o) A g1 ALY aliaY et -3 ) gall JalSial) T
Sl (O peaie ey @l g Aine A 5 Ao aiad Blaal (i
525 (el o il mail) bl Cals 5503 tlas 4



optimal mix of utility resources and options. In the U.S., IRP has
become a formal process prescribed by law in some states and
under some provisions of the Clean Air Act Amendments of
1992.

Integrated services digital networks (ISDN) - A type of
network that allows users of telecommunications media to
communicate with one another, sending and receiving
information from personal computers at a quicker speed than with
a modem.

Interconnected network - Links between systems that can
improve reliability or allow

interactions across networks. Interconnected lines included within
the limits of a geographical area or operation

Interconnected system - A number energy companies linked
together by a common, centrally managed regime of generation,
transmission, and distribution.
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Interconnection - Links that (due to interoperability) facilitate
transactions across networks. For example, any connection (lines,
cables, transformers, etc.) that can be used to convey electrical
energy in either direction between networks, between power
stations, or between power stations and networks.

Interest - Payments by person receiving a loan for use of funds.
The amount paid to a lender over and above the original sum

borrowed.

Interest cover - A measure of how many times over a company
can pay its interest due from the level of profit being earned (net
profit before interest and taxes divided by interest paid; the higher
the resulting figure, the easier for the company to pay). As the
gearing ratio measures the relative level of debt and long-term
finance, the interest cover ratio measures the cost of long term
debt relative to current earnings.
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Intermediate targets - Objectives that serve as proxies of the
ultimate objective, used to evaluate how well a strategy is
performing in achieving its goal.

Internal constraints - Limits placed on behavior by a company’s
rules, governance procedures and practices.

Internal rate of return (IRR) - Used to evaluate a project's
financial viability. Calculated from a project's cash outflows and
inflows. It sets the present value of the project at zero, and
assumes that the cash flow can earn the IRR.

Internet service provider - An enterprise that provides access to

Internet services.

Internet telephony - A type of telephony that uses the Internet

for communication by voice.
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Inter-operability - Allows portions of a network to interface with
other systems or networks. For example, the technical features of
a group of interconnected telecom systems that allow provision of
a given service in a consistent and predictable way.

Interruptible service - A type of service available to customers
under schedules or contracts that anticipate and permit service
interruption on short notice. This arrangement enables the
electricity distribution company to deal with peak demands (and
the associated high cost of service) by rationing the service.

Interstate pipeline - A pipeline that transports natural gas across
state boundaries. In the U.S., such pipelines are subject to FERC
jurisdiction under the U.S. Natural Gas Act.
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Intervention - Any form of government interference with market
mechanisms, especially as an attempt to influence market
outcomes, e.g., setting environmental standards or establishing
price controls.

Investment appraisal - An evaluation of investment projects to

determine the most profitable.

Investment: An item of value purchased for income or capital
appreciation. Capital investments include equipment, pipes and
other fixed assets. Financial investments include stocks, bonds,
and other securities.

Investor-owned utilities (IOUs) - Those utilities organized as
tax-paying businesses and usually financed by the sale of
securities in the free market; 10Us are generally corporations
whose management is responsible to the shareholders.

Invisible hand - Adam Smith’s theory regarding how a free
market (i.e., a perfectly competitive market) arrives at optimum
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outcomes and works for the greater benefit of society as
individuals seek their own self-interest. Smith was a Scottish
social philosopher and political economist who lived 1723-90.

ISO - An independent system operator (ISO) maintains balance
of the grid system by controlling the dispatch of plants and
ensuring that loads match system resources. As such, the operator
must be neutral and independent.

Joint Costs: When multiple products are provided from the same
production unit, determining cost causation can be difficult. If
products can be produced only in fixed proportion, they do not
have separable incremental cost functions. In such cases, the
incremental cost is the cost of the composite product. However,
when the cost causation of multiple products can be separately
determined for each product (through accepted methodologies),
the process is viewed as involving common costs. For example,
some overhead costs might be able to be linked to relative output
levels.
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Joint demand - The associated demand for complementary
goods; i.e., those used together.

Joint ownership - Proportional sharing of costs (capital
investments and expenses) and profits by two or more firms
according to a contracted arrangement (usually based on
investments).

Joint supply - Products that are produced together. Product B
might be viewed as a by-product of Product A if demand for the
latter is the primary determinant of the level of production
capacity.

Journalists: Reporters or editorial-writers for periodicals, such as
newspapers. Such
individuals work in other media, including television and

electronic media.
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Judicial review — Review of an administrative decision by the
Judicature. This procedure is usedto control administrative
discretion and fairness of conflicts resolution.

Laissez faire - An economic philosophy opposing governmental
intervention beyond the minimum necessary for the maintenance
of peace and property rights in the belief that markets are the best
organizers of economic activity

Late charge - A penalty fee for customer payments received after

their due date.

Late payment - Payment after a bill is due.

Law of diminishing marginal utility - An economic principle
stating that the more a consumer has of a given commodity, the
smaller the satisfaction from each additional unit consumed
during a time period.
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Law: The term has several meanings. First, it can refer to a
generally accepted, verified,

proven, fundamental scientific relation. A law is a scientifically
verified, cause-and-effect relation about the workings of the
world. It has been tested and retested through the scientific
method. The law of demand, law of increasing opportunity cost,
and law of diminishing marginal utility are three fundamental
(and extremely important) economic laws of nature. Second, the
term can apply to legislative statutes.

LEC (local exchange carrier) - A local telephone company.

Legal frameworks: Laws and policies at several levels that
operate together to impact individual and social behavior.

Legal Process: Steps involved in the implementation,
application, or judicial appeal of laws. The national constitution
(as interpreted by the nation’s highest court) serves as final step
for most cases. The record of testimony, procedures, and
decisions can be used to track actions at the various steps of the
process.
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Legislation: Law enacted by a legislative body.

Liabilities - Financial commitments that can be summed up as
money owed; e.g., similarly, on a balance sheet, liabilities include
short-term debt, long-term debt, and accounts payable. The main
liabilities of banks are the deposits of their customers

Liberalization - Opening up markets to the forces of supply and
demand involving a reduction of government intervention,
including greater freedom of entry.

License: Permission to engage in a certain activity, granted by the
appropriate  authority.  Service obligations and technical
requirements are generally specified in the associated document.

Licensing - A contractual arrangement whereby an authorized
government entity gives permission for a firm to operate. For
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example, an environmental protection agency may license a dai )ainll dles da zid 28 ONiad (Ledaliis A )y 48,30 (3Y)

generator, or a utility commission may monitor a license issued

by a ministry. Also, a private firm may license another to use a 3= Leiaal Lad ) L) pa (380 jall A o 585 38 coly yeS Al sl

patent, utilize a brand, or sell through particular retail channels.

Licensing service specifications - Terms and conditions
associated with a licensing process and performance standards
(specified in the license), that must be met if the license is to be
continued. These targets can involve very complicated

arrangements for determining compliance.

Lifeline rates - Rates designed to promote universal access and
emergency service (e.g. intelephones, a minimum number of
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low-income tariffs.

Light-handed regulation - Allows the firm discretion in how it
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meets regulatory targets.

Regulation that is not intrusive, in contrast to command and
control or even cost of service regulation. This process is
designed to reduce information requirements and high compliance
costs, while introducing clear incentives for good performance.
See performance based regulation.

Limited company — One owned by shareholders with limited
liability; i.e., their losses are limited to the amount they have
invested.

Limited disconnection — Also called soft disconnection, limited
disconnection allows people whose telephone service has been
canceled to call emergency services and the phone company on
their telephone

Limited liability - Restriction of shareholders ‘losses to the
amount of capital they have invested in a company. See Public
limited company.
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Liquid assets - Assets that can be converted to cash quickly and

easily.

Liquidity - The ease with which an asset can be converted to

cash.

Litigation: A process of contesting an issue in an adversarial
lawsuit—which can be settled by ajudicial trial or pre-trial
agreement.

Load - The power demanded from a utility system at a given
point in time. The peak load capacity is the most power that can
be drawn down at any point of time.

Load centers - A geographical area where large amounts of
power are demanded by end users.

Load curve - A graph of the varying demand and load over a
given period, shown as kilowatts provided.

Load factor - The ratio of the average load supplied, in kilowatts,
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during a given period IR (5 gall) Jlaa) 5 55 0 Jlaal e cdina 300 JIA Jal
compared to the peak or maximum loads in that period. A load L L .
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Load following - A wheeling utility’s obligation to make up from  jay g=illy 40 o< d8lall ) paiy (ald (38 3 & 3l Jaad) daglia
its own generation sources any difference in the amount of power L . )
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Otherwise, generators would slow down if demand exceeded — oSaill alas ) aSad <l HLa) Jls )5 481 el (Blalia (s daladll

supply and speed up if supply exceeded demand. Both situations et e o L x
could result in an unstable situation that could lead to a e i) ad gl e (A Y

widespread outage. 055 cde shaiall Cilaa 55 e ddadladdl e Jlaad) daglie aclud
13) ¢ eniiig iaall 5 slaty callall S 13) Ualiti el gall (ld el

e s G bag o (Se Gllal) WS callall i yall ) slas

2ol s Gl e Ll plladil ) a5 B i

Load management - In contrast to conservation strategies to At o il et il e il e Jlaaly) 504
reduce energy usage generally, load management tries to shift
demand from peak generating periods to off-peak times. Many



utilities encourage load management by offering customers a
choice of service options with various price incentives.

Load profile - Based on individual customer data or averages for
similar customers, a load

profile can be used to estimate electricity usage and determine the
cost of service. Customers with small energy needs may want to
participate in customer choice billing based on a load profile
rather than interval demand meter data.

Load shifting - Moving energy load from on-peak to off-peak

periods.

Loan principal - The original amount of money borrowed under

a loan.

Lobbying - Attempts by individuals and organizations to
influence public officials toward adesired action or policy.
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Lobbyists can provide useful information that helps clarify the
implications of policy options; however, much lobbying activity
is directed at benefiting special interests which have the economic
(and therefore political) clout to influence legislation and agency
rulings. Nations often attempt to address the potential ethical
issues associated with the abuse of access through registration and
reporting requirements

Local call - One within a limited geographical area designated by

the local telephone company.

Local distribution company (LDC) - A company that engages
in transporting a service in a narrow geographical area. In the case
of natural gas, a company that buys gas for resale to end users and
that may deliver the gas from interstate pipelines to the end users’
facilities.
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Local loop - The wire connecting the telephone company’s —alel) 4S il (5 3S yall anall s day yy g2l Tadll :dudacal) 4dlal)
central office building to the customer’s property.
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Long distance call - See toll call. 1 Bl Cililaal) CillISa )L.ﬁ) Basmal) clilucal) cilall<a
(el

Long run - A relatively long period of time during which all e s O DA S L AL gk dyie 3 5 i - amad) gaal)
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Long-term liquidity ratios - These financial ratios assess the ) sa¥) &lal o 585 Allall Cansill 038 1 shal) gaall Ao A gaad) quuad
performance of funds invested in a company for a longer period . e ) L i
of time; including the gearing and interest cover ratios. They Ay spaall A Glly 8 Loy ¢ shal Baal 4S 54 (8 @ el A
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long-term financing.

Loss (energy, water, and commercial losses) - Energy
(kilowatt-hours) and power (kilowatts) lost or unaccounted for in
the operation of an electric system; primarily attributable to
energy transformations from kilowatt-hours to waste heat in
electric conductors and apparatus (line losses). Water losses are
often from leakages in a system. Commercial losses encompass
service theft: taking service without making payments to the
service provider.

Low-income tariffs - Price structures available to customers
below a designated income threshold to promote universal access
to infrastructure services. Such tariffs generally involve targeted
subsidies.

Low-usage tariffs - Price structures available to customers who
are willing to consume relatively small amounts of service. These
tariffs may involve inverted block rates, sometimes labeled
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“Lifeline rates.*

Mandates - Input requirements or performance targets specified
by legislation or agency rulings. Such requirements generally give
little or no discretion to the firm that must comply. Meeting
mandates requires expenses that usually are passed on to
customers in the form of higher prices (unless there is already
significant managerial slack). There can be penalties associated
with non-compliance.

Marginal cost - The cost of providing the next unit of output.
When larger increments of output are considered, the equivalent
term is incremental cost. Sunk costs would be ignored since these
do no change with a small increase in output

Marginal cost pricing - Setting price equal to the additional cost
of producing each unit (e.g., kilowatt-hour) in terms of changes in
associated variable costs

238 5 daddll (e Lo 3 jura LS @G dlaxial e
ot (R slia o) A sSaa el 00 8 Jadii G Sy iy el
Mslall s ™ Llal

el Calaal o cdlaaall cilllaie 1A g jhal) cilpdlaiall
Clllaial 038 Jia g dpe sSall dgall <l ) 8 ol ay il Lasasy

A aie 2 gl algEa ) 8 L al IV AAISA AS QA 3 ja G
b e Seall Bale )y Adle CadlSs culllaiall o3a Ali o 3l g

S e age 38 Jailly lia (S &l ) el jland dapa
JEaY] adey dala il g ollia (5 o5 a5 oY)

Dlie ) die g oziiall (e 4l sas gl L) A4S 1A udalgd) A4l
Al ddSll g masall mlhuadlld £ Y e ST Gl
) ae Lo Y LY Lala sind (Say ¥ A Cadlsall Jalas Ay

Y A a el )

Aailoal) Al gl yrw o rdadialgd) Al gy umatl)



Marginal external benefit - Benefit resulting from the
production or consumption of additional units accruing to a
different party than the one producing or consuming the product.
See positive externalities.

Marginal external cost - Cost resulting from the production of
one additional unit accruing to a different party than the one
producing or consuming the product. See negative externality

Marginal price - For a single service, the price per unit for the
next unit if it were purchased. Under block tariffs, the marginal
price depends on the level of consumption. In the case of multiple
products, the difference in price of a bundled service with and
without a particular element
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Marginal private benefit - The increase in benefit obtained from
consumption or production of one additional unit received by the
entity consuming or producing the product.

Marginal private cost - The cost incurred from consumption or
production of one additional unit borne by the entity consuming
or producing the product.

Marginal product - The change in total product obtained with an
additional unit of a variable factor (e.g., labor).

Marginal product of labor - The addition to output when there
is one additional worker (holding other inputs fixed).

Marginal rate of tax - The proportion of each extra unit of
income owed to the government. High marginal tax rates can act
as a disincentive to effort.
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Marginal revenue - The change in total revenue from the sale of  «iuslia) Bas g a3 ol Y1 Jlaa) (A juadl) 1 dialgd) 21 Y
one additional unit. For a perfectly competitive firm (or price- e e . oy
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Marginal social cost - The cost incurred by both the firm and (e JS J8 (e Lelan oyl 28K 1o Laia ) Apdalgd) 481K
society for each extra unit of a good or service produced. The . L ) L
marginal social cost includes any negative externality. 3 Aadd gl dalis (e Bl 5 Adlia) Bas 5 ST aainall 5 4S )
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Market - Collection of buyers and sellers that, through the forces ziall s (g saany Gl (g il 5 Ganilll (e A sena 13 gl
of supply and demand, determine the price of a product. X
(kg el 6 8 A e

Market concentration - Market domination by the largest firms delia A Qs ) S1 R (Bod) A Ji) o) 38 5
in the industry expressed as the percentage of market output ] i

produced by the top four firms: four-firm concentration ratio. A  efie A ZWY) 3o e 4y Pl Al die jumg 5 (B gl o
more sophisticated measure of concentration (Herfindal Index)

incorporates the size distribution of all the firms supplying output



to the market.

Market economy - An economic system that rewards individuals
on the basis of their skills, effort, and of the value of the resources
they own, where resources are allocated through supply and
demand (price mechanism).

Market failure - A situation where the presence of positive
externalities or negative externalities leads to an output level for a
product that is too low or too high. That is marginal social benefit
deviates from marginal social cost. Also, see market
imperfections for a related set of circumstances that yield
inefficient output levels.

Market for loanable funds - This is the financial market where
firms borrow funds supplied by investors.

caa ) S Al 38 5 A o alS Hd a )l ST 2l £ sans
Jlid i pige sas W (Tadas 5f) sk ST 58 5 pdise llia g
Sl pead )5l aas ey A (Herfindal Index)
Al Gl a5 3 A

cagi Jlge el e o) 31 LISy salal Al 2§ gead) Slal)
) sall Ganadd o G gl sSliay Al 2 ) sall dads g
(o) ATy Qllall g (m el By 5k e

il 2 g g e a8y U AN (G gmd) WA o) ol S
o Tan (it aiie Z U (5 s ) Al f Alag) La s
o i iadialel) dae Laia¥) dadiall" o ans Lo of (5 clan 1 1
(2se) it Lol lail) "datialg)) doelaiay) LaKH" oo

GV a5 A AR ) g lall e Ao sana b el (3 gud)
(316 i L) il g

Ui G T 3 paad) o 638 1l AN Aaial) ) a¥) (3 sau



Market foreclosure - Government erection of entry barriers.
Also, business conduct that limits market access by other
potential supplies. For example, vertical integration by a
manufacturer into retail that dramatically reduces the ability of
other manufacturers to obtain distribution channels.

Market imperfections - Situations that differ from those that
characterize efficient competitive markets. Market power is
inconsistent with perfect competition. Also, when consumers are
not aware of the consequences of decisions on their own health or
well-being (e.g., unhealthy food or unsafe products), such
consumer ignorance is sometimes viewed as a market
imperfection. Such imperfections provide a potential justification
for government intervention (and antitrust and product labeling,
in the above cases). See also market failure for another category
of problems.
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Market penetration - A strategy of low pricing or intensive
marketing used to enter a market and expand market space.

Market penetration pricing - Reducing price to increase market
share.

Market Power : The ability of a company to raise prices above
the competitive level for a non-transitory time period. Generally,
such power is based on absence of close product substitutes, a low
degree of competitive rivalry, or the presence of entry barriers.

Market Reform: Government intervention that is ostensibly
designed to improve market performance, reflecting lessons
learned from past developments. Generally, such reform involves
liberalization: reducing entry barriers and encouraging new entry
at those production stages where competition is feasible. In the
case of electricity, reform might involve restructuring generation,
developing new incentives for improvements in transmission and
distribution, promoting regional trade, and adopting a regulatory
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system.

Market rules - The procedures that must be followed to
participate in a market. In the case of electricity, these would be
the operating rules for an open electricity market prepared by a
group representing the interests of different market participants
and approved by appropriate regulatory bodies.

Market segment - A particular group of consumers within a
market, e.g., those above a particular age or those lacking
substitutes.

Market share - A firm or brand’s share of total sales of a product
or service.

Market structure — The characteristics of a market, including
concentration (the number and size of distribution of firms),
extent of product differentiation, entry conditions (including entry
barriers), and degree of vertical integration.
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Market supply curve - A graph showing the horizontal
summation of all individual supply curves.

Market value - The current value of a security or commodity
according to present market quotations, and thus presumably the
price at which additional amounts can be bought or sold.

Market-based price - A price set by individual decisions among
buyers and sellers in a competitive market.

Marketer (for energy) - In contrast to an energy broker who
functions as a middleman, an energy marketer is an agent for
generation projects and markets power on behalf of the generator.
A marketer may also arrange transmission, or other ancillary
services as needed.
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Marketing economies of scale - An advantage of large firms,
which have a lower unit cost for advertising and promotion than
small firms.

Marketing mix - The balance of marketing techniques to sell a
product or service. These consist of price (compared to that of
competitors), targeting of product to a particular market segment,
promotion (advertising, etc.), and product distribution channels

(place).

Mark-up - The profit margin on a good or service.

Mark-up pricing - Setting price a certain percentage above
average cost.

Maximum price - An upper limit on price set by government. If
set too low, the result is significant excess demand--requiring
some form of non-price rationing.

Measurable economic welfare - An adjustment to GDP made by
considering economic wellbeing. For example, adjustments are
made for the value of leisure time and the value of household
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services (cleaning or child-care) that are unpaid. Such measures
also attempt to incorporate the negative externalities associated
with pollution.

Measure of value - The use of some common denominator, such
as money, to compare the value of goods, services and factor
rewards.

Measured rate service - A type of basic phone service involving
charges for each local call.

Mediation: A process in which an impartial party assists in
settling differences among contending parties: an informal,
voluntary process intended to resolve conflicts, without resorting
to compulsory arbitration or protracted litigation.

Megawatt (MW) - The equivalent of 1 million watt
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Menu auctions - Auctions that involve bids with multiple
components. For example, a firm might bid on the maximum
price it will charge over the next five years and on the percentage
of the population with access to the service at the end of the time
period. Selecting a winner would require that weights be given to
each component.

Merchant banks - Those providing mainly commercial services,
including issuance of company shares.

Merger - The combination of two firms to form a new company

Merit goods - In contrast to demerit goods, which are perceived
as having a negative social value, merit goods (like education) are
seen as having a positive social value. They would tend to be
underprovided in a pure free-market economy. For example,
vaccination programs keep disease levels low, but individuals
responding only to market forces may be unable to afford the
vaccination or not take into account the extent others benefit from
reduced risk of being exposed to a disease. Without government
intervention, there would be negative social effects.
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Message unit - A unit of measurement for telephone charges
based on use.

Minimum charge - A provision in a rate schedule maintaining
charges for service at a certain specified level regardless of use;
I.e., it ensures that customers’ bills do not fall below a certain
amount, even if little or no energy is consumed. Such charges
reflect cost causation if they are based on costs of service such as
meter reading, billing and facilities maintenance.

Minimum efficient plant size - The smallest size possible for a
plant to operate relatively close to minimum average cost for a
larger plant.
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Minimum price - A lower limit on price set by government. If
set too high, the result is significant excess supply, resulting in
output that is not purchased by consumers and often leading to
some form of production restrictions.

Ministerial policy guidance - Documents or statements
establishing policy objectives and general approaches to
economic and social issues--leaving investigation, rule-making,
and implementation to appropriate regulatory agencies.

Mixed economy - One in which resources are owned both by
private individuals and the government.

Mobile phone - One that functions without a physical (wired)
link to a telephone company
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Modem - A device that links computers by using the telephone A0S aladiily Lgany @S!\ coalall 3 jead Jay e Lad gl

network, converting audio tones to digital pulses and vice versa. i ) )
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Monitor - To check, observe, or scrutinize. In the case of  Hla g amaill o 48 jall o (Baaill g (add 18) pall
telecommunications, an employee of an information provider who o ) . .
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Monopoly profits - Above-normal profits earned by monopoly
providers, suppliers, or sellers.

Monopsony - A market with only one buyer (single customer).
An unregulated monopolist will undersupply a product (to
increase the price), halting production where marginal revenue
equals marginal cost. Similarly, a monopsonist will purchase less
of a product to decrease the price it has to pay, to where its
marginal expenditure just equals the marginal benefit from an
additional unit of the good or service.

Monthly charges - Recurring charges for a service such as basic
telephone service

Moral hazard - When the operator has private information about
the amount of effort that is required to provide the service
efficiently, this is called moral hazard because the operator has an
incentive to exert less effort than the regulator would prefer after
the regulator establishes its policies. In addition, moral hazard
can result in the possibility of loss attributable to the character or
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circumstances involved in an agreement. This situation occurs
when one party to an agreement changes behavior after reaching
an agreement. E.g., when an insurance company is not given
complete or accurate information about future behavior by the
insured, where the insured party will be less careful than when the
party was uninsured.

Multinational corporation (MNC) - A company operating in
more than one country.

Multi-part pricing - In contrast to a uniform price, the use of
price structures to enhancerevenues or better track cost-
causation. E.g. fixed monthly fee and per unit price; pricing both
kWh consumed and kW demanded during the period. Declining
block prices are also a form of multi-part pricing based on
consumption levels.

Multi-part tariffs - See multi-part pricing.
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Municipalization - A municipality’s assumption of responsibility
for supplying utility service to its residents. In the case of
electricity, the city could either generate and distribute power or
purchase it wholesale and distribute it. The term is sometimes
used to refer to the process whereby a privately owned utility is
bought and operated by the municipality, sometimes under
extreme pressures—such as not providing rights of way or
levying taxes so as to make current private operation uneconomic.

Municipally owned electric system - One owned and operated
by a municipality and usually offering service within the
municipality’s general boundaries.

Nationalization: Government take-over of an industry or
company, transferring ownership from private individuals to the
national government.

Native load customers - Those customers, wholesale and retail,
served by a transmission provider under the terms of a statute,
franchise, regulatory requirements, or contract.
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Natural advantages - The inherent benefits of a particular locale;
e.g., a good climate, access to low cost river transportation.

Natural monopoly - A situation involving a single firm that can
produce a given level of output at a lower total cost than can any
combination of firms. This occurs with economies of scale
(relative to the size of the market) and has been used to justify
public monopolies governed by regulation.

Negative equity - Characterized by an asset valued below the
amount of money owed for it; e.g., a house of less value that the
owner’s mortgage.

Negative externalities - Also known as external costs, these are
the adverse effects of commerce borne by those outside the
activities of production and consumption and for which there is
no recompense; e.g., the noise levels endured by residents near an
airport.
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Negotiation - A process of reaching agreed terms among  ilgall Calisig o lele 38l dag yd ) Joa gill dlac 2 g\l
different stakeholders. o
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management to use a firm’s net assets to generate sales revenue, e ;
calculated as sales revenue divided by capital employed. Too high ~ Jaell camsy 5 «lanaall (e Sl ) (o J paall 4 i) J ucl
a number may indicate too little investment while too low a ratio - " - ; Nawnd]l P
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Net income - in accounting, from the income statement : total :Jaall Ly (e a8 )01 128 325 dauladl Jlaw 8 1 Blall JAA
revenue minus operating costs (including depreciation). This term o _ o C
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Net investment - Gross investment minus depreciation. DY) el 4 b gnda Slea) Lyl Alall i)
Net present values - The value today of anticipated future (s Aad gial) Claail) g Jall Allal) dagl) -l Al Ala

incomes and expenditures. The formula is shown below, where
CF; is the cash flow in period 7 and r is the discount rate
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Net profit margin - A measure of trading profit relative to sales
revenue calculated by dividing profit after interests and taxes by
sales revenue and multiplying by 100; sometimes referred to as
the trading profit margin. A low net profit margin can be
compensated for by high volumes. Similarly, a high net profit
margin allows low volumes to enable a firm to earn the required
return on investment.

Net social benefit - The benefit remaining when total social cost
is subtracted from total social benefit.

Network - A system of production and consumption points,
switching nodes, and links (for transport). Infrastructure involves
networks for telecommunications, transport, water, natural gas
and electricity. E.g., interconnected transmission or distribution
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lines that allow multiple power supply to any principal point on
the system.

Network interface - The technical characteristics that allow
different networks to operate across interconnection boundaries.
Each network must provide an interface at the point of
connection, and these interfaces must be compatible to allow
inter-operability. e.g. telephone signals that can be transported
across boundaries

Network losses (GWh) - The network losses occurring in
transmission and distribution networks due to the laws of physics
(physical line losses) and to theft (commercial losses). These are
calculated as the difference between the electrical energy
supplied to the network and the net electrical consumption
measured by meters.

Niche market - A narrow market segment with specialized needs
met by supplies with unique capabilities. As firms gain
experience, they may expand beyond the niche.
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Nominal rate of interest - The annual return from lending money — dsuiy aie yumy Jall (il 8 (e (5 sinad) 2ilal) 1ol BRI Jara
expressed as a percentage, without consideration of the rate of
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Non-price competition - The variety of ways that firms compete
for customers besides price; e.g., special offers, coupons,
packaging, etc.

Non-published numbers - Telephone numbers that people
choose not to have printed in a directory or available through
directory assistance.

Non-rival consumption - That consumption characterized by
free availability; e.g., air. See non-exclusive benefits.

Non-wage benefits - Those offered to workers in addition to
monetary pay; e.g., access to health care, meal vouchers,
pensions.

Normal goods - Products that experience an increase in quantity
demanded when per capita income increases. This is in contrast
to inferior goods.
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Normal profits - The minimum income a firm needs to attract
capital and continue operations. These returns provide
bondholders with interest payments and stockholders with a
combination of dividends and stock price appreciation that is
required by equity investors.

Normative economics - Statements of opinion that cannot be
proved or disproved regarding solutions to economic problems,
primarily because weights given different policy objectives reflect
personal preferences.

Not-for-profit - An organization whose primary function is not to
earn a profit; e.g., a charity.

Objectives: Desired outcomes, such as efficiency, innovation,
expanded services, and social justice. In the regulatory or political
context, citizens may have objectives for the regulatory or
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political process: such as transparency and stakeholder
participation. Broad economic and social objectives of citizens
include freedom, equality, justice, high living standards, and
technological advancement. Political leaders attempt to discern
(and shape) what citizens want from infrastructure sectors. Social
values may reflect a consensus or be deeply divisive and lead to
dramatic shifts in public policy. Events such as an energy crisis or
a serious accident can also trigger changes in public priorities and
a willingness to move from the status quo.

Obligation to serve - A utility’s requirement to provide service to
anyone willing to pay its set rates. Utilities have traditionally
assumed this obligation in exchange for an exclusive monopoly
franchise.

Official exchange rate - A local currency’s official rate of
exchange for a foreign currency.
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Oligopoly - A market dominated by only a few suppliers, e.g. one
with a four firm concentration ratio of .80

Open access - The ability of service providers to use a network
operator’s network under terms and conditions that facilitate
access.

Open access same-time information system (OASIS) - A real-
time information-sharing system that gives all buyers and sellers
of electricity access to the transmission costs for all other buyers
and sellers to ensure that transmission owners and their
affiliates do not have an unfair advantage in selling power. OASIS
is available over the Internet in the U.S.

Open economy - One engaging in international trade with few (or
no) export and import restrictions.
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Operating Expenses: An expense arising in the normal course of
running a business, such as managerial salaries.

Operator - In electricity, the organization responsible for
ensuring that supply and demand are in balance. In
telecommunications, a telephone company employee who assists
people with calling. The latter role is automated in many
countries.

Opportunism: The practice of taking advantage of opportunities
or circumstances, or of seeking immediate strategic advantage
with little regard for ultimate consequences to potentially affected
parties.

Opportunity cost - The value of alternative actions foregone
when decisions are made; e.g., in choosing one brand, a consumer
foregoes purchase of another.
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Optical fiber - The thin, clear glass fiber used in phone networks
to carry signals. See fiber optics.

Optimal least cost - That purchase option that satisfies user
requirements at the least cost, e.g. a network expansion plan that
minimizes the present value of costs.

Optimum allocation - The distribution of goods such that it is
not possible to increase the welfare of any one consumer without
reducing the welfare of some other consumer.

Optimum output - The level of production where marginal
benefits equal marginal costs.

Option - A contractual agreement that gives the holder the right
to buy (call option) or sell (put option) a fixed quantity of a
security or commodity at a fixed price in a specified time period.
Options may be standardized, exchange-traded, and government
regulated, or over-the-counter customized and non-regulated.
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Optional tariffs - Provision of a menu of rate designs, giving
potential consumers a choice as to which one they might accept.
These can be designed to provide win-win situations—benefiting
both the supplier and demanders.

Original Cost: For accounting purposes, the total costs
associated with the initial purchase of an asset.

Output per worker - A measure of productivity calculated by
dividing the total output by the number of workers.

Overcharge - A price above the authorized rate.
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Overproduction — Production beyond a socially optimal level Lole) Lelaial JiaY) (5 stusall (e ST claaS £ ) 2da jdal) g lisy)
(financial or physical). .
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Overseas investment - The purchase of foreign assets. Aasial Jpal ) 53 DL ST PV
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Parameter - In characterizing a functional relationship between
independent variables and a dependent variable, when the
relationship is quantified, the resulting coefficients are
parameters. If precise values are not known, then letters may be
assigned to coefficients. For example, for the demand equation,
P=A-b Q (where P=price and Q=quantity demanded), the
parameters are A and -b. An empirical study might provide
estimates of the two coefficients.

Pareto optimal -A definition of maximum economic welfare --
such that no one can be made better off without someone else
becoming worse off.

Partnership - A firm owned by two to twenty people who share
profits and usually have unlimited liability for the firm’s debts
and obligations.
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Pay phone - A public telephone requiring payment either by
coins, phone cards, or charges to another telephone account.

Payback period - The amount of time anticipated for recovery of
the initial investment in a project. For example, if an investment
of $100,000 generates net revenue of $25,000 per year (revenue
less operating costs) the payback period will be four years.

Pay-per-call - A particular type of information service (e.g., chat
lines and psychic advice) offered by telephone through 900
numbers for a fee greater than the cost of simply transmitting the
call. This may be a per-minute charge or a flat fee.

Peak load or peak demand - The demand or load representing
the maximum level of electricity use in a given time period.
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Peak-load Pricing: Pricing a product at higher levels during
periods of highest demand. Such an approach signals users that
continuing high levels of usage are imposing high costs on the
system (as when the system capacity must be expanded sooner
than otherwise would be the case). Usually, the higher prices are
in effect during a specific set of hours. See also time-of-use
pricing and real-time pricing.

Penalties, non-renewal/license - When a regulated firm fails to
meet a target or terms of its operating license, the consequence
can be a monetary fine. In extreme cases, a license might be
withdrawn, having dramatic consequences for the supplier.

Penetration pricing - Using a policy of low prices when entering
a new market to gain market share and reduce unit production
costs — through scale economies or moving up the learning curve.
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Perfect competition - An industry with a large number of small
firms selling homogeneous products to a large number of buyers.

Performance Standards: A benchmark against which to
evaluate performance of an activity or of an entire organization.
Standards generally do not specify how the targets are to be met.
Regulations, however, may specify that there are consequences
for not meeting or exceeding the standards.

Performance-based regulation (PBR) - Any rate-setting
mechanism that links rewards to desired results or targets by
setting rates (or rate components) for a given time according to
external indices rather than a utility’s actual cost of service. This
type of regulation gives utilities better incentives to reduce cost
than cost-of-service regulation. In developing performance
standards for a PBR plan, a utility should: understand its historic
performance in order to develop an appropriate baseline for
yardstick Comparisons; determine those areas where cost savings
may be realized and quality may be approved; and begin
collecting information on service quality and develop measures to
be used for benchmarking performance.
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Planning: This is the process of setting goals, developing
strategies, outlining tasks, and establishing schedules for a project
to accomplish the objectives (such as meeting some reliability
target) set for that project. Building a review process into the
project analysis increases the likelihood that the organization
undertaking the project will learn from its successes and failures.

Points of connection (POC) - Switch connections made available
for a fee to other providers of telephone service by network
operators.

Policy instruments - Policy tools designed for particular
objectives.

Policy problems - Difficulties that arise in designing and
implementing policies.

Polluter pays principle (PPP) - The principle of holding
polluting firms responsible for the cost of clean-up or
compensation to those adversely affected by the pollution.
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PoolCo - A specialized, centrally dispatched, spot market for
power that functions as a short term market in establishing the
short-term clearing price while providing a system of long-term
transmission contracts. Pool regulation guarantees open access,
comparable service and cost recovery, making ancillary
generation services (load following, spinning reserve, backup
power, reactive power) available to all market participants on
comparable terms. A PoolCo also provides settlement
mechanisms for differences in contracted volumes between
buyers and sellers.

Poor: A term applied to citizens in the lowest portion of the
income distribution. In some nations, many families are
completely destitute. The lack of education, income, and job
opportunities makes poverty an important policy issue; poverty is
also linked to barriers in accessing infrastructure services.
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Portfolio management - The aggregation and management of a
diverse set of resources that is expected to serve as a hedge
against various risks that may affect specific resources. In the
context of a PoolCo, a portfolio manager would aggregate and
manage a diverse portfolio of spot-market purchases, contracts-
for-differences, futures contracts and other market-hedging type
contracts and mechanisms.

Positive economics - Statements of fact about how an economy
works that can be proved or disproved. See normative economics.

Positive externalities - External benefits that accrue to those
outside direct production or consumption and for which they do
not have to pay; e.g., expansion of vaccinations that reduces the
likelihood that others catch the disease.

Potential output - That output achievable if all resources were
fully deployed.
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POTS (plain old telephone service) - Traditional service without
any special services based on newer technologies.

Power pool - An association of energy utilities that coordinate
their operations (aggregation of power from various generators,
arranging exchanges between generators, and establishing or
enforcing the rules of conduct for wholesale transactions) to
maximize system stability and achieve least-cost dispatch. The
pool may own, manage and/or operate the transmission lines
(“wires”) or be an independent entity that manages transactions
among others.

Power, firm - Power or capacity available at all times, even
under adverse conditions, during a period covered by contract.

Power, interruptible - Power contracted for under agreements
that permit curtailment or cessation of delivery by the supplier.
To compensate for the lower quality of service, a price discount is
applied, reflecting the reduced backup capacity required.
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Power, non-firm - In contrast to firm power, non-firm power or
capacity lacks a guarantee of continuous availability under all
conditions.

Predatory pricing - A pricing policy to force competitors out of
an industry by charging temporarily low prices. It is often
difficult to distinguish between such prices and robust
competition. Pricing below marginal cost would be viewed as
potential evidence of predation.

Prefix - The first three numbers of a seven-digit telephone
number.

Present value - See net present values.
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Press: A term applied to those organizations and individuals
actively printing newspapers or delivering television news
programs. The media (newspapers, television, and, increasingly,
the Internet) shape citizen attitudes by providing information
about the implications of various infrastructure policy options.
See journalists.

Pressure groups - Those formed to promote particular causes
and influence particular policies.

Prestige pricing - The ability to charge a premium price because
of the image or status associated with a product.

Pre-subscription - Choosing a designated long distance
telephone company to provide service for a public pay phone.
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Price band - A price range that has minimum and maximum
prices set.

Price basket controls - In price cap regulation, different controls
can be placed on specific products or groups of products. The
price adjustment of the price cap formula can differ across
customer groups or product groups, thus reducing the pricing
options available to firms— generally to protect groups with
inelastic demands who lack substitutes.

Price cap excessive returns - Since a pure price cap regulation
can result in a firm obtaining very high realized rates of return
under favorable scenarios (and successful cost-cutting), regulators
sometimes adopt a hybrid scheme that can involve sharing high
returns with customers if those returns exceed a trigger point. In
addition, a maximum return can be specified if there are negative
political consequences to high reported returns. Note, such
sharing rules or caps on returns dampens the firm’s incentives for
cost containment—Ieading to incentives similar to those under
rate of return regulation.
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Price cap financial model - Some versions of price cap
regulation do not focus on identifying an externally-identified X-
factor, but base the price control on the revenues necessary to
cover the operating costs and provide an appropriate return on
investments during the control period. The net present value of
the firm incorporates the investments required to meet service
quality and expansion targets, as well as projected efficiencies
(which can be related to an X-factor). The results of the cash flow
model are used to determine the price control.

Price cap formula - A precise expression denoting the constraint
facing a firm over the period of a price control. An example of a
simple version of the formula would be RPI-X+K+Q, where the
terms reflect adjustments for retail price inflation, productivity,
network expansion, and improved quality of service. In practice,
with baskets and other features, the formal representation of the
formula can be quite complicated.
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Price cap path - At the time of the price cap review, a regulated
firm might be earning excessive or inadequate returns. The
regulator must make a determination regarding where to re-set the
starting price for the new price cap formula. Sometimes a glide
path is established to maintain incentives for cost containment
during the last stages of a price control. Alternatively, a discrete
price adjustment (or One-Off approach) is used to quickly re-set
the price at a level where expected returns are not excessive (or
inadequate)

Price cap regulation - See price reviews and price cap formula.
Such regulation provides strong incentives to cut costs, but must
the price control must also address service quality issues. Such
regulation reduces incentives to over-invest in capital during the
period of a price control.
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Price cap, RPI-X regulation - See price cap regulation and
price cap formula.

Price Cap: A legally established maximum price that is imposed
on a product or service. Generally, this price is below the one that
would otherwise be charged by the supplier (for example, a
monopolist). A price cap (or ceiling) is placed on a product or
service within a market with the goal of keeping the price low,
presumably based on the notion that otherwise the price would be
too high. However, if imposed on a product or service subject to a
competitive market, a price ceiling is likely to create a shortage
of, or excess demand for, that product or service. See price cap
formula.
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Price ceiling - An upper limit for price. el e as 1 jrd) Cib

Price competition - Attempts by rival firms to attract customers i 31 sl Audlial)l CilS Bl (8 pe Y slae 14 jmd) Audliad)
with lower prices.
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Price floor - A fixed minimum price, set by an organization (or
government agency) capable of enforcing the price control

Price index - A measure of the real price of a basket of goods
(taking into account inflation); e.g. statistical measure of the retail
price for a typical set of goods being purchased by ordinary
people is the Retail Price Index (RPI) or Consumer Price Index
(CPI). Other indices capture wholesale prices, export prices, etc.

Price instability - Price fluctuation attributable to unstable supply
and demand.

Price makers - Those firms able to influence price.

Price mechanism - The way prices signal firms and consumers to
make changes in their economic behavior; i.e., with a rise in price
for a particular product, firms are encouraged to increase output
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while consumers may seek a substitute product.

Price Rebalancing: The process of aligning prices closer to their
underlying economic costs. Such a process is designed to promote
allocative efficiency. However, those benefiting from particularly
low initial prices can be very poor and/or politically powerful and
are likely to resist such price alignments.

Price reviews - The regulatory process whereby new prices are
established for a given number of years—often three to five. In
the case of a price cap, the review will address a wide range of
issues, including price baskets, price cap paths, automatic
adjustments (as for inflation), productivity offsets (labeled the X-
factor), quality of service, infrastructure expansion targets, and
financial models. Other issues related to a mechanism's design
include a determination to use deadbands or to develop an index
of service quality indicators (versus the use of individual
indicators), the use of symmetric (versus asymmetric) schemes,
and an identification of the types of events that should be
excluded from incentive schemes. The resulting control will be
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specified in a price cap formula and associated rules and
definitions.

Price signals - The way changes in price affect resource
allocation; i.e., an increase in demand for a product will push its
price up and signal increased use of resources to produce this
product. However, price signals work poorly when inflation is
high, and changes in relative prices are more difficult to discern.
See price mechanism.

Price stability - A macroeconomic objective involving a low
inflation rate.

Price structure - See rate design.

Price taker - Those firms, usually smaller ones, unable to
influence price.
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Primary Voltage - The voltage of the circuit supplying power to
a transformer, in contrast to the output or load-supply voltage,
which is called secondary voltage and which is generally the
lower voltage supplied to retail customers.

Privacy - The right to choose to be left alone and to control
access to information about oneself.

Private benefits - The advantages of an economic activity at the
level of an individual person or decision-making unit. In addition
these benefits can be aggregated over individuals to find the
private benefits for a group, e.g., consumer surplus for demanders
in a market.

Private costs - The disadvantages of an economic activity at the
level of an individual person or decision-making unit. In addition,
these costs can be aggregated over individuals to find the private
costs for a group, e.g., producer’s surpluses in a market.
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Private Enterprise: Non-government owned firms that supply
products or services.

Private goods - Those that are consumed and others do not
benefit; i.e., one person’s consumption means the good will not
be available for another person’s consumption.

Private interest - Behavior that reflects attention to personal or
private benefits.

Private sector - That portion of an economy where decisions are
made by managers of non-state enterprises and private investors.

Private sector investment - Spending on capital goods by
businesses and individual investors rather than by government.
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Privatization - The sale of a government’s ownership shares in
businesses to private investors. The value of those shares will
depend on the net present value of expected cash flows from the
assets that are sold.

Privatized utilities - The outcome of privatization in
infrastructure sectors. Provision of service by a privately owned
enterprise rather than by a government entity.

Procedural fairness - Open and transparent due process. The
process should include opportunities for stakeholder participation,
adherence to announced schedules and consistency over time.

Process innovation - The use of new technologies in a
production process.

Process: Method used to obtain results. This can include
procedures, descriptions of activity flows, or a specified sequence
of tasks.
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Producer goods - Those capital goods involved in production; e.g.,
machinery.

Producer price index (PPI) - A statistical measurement of the
cost for a typical set of raw materials and other inputs being
purchased by firms.

Producer surpluses - The difference between the minimum price
a producer is willing to accept for a given quantity of a good and
the price actually paid by a buyer.

Product life cycle - The different stages of a product or product
line: Development, introduction, growth, maturity, and decline.

Production - The output of goods and services.

Production possibility boundary - The combination of goods a
country can make with resources fully employed in a given time
period. Also known as the production possibility frontier (PPF).

Production possibility frontier (PPF) - See production
possibility boundary.
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Production targets - Output goals.

Productive capacity - A firm’s output if all resources are
optimally employed to meet the highest production levels
possible. Fixed inputs (like physical capital) are usually the
binding constraint limiting production.

Productive efficiency - Producing output at least cost. The term
goes beyond engineering efficiency to include the appropriate
input mix given input prices: inputs are utilized so that the ratio of
the marginal products is equal to the ratio of input prices. In a
perfectly competitive market, this would be where firms are
producing at the lowest unit cost, where MC = AC.

Productivity - An index of efficiency, involving a ratio of
outputs to inputs. Total factor productivity divides output by
inputs, where the weight given the quantity of inputs is the price
paid per unit input. Sometimes, output divided by labor is used as
a measure of productivity, but labor productivity is only a partial

il el iz ) il

JiaY) il e o)l gall IS kil 13) 4S50 L) 1Adsaliy) dad)
Al ()5S ke 5 LD Aiae il sine ST e gl
Uy asd A ladl 2l o (alall Jlall Gl Jie) Ayl

sy bl 13 5 AAST oy gl 2] Ay Belil)

8 13l ) (e Canlial) gy all Jadial duigl) 36Ul

o Cuay Jarind OYAA ) Seas @R il e )
B s DAl jland Al 4 glue Apdialel) cladiall dui
csaa ol 2alSs Jil i S ) () 65 Lanie 138 (3Ray Alie Al
Ualrall 228 Caen 28K Jass gl dpdialel) 48N (g gl Larie (4
(RalSall Jau gia = dadialgl) dalall)

(Dl ) coolaadl s e s ging 3lSI e 1dgalisy)
O G cdlaadl e aila i) Jalall daliy) Jele aldy



measure of the efficiency of an organization, since greater output
could also be due to having additional complementary inputs—
such as capital or materials. Measuring inputs and outputs can be
very difficult.

Productivity growth - The rate of change of a specific
productivity index. The number depends on the underlying rate of
technological change and improvements in product quality.
Different sectors have different opportunities for productivity
growth.

Productivity measurement - Technique for calculating the
effectiveness of resource use by an organization or enterprise.
This can be particularly difficult for service industries where
consumers are part of the production process. See productivity
and productivity growth.

Profit — In economics, profit is the above normal return to a firm
resulting from innovation, market power, or fortunate
circumstances (luck). Accounting profit is often called net
income. Some view profit as the reward for bearing uninsurable
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risks associated with production.

Profit and loss statement - A record of a firm’s activities over a
period of time. In contrast to the balance sheet, which indicates
financial position at a moment in time, the profit and loss
statement considers how well a firm has operated over a given
time period, showing the revenues and expenses. The net of these
is the accounting profit earned. Also called income statement.

Profit margin - Profit as a percentage of turnover (or sales).

Profit maximization - Making the largest surplus of revenue
possible over cost. Profit is maximized when marginal revenue
equals marginal costs.

Profitability ratios - These include the return on total assets,
return on capital employed, return on equity, net profit margin
and net asset turnover and are used to assess the profitability of a
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regulation, limits may be placed on returns. Sharing rules can be
used to provide incentives for cost containment. Consumers
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Protectionism - Most commonly used to describe steps taken by
countries to protect their domestic industries from foreign
competition (imports).

Provider of last resort - A legal obligation of utilities to provide
service to customers denied service by others.

Prudency: A test used by regulators to evaluate the justification
for particular corporate activities, used for cost of service and
price cap regulation. The test checks whether an investment or
outlay is reasonable based on principles of cost minimizing--thus
promoting frugal behavior by managers. It should not be an after-
the fact evaluation, but one that utilizes the information only
available at the time of investment or outlay decisions, including
expectations about the future. However, the test does assess what
managers should have known and should have considered when
they made the decision in question.
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Prudential ratios - The liquidity ratios of banks considered safe.

Public benefits - The advantages of an economic activity at the
level of a society or community.

Public benefits fee (PBF) - A tax created by the Wisconsin State
Legislature to fund “Utility Public Benefits,” energy assistance
for income-qualified households, expansion of state energy
conservation and efficiency programs, and support for
development of renewable energy sources.

Public compensation - An action by a supplier, such as siting a
production plant or obtaining rights of way may require that
negatively affected parties receive money to compensate them for
adverse consequences.
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Public corporations - State owned industries.

Public Enterprise: An incorporated or large unincorporated
enterprise in which public (governmental) authorities hold a
majority of the shares and/or can exercise control over
management decisions.

Public expenditure - Government spending for the general
benefit.

Public goods - Those that are consumed jointly by many without
any loss in availability or quality; e.g., a lighthouse. These goods
are not provided in pure free-market systems because, once
provided, it is impossible to restrict or exclude consumption.

Public interest - A term that is difficult to define with precision,
but it generally is intended to refer to the common good. See
public interest goals for examples.
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Public interest goals - In terms of electric utility regulation, these
include 1) equity among and within social classes and
generations, 2) a balance between long- and short-term goals, 3)
protection against abuse of monopoly power, 4) general
protection of the health, safety and welfare of people and the
environment.

Public interest theory of regulation - Explains government
intervention in markets and associated regulatory rules as
responses to market failures and market imperfections. This
theory argues that regulation promotes the general welfare rather
than the interests of well-organized stakeholders.

Public limited company - One that exists as a separate legal
entity to protect shareholders from unlimited liability.
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Public phone - A pay telephone for the public, owned and
operated by the local telephone company or by other firms
connecting to the network.

Public sector - That portion of an economy under government
control.

Public switched telephone network (PSTN) - The telecom
network, consisting of all major telecom operators. The
interconnections and financial arrangements allow calls to all
similar networks.

Public telecommunications network - One used wholly or in
part to provide public telecom service.

Public: Availability of shares to investors in the financial
market. Privately-owned, publicly traded firms include investor
owned utilities. Also, the term is used to refer to citizens in
general, as when a meeting is “open to the public”.
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Punitive injunctions - A court order or regulatory ruling that
restricts or halts current activities. The sanction can have severe
economic consequences for the offending party.

Pure economic rent - The reward obtained from any factor of
production characterized by a completely inelastic supply.

QOS Standard: Quality of Service Standard. See  Quality
Standards.

Qualified (eligible) customers - Those with the legal capacity to
conclude supply contracts and undertakings.

Qualifying facility (QF) - Independent power producers in the
U.S. that are allowed under PURPA (Public Utility Regulatory
Policy Act) to sell their electricity output to the local utility at
avoided cost rates. To qualify, suppliers must produce their
energy with a specified fuel type, either cogeneration or
renewables, and meet certain ownership, size, and efficiency
criteria established by the U.S. Federal Energy Regulatory
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Commission (FERC).

Qualitative controls - Controls to limit the nature or variety of an
item rather than its quantity; e.g., regarding capital, a qualitative
control would limit the type of loans but not the amount of
lending

Quialitative lending guidelines - Bank directives to encourage or
restrict loans to particular groups.

Qualitative research - Collection and organization of
information using non-statistical techniques to identify patterns
that can help explain behavior or outcomes. For example a case
study might contain impressions or tentative conclusions based on
interviews and interpretations of institutional constraints.

Quality incentives - Under price cap regulation or rate of return
regulation, the agency could introduce quality targets and reward
the supplier based on achieving these objectives. The process
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involves establishing appropriate rewards and penalties (which
also requires some assessment of customers' willingness to pay).
See quality measurement.

Quality measurement - The process whereby service
characteristics that are valued by consumers are identified and
quantified. The focus should be on dimensions of quality that can
be expressed as objective, observable, and verifiable performance
measures. The process involves selecting indicators to use in an
incentive scheme; determining the number of measures to be
included in the scheme; and determining the benchmarks to be
used to compare the utility's performance (yardstick approach
where a company's performance is compared to that of peer
companies).

Quality regulation - Establishing procedures for monitoring and
rewarding service quality. For example, targets might involve
improvements in electricity reliability, or reduced noise in a
telecommunications system. See quality incentives and quality
measurement.
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Quality standards - Targets set by the regulator (often in
collaboration with suppliers—who have more knowledge about
the costs of meeting those targets). Through the adoption of
appropriate incentives, these targets can then be incorporated into
quality regulation.

Quality valuation for customers - Determining consumers’
willingness to pay for higher quality service is a difficult task for
both utility managers and regulators. Higher standards generally
result in higher costs that translated into higher prices for
services, thus reducing access of low-income households to those
services. Regulators can address that problem by authorizing
alternative providers to supply lower quality services at lower
prices than the incumbent utility. Another option is to allow the
carrier to offer diversified services, if such services lend
themselves to differentiated tariffs and the targeted group for the
lower-price, lower-quality services can be identified.
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Quantitative controls - Regulations that constrain activities 10 (,Say saaawe cilaal Ll Ao il 2@ ) il o1} 1Aast) Jay) gudal)
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Ramsey pricing - This version of price discrimination is
sometimes called “Second Best Pricing” since it deviates from
“First Best” (allocatively efficient) Pricing where P = MC. If
resale can be prevented, consumers in different markets with
different elasticities can be charged different prices. However, the
prices are set so as to yield only normal profits, so the prices are
less than under unregulated price discrimination. Under Ramsey
Pricing, resource misallocations (or distortions from pricing
above MC) are minimized but not eliminated. Note that customer
groups with the relatively inelastic demands pay the highest
prices, so that those without substitutes pay the most per unit.
Thus, this approach may violate principles of fairness, as
evaluated by regulators. Alternative tariff structures for covering
fixed costs include multi-part pricing. See also rate design.

Ratchet effect - A description of the human response to changes
in welfare; i.e., a positive response to improvement and a negative
one to diminishment. Once a particular level of satisfaction is
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achieved, this establishes a new psychological “floor” to
downward pressures. The effect is illustrated when incomes drop
but consumers are unwilling to change their consumption patterns
because they are accustomed to particular lifestyle or standard of
living. In the long run, consumers may be forced to adapt to the
new circumstances.

Rate base - Defined in law or by the regulator as the regulatory
asset value on which the allowed rate of return can be earned.
This may be calculated according to a variety of accounting
methods: fair value, prudent investment, reproduction cost, or
original cost. Depending on the jurisdiction, the Rate Base can
include working capital and construction work in progress. It can
be adjusted to take into account accumulated depreciation.

Rate base, value-based approach - An approach to calculating
rate base that focuses on market based values—for assets or
underlying equity values. Care must be taken to avoid
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“circularity”, since the value of an asset is the present value of the Gl ) saitiall sl Ao 3 50 A oaa pall Jaral) Gl
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present information and proposals for future prices and quality e )
targets. The appearance of a utility before a regulatory authority ~ 4al () 3 g2l Calaal 5 Alsiuall Hlawl Cila SiBall 5 Sl slaall

can be very formal (almost like a court case) or contain informal e _— i a v s L e
workshops that facilitate the exchange of ideas and development Apepatil) lalud) plel 381 jall A8 5 J e 5% O (S5 e

of consensus for determining the rates to be charged to customers. vty o (AaSae alal duiad 8 280 il Jie Ly 585 Leons
The latter can take the form of all party settlements. - oSt ; el et 2 il A 28 o)
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Rate class - Customers grouped according to certain O oS s dAiaa aibadld (g ¢ Slaall OYENRL’ WA aad
characteristics. They may pay a different rate than other . ) - . e S
customers, based on cost causation or cost allocations. ol (e g eop Al eBee el e ddlina | jlaul | sy
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Rate design - The type of prices used to signal consumers and ) <l jLi) sllac Y aadins ) Sy &\j_ﬂ s ) vl

recover costs. For example, these can involve block pricing, o ) o )
multi-part prices, seasonal rates, time of use rates, and bundled =i O} OS¢l Jans (rd (@L<l ala il o (pSletiuall

rvices. rate structure. " < & % :
services. See rate structure Sl 5 ced ¥l saiaie il s ¢ bl il 5 <L

laadl) A8 jlaad 5 cJlaaia¥) iy an Y 5 daas gl
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Rate level - The average price a utility is authorized to collect for = alicasty (38) yall 4 ;&1 et (M) jadll Jas gl 1 jpuad) (g ghaa
electricity. A number of rate designs could yield the same

average price. Drall Jas g i () lan) aasbial e aad (e g sl eSl Lih
Rate of interest - See interest rates. (B el il BN p
Rate of return - A firm’s profit expressed as a percentage of its (0 A st Awd B ) gea A dde juay AS Al o radlad) Jara
assets. ‘
J ¥l

Rate structure - The schedule and organization for customer shail) el (alal) adaiil) g o Dlaall 3 55 il J san 1 jland) JSa8
billing. See rate design.



Rate surcharge - An additional charge on a customer’s bill used
to adjust prices. Sometimes, such temporary charges are imposed
to cover costs associated with a particular event (for example,
costs resulting from a disaster, such as a hurricane). Such a
surcharge could also be applied in anticipation of a general rate
increase to avoid rate shock or to address unique financial
problems facing the utility.

Rate survey - A comparison of prices for a particular service
across different firms.

Rate-of-return regulation - A regulatory method that provides
the utility with the opportunity to recover prudently incurred
costs, including a fair return on investment. Revenue requirements
equal Operating Costs plus the allowed rate of return times the
rate base. This mechanism limits the profit (and loss) a company
can earn on its investment. Regulatory lag and special incentive
plans are often used to offset the disincentive to minimize costs
under this mechanism. See cost of service regulation.
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Rates, block - A price that applies to specified amounts of (e Ama palia e Baday (oA ) sl pdd) s ¢!

service. i
Aaaall

Rates, demand - Charges for electric service as a function of the i 2l )< daadl) Jilie Jland ) al) rllal) aes ¢l
customer’s rate of use or maximum demand (expressed in ) ) o N )
kilowatts) during a given period of time such as the billing period ~ <ball (e asll Gl e sl cJreall aladinl) Jaee (ulasl e
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Rates, flat - Constant per unit price, regardless of usage levels. AR (5 st e Shaill ek saa sl Ul e ALY Ll
Rates, lifeline - A low or reduced flat rate for service (up to a ) dexall i diadiia ol dumddia sl 13lad) Gl el
particular level of monthly consumption) with higher block rates ) — ) . ) )

thereafter. When used to target particular groups, such as the poor 1) el =0l s jlasl ae (el OGN e (e (5 sl

or aged, the rates are available to qualifying (usually low-income) . ey ) . e SN T
customers. These rates are sometimes subsidized by an increase in 1% it Ledie 5 ¢ ) (5 sl s e i) 5l

rates for other customer classes (Cross-subsidy). O el gl £ il e chima cile Calaginy lans)
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Rates, seasonal - Varying service rates according to the time of
year (summer or winter). These can be cost-based, to the extent
that peak demands (driving installed capacity) are seasonal in
nature. Thus, such rates can provide efficient signals to
consumers. Seasonal rates can be viewed as a very crude version
of rates, time of use.

Rates, step - A price per unit consumed based on specified levels
of use or demand.

Rates, time-of-use - Prices for services that vary with the time of day
or night a customer uses it. These rates reflect the different costs a
company incurs in providing service during peak and off peak periods.
Whether a particular customer benefits from time-of-use rates depends
on the percentage of total consumption used during peak periods.
Nevertheless, if metering costs are low, such rates are much more
efficient than uniform (unvarying) prices, since the latter do not signal
the true opportunity cost of serving peak and off-peak demands.
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Rates, unbundled - Itemizing charges for individual services. This
gives consumers greater choice regarding the mix of products to
consume than in the case of bundled products.

Ratio analysis - A tool for analyzing the financial performance of
a company by calculating ratios from their published accounts,
including consideration of profitability and short- and long term
liquidity.

Reallocation of resources - Application of land, labor and capital
to new, different uses — leading to a change in the output mix.

Real-time pricing - Charging for utility services according to its
cost at the time of demand. Metering for instantaneous usage
involves costs for the equipment and signaling devices, but for
large users who can adjust their demand, such rates promote
efficiency. See time of use pricing.
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Redistributive effects - The outcome when money received from ) sa¥) 4 sSall ot ladie ¢haad il dagiil) o s Bae) G
one group is given to or invested in others by government, as ) o . ) o
through taxation. Changes in rate design or in Infrastructure s «crod) () (Phe il il 3y)k o) Ae sana (e Leils )

Expansion also affect real standards of living and thus have AT 8 ) )l et
impacts on the distribution of income. (AT A Olsa D
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Refunds - Money returned to customers to void a sale, correct an @M.d ji ca el e aall alay L“555\ IS PA{IE PN @,.An dale)
overcharge, or adjust rates. . . o
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Regional transmission organization (RTO) - An independent 2055 ) e i Aliiie daliia 1 el gl JAI 4panlBy) daliial)
organization that manages transmission facilities owned by . o . o
different companies in a large, contiguous geographic area. See Al 5 48) jaa (Blalie J daliae S 54 LeSLa Al 6l jeS))
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Regression analysis - Statistical studies that attempt to explain = < judll jouds J gl Al Ailaas ) Sl jall 1 g plaadd) Julasl)
changes in one variable (such as quantity demanded) in terms of o ) i i . o
changes (or differences) in other variables (such as price or  (GBsodl ) Sl ey (4 slaall A0Sl Jic) aal 5 paie A
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Regressive taxes - Those garnering a higher proportion of (p 1Sl Cival e 3 gatud il il jall Gl rdama) ) il ual)
income from the poor rather than from those who are better off. )

For example, an identical (lump sum) tax on each citizen would il Jas e il b e 3t o) ga Yoy ol jaill Jan
take a higher proportion of income from the poor than from the ey e w2 o .
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Regulated supplier - A supply firm that is subject to regulation. (a.\ka.\ﬂ poadd Al AS 4 Hm ralddl 35 3all

Regulated third-party access - A system giving eligible Jguaall 33) Jomasll 8 cllil) (i jhall (A2l aady 431\) gl

customers a right of access to transmission and distribution X ) o L

systems on the basis of published tariffs. sl G Oala pall oDl o S il A ((Ae2dd) Ao
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Regulated utility - One subject to regulation to achieve social or
political objectives (such as the control of monopoly power or to
benefit favored customer groups). As such, it is expected to
charge nondiscriminatory, fair rates and render safe, reliable
service to the public on demand. In return, it is generally free
from substantial direct competition and is permitted to earn,
although not guaranteed, a fair return on investment.

Regulating risks - Rules that affect the health and safety risks
associated with producing or consuming products. The terms
could also apply to government placing limits on the financial
structure of a firm — limiting the risk of bankruptcy or financial
stress to meet regulatory objectives.

Regulation - The process whereby the designated government
authority provides oversight and establishes rules for firms in an
industry. Regulation places constraints on behavior, establishes
good (or bad) incentives, and addresses issues that are politically
contentious. Decisions are implemented through a rule or order
issued by an executive authority or regulatory agency of a
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government and having the force of law.

Regulation by contract - A form of regulation in which the
regulatory authority (who could be a mayor or a regulatory
commission) monitors and enforces a license. In contrast to the
Anglo- American tradition of independent regulatory
commission, the French tradition involves a well-defined
concession agreement or contract. Many Latin American nations
have a combination of the two mechanisms, with an independent
commission ensuring that the terms of the contract are met
(including price revisions based on the initial contract). Some
analysts view this blend of the two approaches as showing
promise.

Regulators - A term used to refer to members of a government agency
responsible for monitoring sector performance, addressing stakeholder
concerns, and implementing government policies. An individual
regulator may serve as a member of a commission that is responsible
for balancing the interests of producers, consumers, and political
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officials.

Regulatory accountability - A regulatory agency follows
procedures that are periodically reviewed by another government
organization, such as a legislative committee, a Ministerial task
force, or a government accounting office. The review attempts to
ensure that resources are being used effectively and that the
agency is implementing public policy. In addition, appeals
procedures for decisions (for example, through the judicial
system) provide another review mechanism—this time regarding
whether the law is being applied correctly. Such oversight
provides a check on the independent regulatory commission—
giving legitimacy to decisions

Regulatory agencies, independence - To be effective, the
government agency providing regulatory oversight of a sector
must have some autonomy from daily political pressures. Such
independence facilitates long-term decision-making and can
promote consistency in regulatory rulings. Without some degree
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of independence, it is difficult to avoid basing decisions on
political expediency.

Regulatory agency - A government agency that oversees and sets
rules for a specified type of business in a sector.

Regulatory announcements - Decisions that are made public to
all affected parties involve statements to the press. If particular
groups know the results of a review process before others, those
with the “inside information” have an advantage. Good
announcements explain the basis for the regulatory decision (or
ruling) and the implications for affected parties.

Regulatory Assets: Costs incurred by regulated firms and
approved by state regulatory agencies for recovery over a period
of years. Regulatory assets might include such things as the costs
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of energy efficiency programs and low-income energy assistance  JMA alil) Sllil ¢l il saleiad Je A Sall dpapdatill ciliggll
programs, and deferred fuel costs. Instead of being treated as e . L
expenditure outlays in a single year, these costs are booked as 44185 Jie ) gal dpapdasill J pa¥) Jadii () (S s el sindl (e 20
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Regulatory capture - When the regulatory agency only hears — dima Cile ganal Jah dpaplaiil] digl) aaindi Ladic FPP0 il A
from particular stakeholders, its decisions are likely to reflect only )

the information provided by those groups or their narrow Lo Ll ) 8 et o) Jaiaall (e (8 cdaliadll (553 (1
concerns. Such decisions might result in excessive profits for the o .o . e
regulated utility or subsidies for powerful consumer groups. pelelin) Sl el o3 e ooy 55 Al e sledl
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Regulatory collusion - Collusion involves a conspiracy or tacit Aiacn 28§ 5 s Jo shl gl (o ghaty 1 eadaiil) ghal gil)
(and secret) agreement between parties. Absence of transparent L i
processes can facilitate such “back-room” agreements—between ol Y G (Rms)

the regulatory and a stakeholder or between stakeholders. When
such agreements are made in the open, they can be labeled as
“cooperation”, as in the case of alternative dispute resolution.
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Regulatory competition - Many nations have multiple
jurisdictions with national, state, and (sometimes) local regulatory
commissions. There is often a lack of clarity for the roles and
responsibilities for these agencies. When a new (often,
unanticipated) issue arises, each agency is likely to view the
actions of other commissions are over-reaching their authority.
The courts or new legislation may clarify the roles.
Environmental regulators may impose rules that have
implications for the sector regulator, and vice versa—Ileading to
disputes and interagency conflicts.

Regulatory coordination - To avoid regulatory competition,
agencies can establish task forces or other mechanisms for
identifying and resolving issues that might arise between
jurisdictional boundaries (across states or between state and
federal authorities). Such cooperation can serve as a way to
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clarify the division of responsibilities and identify regulatory @ ] (Leibales o) e 5 250 Jisa L L () oSy )
instruments that will most effectively meet economic and social ) ) ) )
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Regulatory drift - Excessive reliance on the status quo that 2ia) )l &Lz;y\ e b dall Alaic V) adail) () i) Ji) Al
reflects a very passive stance. Rather than being proactive, sucha . . L L
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Regulatory failure - When regulations are shown to be the cause g Uadl| elal Cara v P Aaaiy) of cady Laaie eaatil) LAl
of weak sector performance (where economic objectives are not L e e
being realized), the commission promulgating the rules has failed 4 Jd ey 3 8 (Lediaad oy ¥ dnlaBY) Gl o) (51)
in its legal mandate. The cause can be due to undue political v . el e TR, - Eatl T
interference that results in an emphasis on short term outcomes S s A s Ll 5 s o] (B I ol @l Al pylaidl

(myopia), lack of expertise in the design of incentives, regulatory a5 Al de 5 il e Audadl AN Gl s I s o

capture, or other reasons.
o s (Ol yad (51) uail) (gaall il e 38 )



Regulatory governance: Regulatory governance includes the
legal mandate given to a government agency, resources available
for policy implementation, the organizational design of the
agency, and the processes adopted by the agency. These factors
all affect regulatory activities and public perceptions regarding its
transparency, fairness, and access to citizen input. If there is no
clarity in terms of which agency is responsible for implementing
particular policies, public policy is likely to be compromised by
intra-governmental rivalries.

Regulatory guidelines - Rules established by regulatory
authorities that provide direction to those engaged in activities
under its jurisdiction. These rules may have the effect of law or
merely be recommended procedures.
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Regulatory lag - Length of time between rate reviews. Under
price cap regulation, the review period is specified in the
decision—generally in the three to five year range. Under rate of
return regulation, the lag is often endogenous. Either the
regulator or the utility can request a hearing if profits are
perceived as excessive or too low. Uncertainty about the exact
length of the lag can serve as an incentive for cost-containment.

Regulatory objectives - Regulatory commissions have goals—
usually identified in the enabling legislation. Broad objectives
include fairness, reasonable prices, network expansion, and
service reliability. Specific goals might include: constraining
market power (where prices are “too high”), avoiding prices that
are “too low,” providing suppliers with the opportunity to obtain
adequate returns on investment (meeting the capital attraction
standard), promoting cost containment (production efficiency),
creating incentives for optimal quality, and encouraging entry
where efficient
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Regulatory procedures, fairness of - Those affected by alac dpadaitll ¢l ) jally o5 5l o 54 rAgaatil) ciel Ay dlas

regulatory decisions evaluate the  evenhandedness of the
regulatory process. Stakeholder judgments regarding the fairness
of procedures depend on transparency, adherence to schedules,
equal treatment, and opportunities to participate in workshops or
hearings—to present their case or to challenge the information
presented by others.

Regulatory reform - A change in the way a regulatory agency operates
or a change in regulation where the stated purpose is to improve
performance on the part of the agency or its regulated industry. In any
situation where a number of changes are promoted, some may be the
result of political compromises that actually conflict with the broad
thrust of the reform.

Regulatory space - Analytical construct defined by the range of
regulatory issues subject to public decision. Proponents claim that
its dimensions and occupants can be understood by examining
regulation in any particular national setting, and by analyzing that
setting in terms of its specific political, legal and cultural
attributes.
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Regulatory/government changes - After elections, a change in
governing parties can lead to new public policies or greater
emphasis on particular regulatory objectives. See regulatory
reform.

Relative prices - The price of a product or service relative to the
price of another product or service (or relative to a general price
index).

Reliability - Reliability has two components: adequacy and
security. The former involves ensuring that supply is available to
meet demand at dispersed points of consumption. In network
industries, storage can be costly—requiring adequate capacity to
transport services (electricity or telecommunications signals) to
final consumers. Security is characterized by the system’s ability
to withstand sudden, unanticipated disturbances, as when a
transmission line suddenly becomes unavailable or particular
links or production nodes are disrupted.
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Renewable energy resource - Use of non-fossil fuels to generate
electricity (e.g., wind, solar, biomass); these are sometimes
referred to as green options. They are often limited in the amount
(and reliability) of energy obtained in a given time period. Utility
applications for renewable resources include bulk electricity
generation, on-site electricity generation, distributed electricity
generation, and non-grid-connected generation. Demand-
reduction through energy efficient technologies is a substitute for
energy—whatever the source.

Renewable resources - Those that can be replenished naturally.
Examples include hydroelectric power, geothermal energy, solar,
and wind power.
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Rent - The payment made for the right to use an asset owned by
another person or organization.

Replacement Cost: A procedure for valuing an asset based on
what it would cost to duplicate (or replace) the asset if it were
acquired today. With current cost accounting, such costs may be
determined either through the application of current prices to
comparable assets or through the application of an inflation factor
to the original cost. On the one hand, this approach to determining
components of a rate base yields values that more closely match
the economic value of assets during periods of high inflation. On
the other hand, this approach enables investors to obtain higher
cash flows than would have been the case if the original
(historical) cost approach were used to determine the rate base
(for rate of return regulation).

Re-regulation - Regulation applied after the restructuring of a
previously vertically integrated utility. The term could also be
applied to a situation where a reduction of regulatory oversight
(and an increase in competition) was deemed to weaken industry
performance. Such an outcome often leads to calls for either new
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regulations (reflecting an understanding of the factors responsible
for regulatory failure) or a return to the previous regulatory
regime.

Reseller - A company that purchases services from a supplier and
markets those services to final customers—often including some
value-added services. An example of a reseller would be a
company that buys or leases transmission lines or time on
telephone lines and then resells these services.

Reserve margin - As applied in the electricity industry, the
difference in a utility’s net production capability and its
maximum load requirements for peak demand. In some cases, to
promote reliability, regulators will require a particular reserve
margin.

Resource allocation - This term refers to a particular use of land
(natural resources), labor (human capital), and capital (buildings
and equipment)—applied to the production of goods and services
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by a firm, sector, or economy as a whole. See resource efficiency.

Resource efficiency - Using the least amount of resources
necessary to produce a product or service. The most efficient
resource allocation will depend on the relative prices of the
inputs, where these prices reflect the opportunity costs of utilizing
those resources.

Restrictions on competition and/or incumbent under
regulation - Constraints placed on suppliers by an appropriate
regulatory body, presumably with the justification that such
limitations promote efficiency or other regulatory objectives.

Restructuring - The separation of functions in a vertically
integrated firm, leading to the unbundling of services. The owners
and operators of the newly configured firms are now distinct
entities. Such a policy can arise if segments of the industry are
viewed as potentially competitive. Also, such vertical
disintegration may be done to achieve better information
regarding performance of components in the vertical chain.
Alternatively, accounting separations may be required instead of
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Retail competition — A system that permits customers t0 buy ¢l i ¢ Saall prany s AUl 14 Jailly Al Sl (B ddlial)
energy or telecommunications services from more than one retail o . > o o
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Retail deposit - A deposit of money with a retail bank, which ¢ & jadll Jlae 8 dary @iy pa Jlall (o daga g 1403000 daga g
tends to deal with individuals and small businesses. o
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Retail price index (RPI) - A measure of inflation from the byl (Slginall ) saia (o aducaill (ulie 1402l Jlad jdisa
perspective of household consumers. It shows the change in
prices for a basket of goods consumed by households. In the U.S,,
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Return on capital employed (ROCE) - See return on net assets
(RONA).

Return on net assets (RONA) - Sometimes called return on
capital employed (ROCE), this rate measures general
management performance in relation to the capital (total assets
minus current liabilities) invested in the business. Essentially, this
number represents the return on equity. RONA is calculated by
dividing net profit before interest and taxes (NPIT) by total
capital employed times 100 to give a percentage return.

Return on total assets (ROTA) - A measurement of profit in
relation to the total assets invested in the business, regardless of
how these have been financed, calculated by dividing net profit
before interest and taxes by fixed and current assets multiplied by
100 to give a percent. The result indicates the profit the company
has made as a percentage of the total amount invested, where the
assets are financed by equity and debt.
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Return to scale - The connection between changes in production
input and resulting change in output.

Revenue - Money received for the sale of a good or service. Total
revenue divided by quantity sold is the average revenue (average
price). The rate design determines the sources of revenue from
monthly fees and different customer groups.

Revenue cap - Similar to a price cap, except the constraint is
placed on total revenue rather than a particular price or basket of
prices. The formula can include an inflation adjustment and an
efficiency (or, X) factor. In the case of electricity, the distribution
or transmission company is not harmed financially when
consumers engage in energy conservation. Such caps provide a
disincentive for increasing quantity sold (perhaps through quality
enhancements) since such developments do not benefit firms
under a Revenue Cap. This regulatory mechanism is often applied
to links in a network, where most of the costs are fixed in nature.
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Revenue forecasting - In a rate review, future sales are estimated
in order to gauge the financial implications of alternative demand
scenarios. This information is then incorporated into the analysis
of proposed rate designs. The associated demands are also
forecast to assist in the development of a utility’s capital
expansion plan.

Revenue requirements - In rate of return regulation, the total
revenue a utility must receive to cover its costs.

Revenue sharing: A form of hybrid regulation. With this
mechanism, the regulator allows the operator to keep some
portion of the revenues it receives (beyond a pre-specified point)
from selling the product or service and requires the operator to
give the rest to customers, through price reductions, refunds, or
increased investment in facilities or services. See Revenue Cap.
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In taxation, the term applies to the transfer of tax revenue from Las ¢ 3o Bale) ol o jlanY) 8 Cillawad pe oo Dlaal) ) 30
one unit of government, such as the federal government, to other o o
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Ring fencing - Regulatory rules requiring accounting separations
so that different services provided by the same firm are treated as
if they were separate companies. An example would be fixed and
mobile services being provided by the same telecommunications
company, where resources cannot be utilized by both service
providers without arms-length contracting, reducing the
likelihood of cross-subsidization between services.

Risk allocation - Risk is borne by different parties depending on
the nature of the formal (or implicit) contracts linking the parties.
One principle of efficient risk allocation is that those parties best
able to mitigate the risk (through portfolio adjustments or
behavioral responses) should be assigned (or allocated) the risk.
Price cap regulation tends to transfer (or allocate) commercial
and production risk to investors—Ileading to a higher required
return on their investment. Rate of return regulation tends to
allocate more risk to consumers—Ileading to lower required
returns for investors (but greater risk borne by customers).
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set of possible outcomes. For example, an investor is more likely . . o . i
to take on additional risk if he can expect some corresponding a3 O g all e 1Bl Jis (ed cdlaiaall ZALN (e de senay

increase in return on his investment. He is less likely to do so if o Ll Als 5L 3 a8 b 1S 1) bl 5 ala
higher losses or lower returns are expected. International b haliall Alilas 3y 5 @ sy OIS 1) Alia] 3 jhalie (e jaliasdll

perceptions regarding political stability, trends in the exchange ol atiy o 8 Jlaial dllia (5 A1 dga ey co_laiind e
rate, and concerns over changes in environmental regulations

affect investor attitudes toward making such commitments; Sisis o lile sl il a8 ellia (IS 1) 5 kil
investor attitudes, in turn, affect the cost of capital (reflected in . i . N
required interest rates on bonds and expected returns on equity s kel g ¢ ubaadl Sl EYY s e el 3 )k

investments) for those investments. il g e il il o sl g Gl cileal G yea

Ol s Al dga ey QlatinYL Glat o) il ) 8 SASY 0 el
0 5il) Sy W) Jlall Gl 5 IS 8 58 o il (il g
() B T (e dad giall Clilall gl cchlaind) e Ay slladll
Ly et
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Roaming - An aspect of wireless communication that involves an
automatic search among network operators for service. The
customer charges for service outside the standard calling area are
specified in the customer contract.

Rollover - Allowing present circumstances or regulatory

requirements to remain in force past their term limit.

RPI-X regulation - RPI minus X refers to the form of price cap
regulation developed in the U.K. and utilized in many countries.
The price automatically adjusts for the previous year’s retail price
inflation (RPI) and for expected efficiency improvements (X)
during the time period the price adjustment formula is in place.
The X might be calculated using a number of procedures.
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Rules of conduct - Rules, codes or regulations used to delineate
acceptable activities by market participants in the interests of
fairness and efficiency. For example, codes of conduct are
established for firms participating in electricity power exchanges.

Sales - The quantity of goods or services sold in a given time
period.

Sales revenue maximization - Achieved when marginal revenue
is zero, maximizing total sales revenue is often an alternative to
profit maximization as a business objective. Or, it may be a proxy
for expanding market share.

Sanctions - Penalties established (and applied) to provide
incentives for particular kinds of behavior. For example, if a
utility does not respond to a customer complaint within five days,
it may be required to pay a fine to the customer.
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Satellite transmission - Transmitting signals from earth to a
satellite and then back to a different location on earth.

Scale economies - See economies of scale

Scarcity - Limited resources imply that all consumer wants
cannot be met. This condition characterizes all economic decision
making.

Seasonal component - The variation in a time series that is
explained by the time of year; e.g., the costs of various fruits and
vegetables vary seasonally.

Sector Policy: Public policy establishes the legal constraints
facing decision-makers and determines the jurisdictional
responsibilities of different levels of government. The basic
rationale is that market imperfections (market power and
information gaps) and market failures (such as pollution) require
some form of government intervention. Infrastructure policies
tend to address three broad areas: market structure, corporate
behavior, and sector performance. Antitrust regulation addresses
mergers and anticompetitive behavior in the economy (including
the exercise of market power). Sector policy tends to address
those elements of the market structure (including the supply
chain) that are viewed as natural monopolies. Government tends
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to intervene when economic or social problems affecting or A ail<e il apdaii Lol cpLdadll ¢l 5 clS 5 il & gl g ¢(3 sl
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Self-Generation Facility: A facility that serves a particular retail = a& 5 ¢(jea 43 ja3 Jiee Claliial 223y (38 :@\3&\ Al gil) 38 pa
customer’s needs, generally located on the customer’s premises. ) L ) . ) B
The facility itself may be owned directly by the customer or by a WSl 4y (88 5all (5585 O Sy cpend) (e B30l (38 )

third party contracted to provide the energy for some or all of the o L 8 1 ase slacl sy s okl <L 5 pile el

customer’s needs.
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http://regulationbodyofknowledge.org/glossary/s/self-generation-facility/

Self-service power - See self-generation facility.

Self-service wheeling - A means of accounting for generation
produced by a utility that owns more than one facility. When
excess electricity at one site is used at another, the utility is given
billing credit for the excess at its other site(s), minus wheeling
charges.

Sellers’ market - One favorable to sellers since demand is
growing more rapidly than supply, so prices are rising.

Semi-public phone - One owned by the local telephone company
but leased by another type of business, such as a restaurant or
hotel.

Service area - The geographical territory covered by a service;
e.g., the area a utility system has the right or obligation to supply
with electricity, delivering service to final consumers.
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Service continuity and availability - These terms refer to the ) Cilallaiadl) oda ol ;(Lgdald) Ji) W8 ¢ g daddd) 4y )il
extent of service interruptions. See reliability o o )
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Service drop - The overhead conductors (wires) conveying Ja i Al (dL‘\J\) 330 5edl O a sall 1A Sua g AdalS
electricity directly to the building or structure being served. ) ) .
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Service lateral - Underground service conductors from the street  Juai 3l (43 s14ll) daca YY) Ela gl ) dardl) Jua ga

main to the first point of connection with the entrance conductors. i )

Service provider - One offering service over a network that it JVINPYR R PR PINPYIR IR TR PREN PU R sdaadl) 33 ja
may or may not own.

Service quality, monitoring - Checking the features of the 482 A8 ¢ sall Jin) Aeadl) palic jasd sdaadl) 54 g A8 ya
service (like reliability and Billing Accuracy) that matter most to N .
customers. o Danll Zoaal SV () 5dl)



Service representative - An employee who helps people set up
and change service with a company; e.g., the telephone company
employee who interacts with customers regarding service options.

Service specification - In networks, interconnection and use of
service (electrical current or digital pulses) requires compatibility
across providers and appliances. The technical characteristics can
be determined by regulators or standards organizations.

Settlement rate - Regarding telecommunications, a measurement
of charges incurred when traffic across jurisdictions is not in
balance; i.e., flow in one direction is greater than the other.

Shadow prices - Estimated prices used when market prices do
not exist. These can be imputed from behavior or binding
constraints.
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Shareholder - People and institutions who are joint owners of a
limited company. They own equity in the company and can sell
ownership shares.

Shares - Securities issued by companies to raise long-term
capital; the shareholders have proportionate ownership in the
company.

Shock - Any unforeseen or unanticipated event that strongly
affects normal economic activities. For example, a hurricane can
damage network components; similarly, a dramatic change in
exchange rates affects price of imported inputs. Such events can
affect the financial viability of the utility.

Short run - The time period with at least one factor of production
(such as production capacity) that is fixed. See long run.
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Shortage - A situation of excess demand, where the price is
below the equilibrium price.

Short-term liquidity ratios - A measurement of how well a
company is managing its funds and can meet its short-term
financial obligations.

Shut off - Discontinuation of service; also called disconnection.

Single buyer - The organization legally responsible for the
unified management of the transmission system and/or for
centralized electricity purchasing and selling.

Single market - The free movement of people, goods, services
and capital in a designated geographical area.

Skimming - A policy of setting a high price when a product is
introduced to ensure large profits before competitors can enter the
market.
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Slamming - Changing the long distance carrier of a customer Gl 5 (srall Basmy GlallSall dadd adia et dyial) (3iial)
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Smart card - A small plastic card with a magnetic strip that S (hling Jay pia 3 paaa 4S80 A8, -4S3) 48U )
contains information about the cardholder or other data. ) ) )
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Smart phones - Telephones with internal computers that allow them Ol Ll o Aldly yisneS bJ.@ALi &l ga rASAY) A g

to accomplish special tasks; also, phones with display screens.

Social benefits - The total benefits of an economic activity, including Gy Jadiy g (gabai) Lliil dllaa) adliall -de LaiaY) adliall
the spillover effects to third parties. Social benefits are the total of ) i 3 ) o ) -
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levels, attitudes, and civic values.



Social costs - The total costs of an economic activity, including
the spillover effects to third parties. Social costs are the total of
private costs and any external costs.

Social marginal cost - The full social cost of one extra unit of
production to society.

Social Policy: A policy addressing social issues, such as poverty
alleviation, education, and access to infrastructure. Such policies
might focus on meeting demands for social justice, including
income redistribution and infrastructure expansion to the poor and
to rural areas. See Sector Policy.

Social welfare - The well-being of a society, reflecting economic
output and its distribution across members of society.

;«\);)!\ g sanag AUl g 3¢) yally e\.d}!\ Gl ghina g cAdlow e
Al h\ﬂb 38} gall

Glly 8 Loy (gabaitl bl dylleay) Callill 4 e LaiaY) callsil)
& sana o delaa¥l Callall g (I G e e 0 AV
A A Gl A1 5 dalal) Cadlsal)

leleaty 1 ALK e Laia ) 4131 radialgd) s Latal) Adlssl
C\.}.}Y\ Cya B2al g MSLA\ PAENg Ctu‘ﬁ C.ASMM

Claban Jie e laia V) JSLEAN allad Al sdpeLaial) Al
IS8 b Sy Agaill Al e 5ol g canlaill g ¢ il Andl<a
G L daelaia¥) Alaall alltad) 4ul e clubaad) oda Jia

o) el Jadit) Agiail) i) a3y ¢ J3all o 58 salely Adladl) Sy
() Al lail) Ay )l Glaliall g

a8 il Sy s g caaine ol rdsLaiaY) 4le )



Socially efficient output - That level of production where the full
opportunity cost of an extra unit is equal to the value placed by
society on its consumption

Sole proprietor - The owner of a private business who bears all
financial risks.

Spare capacity - The ability to produce more with existing
resources.

Speakerphone - One with a broadcast and microphone system
that allows a speaker to converse without holding a receiver.

Special contracts - Any contract for utility service under terms
and conditions other than those listed in the utility’s published
tariffs. E.g., a utility may agree to provide electricity to a large
customer at a lower rate than the tariff rate rather than risk losing
the customer. Regulators might have review authority over such
contracts to ensure that other customers are not burdened by these
negotiated arrangements.
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Speculation - Engaging in the sale and purchase of assets, such 4Ll (31, W) (i (gl 15 Jsua) am Jlae 8 Janll 145 jLaal)
as especially risky securities, with the hope of making economic )
gains. The speculator takes a position in the asset, and bears the



risk.

Speed dialing - Dialing stored telephone numbers accessed by
pressing just one or two buttons on the phone

Spillover effects - The unintended results of production or
consumption, which can be positive or negative. See externalities

Spinning reserves - In an electricity system, the amount of
unloaded capacity on generating units that are connected to the
interconnected system and that can be fully applied in ten
minutes.

Spin-off - A new company formed by the partial breakup of a
corporation so that some business units separate from the parent
company.
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Spot exchange rate - The actual exchange rate for currency at
any given moment in time, in contrast to the forward rate
determined by market participant predictions for some future
time.

Spot market - That portion of a market concerned with buying
and selling for immediate use. Such markets include electricity
and foreign exchange.

Stakeholders - All individuals and organizations with an interest
in the activities of a firm, including investors, employees,
customers, the local community and government.

Standard network interface (SNI) - A special type of telephone
connection box that allows diagnosis of wiring problems within
the customers’ premises.
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Standard of living - A measure of economic welfare; e.g., real
per capita income.

Standards Setting: The process whereby quality standards are
established. Attention is generally given to the incremental
benefits and costs of tighter standards, the ability to monitor
outcomes, and the extent to which one can attribute outcomes to
managerial behavior. See quality standards. In some cases the
standards affect health and safety: see regulating risks.

State-Owned Enterprise (SOE): An organization that produces
goods or services for sale to its clientele and that is organized in
the form of a corporation or other business association and is
owned by a government. See public enterprise.

Statute: A legislative act or law.

Step down - Switching electricity from a higher to a lower
voltage.

Step up - Switching electricity from a lower to a higher voltage.
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Stock exchange - A market for buying and selling shares and
securities, which may have an actual physical location or may
consist of traders linked by computer terminals.

Stock value - The value of a stock at a given moment in time,
based on expected future cash flows and potential appreciation of
the stock price.

Stockpiling - Accumulating a stock of goods or inputs, either
through overproduction or as a matter of policy (in industries
with highly seasonal demand). Stockpiles represent costs incurred
but not yet recovered.

Stocks - Can refer to stores of raw materials or finished products
or to corporate shares owned by investors.
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Store of value - Any medium for saving or maintaining value.

Stranded assets - When changes in public policy have a
significant impact on the cash flows that can obtained from
productive assets, those assets are less valuable than before the
policy change. For example, if allowing additional entry into the
production of electricity means that “old” plants are operated for
fewer hours per year, the net cash flows associated with those
plants decline. Analysts can debate whether (and when)
regulatory policy changes could have been anticipated, and
factored into investment decisions. On the practical side, if a
restructuring initiative is adopted, policy-makers try to address
the issue of how to deal with the lost economic values stemming
from the policy change. Some U.S. states have imposed
competitive transition charges to have consumers bear some of
the burden of moving to a new market structure and regulatory
framework. See stranded costs.
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Stranded benefits - As in the case of stranded assets, the values
of assets could be affected in a positive way by a policy change.
Because of advantage of location or excellent operating
performance, a generating unit might have a market value in
excess of its book value. If the current cash flows obtained from
the plant are based on historical book value rather than the market
value, the owner of the asset might be in a position to receive
higher cash flows under a scenario involving deregulation. This
raises the issue of who has claims on the increased value: the
stranded benefits. The term has been used by some in reference to
a completely different issue. Socially beneficial programs and
goals could be compromised or abandoned by a restructured
electric industry; e.g., fuel diversity, environmental protection,
energy efficiency, programs for low-income ratepayer assistance.
Thus, such benefits could be lost or “stranded” under a policy
change.
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Stranded costs - Stranded Costs are costs that the operator has
properly incurred and that the operator does not have a reasonable
opportunity to recover given the introduction of competition or
some other (unanticipated) policy change (eg. new environmental
regulations that shut down a generating facility). Stranded costs
are calculated as the difference between sunk costs (usually book
values) and the present value of expected operating earnings from
those sunk assets. Thus, stranded costs represent lost revenues or
reductions in asset values experienced by a regulated firm when
new policies alter a well-defined regulatory contract. The utility
will seek to recover those costs from remaining customers in the
new policy environment. See stranded assets

Structural separations- Structural surpluses - Quantity
supplies exceeds quantity demands because a minimum price has
been set above the equilibrium price.

Sub-metering — Re-metering and resale of purchased energy or
water by a utility customer through privately owned or rented
meters.
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Subscriber - A person who contracts for publicly available
telecommunications services.

Subsidy - A form of income re-distribution. This can be a direct
grant to a private person or company to assist that entity (as with
government payment to cover the charge for building a link that
allows a customer to access the network). Or, it can be provided
in the form of a reduced price for a regulated good or service. A
subsidy can be transparent or it may be hidden, or not well
understood. Often, those receiving subsidies are not low-income
citizens. A government subsidy may also be provided a supplier
to cover costs of servicing high cost rural customers. Or, a
uniform price to customers (regardless of the cost of service) will
involve a cross-subsidy.
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Subsidy-free pricing - Prices such that no consumer (or group of
consumers) could obtain service at a lower price from an
alternative supplier (or technology). On the other hand, if some
consumers pay more than the cost of the next best alternative,
then (if the supplier is earning normal economic profits) other
consumers are paying less than the total incremental cost of
serving them (ie. they are receiving an implicit subsidy).

Subsistence - The minimum income necessary for survival.

Substitutes - Goods or services that take the place or function of
another so that consumers can choose between these while
maintaining the same degree of satisfaction. When the cross-price
elasticity of demand has a value greater than 1, goods are
considered close substitutes.

Substitution - Buying one good or service in place of another.
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Sunk cost - A cost that has already been incurred and so cannot
be avoided by any strategy going forward.

Supply - The amount (or quantity) of a good that producers are
willing and to sell at a given price.

Supply curve - A diagram depicting the relation between price
and quantity supplied; i.e., for a product with increasing
opportunity costs, the higher the price, the greater the quantity
producers are willing to supply.

Supply curve, movements along - Changes in price causes
changes in the quantity supplied. This is to be distinguished from
shifts in the supply curve (due to changes in input prices, the
number of producers, or the production technology).

Supply shock - An unexpected change in supply beyond the
control of the company or economy, for example, due to an
unpredicted input price increases.
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Supply-side economics - The branch of economies concerned
with the productive potential of an economy and ways to increase
it.

Surcharge - An extra fee added to other charges.

Sustainable development - Development that can be supported
by the environment into the future by ensuring that resources are
not depleted or permanently damaged. Since sustainability
depends on technology and innovations change resource
constraints, defining the term with precision is quite difficult.

Switching - Can refer to a shift to another electrical circuit by
means of a switch or to customer’s choosing to receive service
from another company.

RUI ERN (N PIW

AalS LY 508 iy (53l SLaBY) £ 1 pall quila SLaB)
el Jan s S (Alaiaall )

AT agmy G Gilay oy 1 ALY an )

b Lgaed daal 53 () Al €y ) el 1) Niual) dpalil)

L jaai sl 2 ) sall ol 5 ade (e YA (e lld g Juiusal)
@355 Cl N o Lay g il o il dalainl) o Lay g (A4S
2 A8y mlhiad) 138 Jixe paad (8 )l sall e 3 gill s )

Al Gl

3l ) Jsaill imy of Sy bl 138 100a8a) ) Jagal
A A8 e dedll e J geanll



System benefits charge - A charge on a consumer’s bill from an
electric distribution company to pay for the costs of certain public
benefits such as low-income assistance and energy efficiency.

System user - Anyone supplying or receiving energy via a
transmission or distribution system.

Systematic risk - The risk that is common to an entire class of
assets. It cannot be diversified away, except to the extent that
another class of assets can be included in the portfolio. Risks
associated with events affecting individual firms (such as a fire
that destroys production facilities) are diversifiable. See Capital
Asset Pricing Model.

Tacit collusion - Implicit coordination of pricing or other
behavior that facilitates the exercise of market power (or
restriction of competition) by a group of firms. Unlike a
conspiracy, there areno secret meetings and no explicit
agreements. Coordination is achieved through announcements,
signals of intentions, or industry understandings regarding price
leadership.
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Takeover - Acquisition of another firm. When the purchase of a
controlling interest in a company goes against the wishes of its
Board of Directors, the action is called a hostile takeover.

Taking - Claiming property through government action without
just compensation. The determination of what is “fair and
reasonable” can be very contentious, as when deciding payments
for utility rights of way

Target return policy - Setting price to achieve the profit being
sought. This technique focuses on stabilizing returns, and can
involve strategic manipulation of accounting information.

Target standards - Technical characteristics of the product
(including service penetration and reliability levels) set by the
regulator. These objectives might be set in collaboration with
customers and suppliers to ensure that the incremental benefits
equal the incremental costs of compliance.
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Targeted marketing - Aiming solicitations at those who have
previously expressed an interest in the product being sold or who
meet certain criteria.

Targets - Goals, quantifiable objectives.

Tariff - A rate, charge or condition approved by regulatory
agency for a regulated utility; the term is also applied to
government taxes on imported goods.

Tariff rebalancing - Bringing prices in line with costs.
Historically, some customers might have been served below cost
or without making a contribution to covering shared fixed costs.
Other customer groups (or those consuming other products) might
have faced prices far in excess of the costs of serving them.
Rebalancing aims are reducing (or eliminating) such cross
subsidies.
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Tariff schedule - A detailed description of the rate design. Also,
a document specifying the lawful rates, rule and conditions for
supplying utility service to the public.

Tax effect on cash flow - The explicit calculation of after-tax
cash flows. Income taxes will (generally) reduce cash flows.
Normalization for accelerated depreciation can increase after-tax
cash flow unless the regulator adopts a policy to flow through the
tax savings to today’s customers.

Tax incidence - The burden of a tax.

Taxation - Process whereby the government collects funds
through a variety of mechanism including surcharges on
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transactions, duties on particular goods, payments based on e A s jiall o gu Gy 8 Ly LYY (e de giie Ae e
property values, or on corporate and personal incomes. o )
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Technical economies of scale - Lower costs per unit of output
explained by expansion of all factors of production. These are
labeled as “technical” because they are based on the underlying
production function rather than on changes in input prices or the
quality of inputs as scale increases. See decreasing average cost
and scale economies.

Technical efficiency - Producing a given quantity of output with
the minimum number of inputs. This term is distinguished from
production efficiency in that the latter takes input prices into
account and involves producing at least cost.

Technology transfer - The movement of innovative production
processes across jurisdictions or organizations. The use of new
technologies by multinational corporations in countries where
they have invested or are doing business.
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Telecommunications - Communicating by sending voice, data or
images over networks that might involve telephone lines,
satellites, and the radio spectrum. See telecommunications
network.

Telecommunications network - All technological elements
necessary to convey information signals by wire, radio, optical
fiber or other electromagnetic means.

Temporary disconnection - When telephone service is
discontinued but the subscriber is still considered a customer.

Tendering - Putting out a request for proposal to have an external
party provide needed services or equipment. The purpose is to
promote competition, thus reducing the input price. The process
can also involve the sale of assets or licenses by the party issuing
the announcement. Here, the objective is to maximize the sale
price or to achieve some other objective—such as expansion of
network services.
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Terminal - The point at which information enters or leaves a
communication network; also, a device that can send or receive
data.

Terminating operator - The firm receiving and completing calls
from another jurisdiction.

Termination and re-franchising - If the operator violates the
conditions of the license for the franchise, the oversight agency
can revoke the license and put it out on a competitive basis.

Theory of contestable markets - A theory that holds that
potential competition can have an impact on price similar to when
there are a large number of firms in the market. Even though one
or a few suppliers are currently in the market, market power is
constrained by the threat of entry—if entry barriers are, indeed,
low.
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Third-number calls - See third-party billing.

Third-party billing - Charging a call to a number other than the
one being called or the one from which the call is made

Third-party notification - A program that notifies a friend or
relative of a subscriber whose telephone bill is overdue.

Time accounts - Financial deposits that earn interest but that
require a period of notice prior to withdrawal.

Time deposits - A deposit of money with a bank or other
financial institution that requires notice before it can be
withdrawn.
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Time-of-use pricing - See time-of-use (TOU) rates. Ci g el J.lm\) Jaladiu) B g o pumaddl)
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Total costs - The cost for a given level of output, calculated by
adding total fixed costs and total variable costs.

Total revenue - Total income for a given level of output,
calculated as per unit price multiplied by quantity sold (for
products with a simple rate design. When multi-part pricing or
product bundling is used, the income from sales can depend on
the number of customers, monthly fees, and other factors.

Total revenue curve - A graph depicting total revenue earned
from the sale of the product as a function of different levels of
output

Touch-tone service - The type of service that allows full use of
touch-tone phones.

Tradable permit regulation - See tradable permits. In
establishing a tradable permit regime, an environmental agency
must determine the allowed level of emissions and whether
additional constraints might be applied to local areas with
particular circumstances. In addition, the sector regulator has to
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make decisions regarding the treatment of savings from the <l jall (e s 7 gansall (5 ghusal) 2aa3 ol Al leaa e A gl
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Trade union - An organization of workers formed to advance its
members' interests regarding wages, benefits, and working
conditions

Trademark - A brand or part of a brand legally reserved for the
exclusive use of the owner as maker or seller.

Trade-off - Equivalent to opportunity cost; a trade-off involves
giving up one thing in return for another.

Training: The process of imparting knowledge and skills through
a formal program that might involve lectures, exercises, and other
learning activities.

Transaction costs - All costs associated with buying and selling
a good or service. These costs include determining the quality of
the good and monitoring its performance characteristics.
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Transaction-oriented tariff - A fee for transmission of
electricity on the basis of entry point (source) of service and exit
point under a contract; also called point-to-point tariff.

Transactions demand - The need to have money on hand for
everyday purchases. For a firm needs working capital.

Transactions motive - The incentives for consumers to hold
sufficient funds for their likely purchases in the immediate future

Transfer earnings - The least amount required to keep a factor of
production in its current employment.

Transfer payments - Payments for which no good or service is
exchanged; e.g., pensions, lottery payments. See transfers.

Transfer pricing - A practice of internal charges between
branches of the same company adopted by multi-jurisdictional
firms (including multinationals) so that their accounting practices
result in reported high incomes and profits in those geographical
areas with low tax rates.
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Transformer - An electromagnetic device that allows changes to
the voltage level of alternating-current (AC) electricity.

Transit network - An intermediary network. In
telecommunications, the network through which a call passes that
is neither the originating nor the terminating network for the call.

Transit of electricity - Transmission of active energy from an
exporting to an importing systemthrough one or more
transmission systems.

Transit segment - The network segment from one digital main
switching unit (DMSU) to another; the cost includes conveyance costs
and the costs of the second DMSU.

Transit service - In telecommunications, a conveyance service
between two points of interconnection and thus a linking of two
networks that are not otherwise connected.
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Transition charge - A fee that customers who purchase
generation services from an alternative electric supplier pay to
their local utility for distribution services. This allows the utility
to recover its stranded costs and implementation costs with loss
of a portion of its generation business (when services were
formerly provided by a vertically integrated regulated utility).
Sometimes called a competitive transition charge.

Transition costs - See embedded costs exceeding market prices
and stranded costs.

Transition period - A number of years deemed adequate for
allowing a formerly regulated firm the opportunity to recover
stranded costs through the use of a transition charge.

Transmission - The transportation of electric energy in bulk from
a source or sources of supply to other systems or parts of a single
system.
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Transmission access - The ability of third parties to use
transmission facilities owned by others (wheeling utilities) to
deliver power.

Transmission reliability margin - Part of total transportation
capacity that is reserved to cover uncertainties. These
contingencies may be due to failures in transmission links or
unique weather situations.

Transmission-dependent utility - One that lacks its own
generation source and that relies on other utilities for its power
and transmission.

Transmitting utility (Transco) - An electric utility or
organization that owns or operates electric power transmission
facilities for the sale of wholesale electricity.
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Transnational corporations - Businesses operating in several
countries.

Transparency: Openness of the regulatory process: features of
regulatory transparency include clarity of regulatory roles,
responsibilities and objectives, predictability of decisions,
accountability, stakeholder participation and open access to (non-
strategic) information through documents placed in the public
domain. Such openness increases the legitimacy of regulatory
agencies and the public acceptance of decisions.

Transport - Ways of moving people and goods.

Transportation, gas - Transporting gas through pipelines.

Treasury bills - Short-term securities issued by the U.S.
government to money markets; these usually mature within three
months.

Trend - Long-term movement in a time series that indicates
direction and rate of change when allowance has been made for
other components.
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Trickle down - An economic theory stating that gains accruing to
those at the top of the income distribution flow down to include
the entire society in time. See supply-side economics.

TTY (text telephone) - A special telephone that lets people who
are deaf, hard of hearing, or speech-impaired communicate by
typing their messages.

Twisted pair - The two copper wires used in traditional telephone
wiring.

Two-part tariff - See multi-part tariff.

Tying contract - An arrangement that makes the sale of a good
by a producer conditional on the purchase of another good,
viewed by some as facilitating the achievement of production and
marketing economies. Others view such contracts as foreclosing
some markets and promoting the expansion of market power.
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Type | error - Rejection of a null hypothesis that is in fact true.
For example, rejecting a new pharmaceutical that would (in fact)
have had very beneficial effects in treating a medical condition.

Type Il error - Failure to reject a null hypothesis that is in fact
false. For example, not rejecting a new pharmaceutical that turns
out to have damaging side-effects for certain types of consumers.

Ultimate customers (consumers) - Those who purchase a good like
electricity for their own use rather than for resale.

Unbundled utility services - Disaggregating components of a
previously vertically integrated network. For example, separating
electricity service into its basic components (generation,
transmission, distribution, and retail) and offering each
component for sale. With separate charges for each component,
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Unbundling - See unbundled utility services. (38l ladd Juad )L.ﬁ) - il
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Underproduction - Production below the socially optimum level. Lelaial JiY1 (5 siwall (50 ZWY) N (B sl
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Unit cost - Average cost calculated by dividing total cost by
output.

Universal service - A policy of making a product accessible to all
citizens at affordable prices. This policy might use targeted
subsidies to achieve the stated objective.

Unlimited liability - Personal responsibility for business debts
incurred as a general partnership rather than under terms of
incorporation.

Unregulated charges or services - Infrastructure firms may
produce some products that are not subject to rules issued by
regulatory commissions. It becomes a matter of policy of how to
ring fence those products so that costs of producing those
products are not allocated to the regulated portions of the
business.

S o 28K Maa) Gandsy [ susne Z8ISH Jais s 15 o) A4ISS

R

Ol sall lalie ik Jrs o a8 Al jaoandl ALalal) dasdl
g sall ile Y Aulid) 038 22308 o (e Aiulia jlaads lasea
Adagioall [l 2 Y auean)

LS & 50 (6l oo Apadid A s e B gaall & 4 gpuall
Lemnnld S Caea il 4S50 Ll ol e 3 el A 5al)

(325350 Al g e 1) Aaaline 4S W jliie) (e Y

Al Syl i 38 aadall Aniald) pf claddd) gl )
okl gl e 3 jaluall cladasll gl Y Gladia dianl)
Ladae il oda ddala) 0 dubud lals oY) ey cllil
Al e Call<all sda Jaad Y uan Lealiil CallSs Juadl ol
ekl aass A4S Jleed e 6l 32l



Unregulated service - See unregulated charges or services

Urban development corporations - Organizations to improve
poor urban areas.

Used and Useful: A test used by regulators to evaluate the
justification for particular corporate investments, used for cost of
service and price cap regulation. The test checks whether a plant
or a piece of equipment is actually being utilized to provide
service, and that it is contributing to the provision of the service.
For example, if a company has excessive numbers of distribution
lines carrying electricity to a neighborhood, the regulatory
authority may disallow some of the investment because even
though the lines carry electricity (are “used”), they are not
needed, so they are not “useful.” See Prudency.
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Utility regulation - See regulation.

Valuation - The process of estimating the value of an activity or
asset. Book values utilize historical costs. Alternatively, one can
use market values to assess the value of an asset.

Value: The Worth or utility of a product or service. The market
value (of, say, a firm’s stock) would be determined by the forces
of supply and demand—where the price reflects expectations
about the timing, level, and risk of future cash flows. One can
also consider the value of a product or service consumed by
citizens in terms of their willingness to pay for that product or
service. The social value would incorporate additional benefits (or
costs) that are not reflected in the market price.

Value-added - The value of final goods minus the cost of buying
raw materials and intermediate goods.
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Value-added tax (VAT) - A tax on the difference between the aladl dad s oA e Ay jua rdBlaal) dadll o 4yl
value of goods sold and the cost of raw materials (and i . i . o
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Vertical integration - Ownership of all aspects of production,
sale, and delivery for a product or service (often as a result of
mergers of firms involved in different stages of production).
Electric utilities have been vertically integrated historically, with
a single firm owning assets and being responsible for generation,
transmission, and distribution systems, as well as for the metering
and billing activities (retail).

Vertical merger - The joining of firms that operate at different
stages of production.

Vertical Separation: Separating a firm that had been
characterized by vertical integration into several parts. For
example, public policy might separate electric generation,
transmission, and distribution functions of a utility into separate,
stand alone companies. On the practical side, if arestructuring
initiative is adopted (to un-bundle what was traditionally a
vertically integrated industry), policymakers generally try to
address the issue of how to deal with the lost economic values of
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company assets that are affected by the policy change. For
example some U.S. states have imposed competitive transition
charges to have consumers bear some of the burden of moving to
a new market structure and new regulatory framework
(sometimes labeled stranded costs). Revenues from these charges
are used to compensate companies for the diminished economic
value of their assets due to the restructuring initiative.

Vickery auction — An auction in which competing buyers submit
sealed bids. As usual, the highest bidder wins, but for a Vickery
auction, he or she pays the amount bid by the next highest bidder.
Named after a Nobel-winning economist who noted that bidders
can safely bid their top value, since (if they win) they will receive
a surplus that depends on the next highest bid. In bidding for a
contract, the winner is the company with the lowest costs (since
the bidders do not have to guess at what others are going to bid).
Thus, competing bidders reveal their true best price.
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Video dial tone - The ability to obtain pictures through a
telephone line.

Voltage reduction - Any intentional reduction of system voltage
by 3% or more to retain continuity of service of the bulk electric
power supply system; sometimes referred to as a “brownout.”

Volume discount - A lower charge for large quantities of a
product or service.

WACC: Weighted Average Cost of Capital. An average
representing the expected (incremental) return on all of a
company's securities. Each source of financial capital, such as
stocks, bonds, and other preferred stock, is assigned a required
rate of return. These (estimated) required rates of return are
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weighted in proportion to the share each source of capital
contributes to the company's overall capital structure (reflecting
current market values or the target capital structure). The resulting
rate is what the firm would use as a minimum hurdle rate
(required return) for evaluating a capital project or investment. In
a regulatory setting, the allowed rate of return would be based on
the WACC, sometimes modified to use book values for the
capital structure weights and/or the coupon rates of issued bonds
(instead of the current yield to maturity of the firm’s long term
bonds).

Wage rate - Amount of pay in a given time period, (e.g. per hour)

Wages - Payments for labor.

Wants and needs - Terms used to refer to the preferences of
consumers. Sometimes wants are viewed as “socially” influenced
while needs are characterized as more basic.
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Warranty - A promise to repair or replace a faulty product, sale ac Il S5 ccuna c_u.d Jlaiay kel 2 1 lakl)
usually in the form of a written contract. ) .

Wastewater - Includes domestic and institutional sewage, water t o 3all g A yiall aall Copall Jolis auall G pall slie
used by commercial and industrial operations, and ground water ) i i

infiltration. slaall i ) 5 cduclinall g 4y jladll Cililaell 8 deadioal) sliall

A gl

Wastewater treatment plant (WWTP) - A facility to treat urban s pall sl dallaal sLiia 1 auall i pall olia dallas ddasa
wastewater and runoff collected by the sewer system. o
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Water treatment plant (WTP) - A facility to make water Al g dualic sbaall Jaan (paidd sliia roluall dallaas ddasa

potable or safe for drinking.
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Wealth - All assets capable of earning income, whether human or
material.

Wealth effects - The psychological changes experienced and
their behavioral expression with a perceived increase in welfare
or income.

Weatherization - Measures used to reduce energy consumption
by preventing heat gains or losses; e.g., insulation and the like.
Sometimes, utilities are given special incentives to promote such
conservation activities, under the view that consumers may under-
estimate the benefits from such activity.

Weekend rates - See night/weekend rates.

Welfare economics - That field of economics that addresses the
optimal use of resources, where preferences and the income
distribution might be taken as given. Sometimes highly stylized
models are used to derive conditions for optimality. For policy
analysis, approximations are made so conclusions are based on
rough estimates of alternative scenarios.
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Welfare loss - Failure to achieve maximum social utility because
marginal social benefit differs from the marginal social cost. Such
inefficiencies can stem from over-production or underproduction,
and may reflect market failures (such as externalities or public
goods), or market imperfections (due to consumer
misinformation, or the exercise of market power).

Welfare loss triangle - An area on a graph showing the extent of
allocative efficiency.

Wheeling - Transmission of electricity by a company that does
not own or directly use the power it is transmitting. Wholesale
wheeling is the term used when there are bulk transactions in the
wholesale market. This word is often used as a synonym for
transmission. Retail wheeling allows power producers direct
access to retail customers.
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Wheeling service - A contracted service to allow a system to
transmit power by using another system’s facilities in exchange
for a payment of a wheeling charge.

Wholesale energy competition - Giving an energy distributor the
option to buy power from a variety of producers, while the
producers compete to sell their power to a large number of
distribution utilities.

Wholesale energy customers - Any organization able (or
allowed by law) to purchase or sell electricity without
undertaking transmission, generation or distribution functions.

Wholesale power market - Purchase of electricity from
generators for the purpose of reselling it to others, who then sell
to retail customers. Also, the ancillary services needed to
maintain reliability and power quality at the transmission level.
See wholesale energy competition.
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Wholesale transmission services - Transmission of electric
energy to be sold in wholesale markets.

Wind energy/wind generation - Using wind-powered turbines to
generate electricity.

Wireless network - A telecommunications network that transmits
messages to and from equipment that is not directly connected to
any wiring. Alternatively, the term might refer to a network that
has some fiber-optic interconnections, but whose customers have
access to mobile wireless service.

Wires charge (energy) - Charges levied on power suppliers or
their customers for the use of transmission or distribution wires.

daldal) 82 g 5 48 o8 gl e Jalaadl da 5O sailiad) chleaadl) SIS

(ileal A3 il ).L'.si) Jal) (s g e

) sl (8 Lgmal A4S k) i dlaadly 48Ual) J&5 cilead
Alaad)

Aalall iy ) il aladil 1zl sl gl ad gzl ddl
LS 2l 7 ) dala

e Galara (pe Jila s Y La) A<k Aasludl) ASuEd)
LS cchlasall ells ) il 1) Jis5 LS Ml (51 5 puilae ddagi ya
leie ) 3ol Jag 5 4S8 e AVl Liayl llaiadll 138 podiny
sl Caled) e daxall sl WeSae (S5 el poay S

G355 (e Jland ) o a2 (48U Jlaa (B) D) 2 ga
s s ) aladiu) Qe agidles 5l A8



Wiring, telephone - The connection between the customer’s
telephone and the phone company’s lines that conveys calls.

World Trade Organization (WTO) - Created in 1995 to replace
the General Agreement on Tariffs and Trades (GATT) dating
from 1947. The WTO is concerned with the global rules for trade
between nations.

X-axis - The horizontal axis on a graph.

X-factor - A productivity adjustment in a price cap formula, used
to adjust price in line with a firm’s expected productivity
improvements. Determining the appropriate X-factor can be
highly contentious, since it affects the time path of prices—which
determines cash flows to the firm and benefits received by
customers. See price cap regulation.

X-inefficiency - Also labeled “organizational slack”, reflecting
the use of inappropriate incentives within an organization. Failure
to produce on the lowest possible average and marginal cost
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curves (resources are not being used as efficiently as possible).  ay mllaiaall 138 5 s gall Jala LSl e 38 sall Jleatiad
Such inefficiencies are most likely when there is insufficient e L T
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Yardstick regulation - When utility suppliers do not face direct Ol aa) o Y Ladie 1daudidl) juleal) (b s alaiil)
competition, regulators can put pressure on those firms by basing ) . X N .
their prices on the cost performance of comparable firms. This Al e kb goia i g o gapdaion (pealaiall (8 63 jdlie Audlic

technique provides companies with strong incentives to cut costs,

and dampens the effect of information asymmetries between (el Ablaall Sl o} Al (sl Sl Lo ol panty S )
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Y-axis - The vertical axis on a graph. ol sl (A el ) adl) zgalall | gaall
Yield - Income as a percentage of price; e.g., a security’s yield 28 ¢l e 4 g At druay ale e JAAI s 1399 jad)

would be its annual income as a percentage of the current price of . LR X
the security. Aie  yma sz-\u\j\ L@J';.J g A_ALJ\ L.S\JJY‘ A9 S d’..u.\.u



AL (3151l Al el (e e s dsaa

Zero sum game - One that exactly balances gains by one player an) & L 65 Al 3Ll rg Al £ ganall ) jlie
with losses by other players. The term could be used to . o ‘ i

characterize a situation where the regulatory rule does not create ek O (Sars cr A Y Gne U iluad Lolai 4, slhuse (e SN
new cost savings or improve customer valuations of the product. ... . .. o i . )
Rather, the rule (or pricing decision) only redistributes the Bacdl] Bl (535 Y Lo @iy (oall qudagl) s ol bl an
existing net benefits between the producer and consumers. One 311 Jiaall ay g, 8 pand o A6KED 8 aida yid o3, ) doaatasill
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	Self-Generation Facility: A facility that serves a particular retail customer’s needs, generally located on the customer’s premises. The facility itself may be owned directly by the customer or by a third party contracted to provide the energy for some or all of the customer’s needs.
	Independent Service Provider: Firms providing telecom services over fixed or mobile networks that they neither own nor operate.
	Independent Power Producer (IPP): Any owner/operator of facilities for independent power production.

