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IV. Revenue Decoupling

Table 5 (continued)
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Innovative Regulation: A Survey of Remedies for Regulatory Lag

Table 6: Recent LRAM Precedents

Currently
State Company Services Effective Case Reference Name of Mechanism
Docket 07A4-420 E.
CO  |Public Service of Colorado Electric Tes Decision C08-560
CT Connecticut Natural Gas Gas Yes Docket No. 93-02-04 Conservation Adjustment Mechanism (CAM)
CT Southemn Connecticut Gas Gas Yes Docket No. 93-03-09 Conservation Adjustment Mechanism (CAM)
N Duke Energy Indiana (PSI) Electric Yes Cause No. 43374
N Indiana-Michigan Power Electric Yes Cause 43827
KY |Delta Natural Gas Gas Tes Docket No. 2008-00062 Conservation/Efficiency Program Cost Recovery
KY |Louisville Gas & Electric Electtic & Gas Yes Order No. 199300150-05101993 |Demand-Side Management Cost Recovery Mechanism
KY |Kentucky Utilities Electric Yes Order No. 200000459-051101
KY  |Duke Energy Kentucky Electric Yes Docket No. 95-321
MA  |Berkshire Gas/Energy East Gas Tes D.P.U. 91-154 Local Distribution Adjustment Clause (LDAC)
WM& |Fitchburg Gas and Electric Light/Uniti Gas Yes D.P.U. 98-51
MA  |NSTAR Electric Electric Yes DP.U. 10-06 Energy Efficiency Charge:
DP.U. 9193
MA  [NSTAR Gas Gas Yes DPU. 92-116
M4  |New England Gas Company Gas Tes DPU. 02-36 Local Distribution Adjustment Clause (LDAC
Docket No. D2004.6.90; Interim
MT  |Northwestern Energy Electric No Order No. 6574
NC  [Duke Energy Carolinas Electric Yes Docket No. E-7, Sub 831
Progress Energy Carolinas (Carolina
NC  |Power & Light) Electric Yes Docket No. E-2, Sub 931
NV [NevadaEnergy Electric Yes Docket 09-07016
Duke Energy Ohio (Cincinnati Gas &
OH  |Electric) Electric Yes Docket No. 06-0091-EL-UNC  |Called Energy Efficiency Cost Recovery Rider
Cause No. 200900146
OK  |Empire District Electric Electric Tes Order 571326 Demand-3ide Management Cost Recovery Mechanism
Cause No. 200800059
OK  |Oklahoma Gas & Electric Electric Yes Order 556179 Class Lost Revenue Factor included in the Demand Program Rider
Cause No. 200800144
OK  |Public Service of Oklahoma Electric Yes Order 564437 Demand-Side Management Cost Recovery Mechanism
ON  |Union Gas Gas Tes EB-2007-0606 Lost Revenue Adjustment Mechanisrr
ON |Enbridge Gas Distributior. Gas Yes EB-2007-0615 Lost Revenue Adjustment Mechanisr
ON  |Toronto Hydro-Electric Electric Yes EB-2007-0096 Lost Revenue Adjustment Mechanism
OR  |Avista Utilities Gas Tes Order 93-1881
Docket No. 2008-251-E
S3C  |Progress Energy Carolinas Electric Yes Order 2009-373 Demand-3ide Management Cost Recovery Mechanism
Docket No. 2009-226-E
SC  |Duke Energy Carolinas Electric Yes Order No. 2010-79
WY  |Montana-Dakota Utilities Electric Yes Docket No. 20004-65-ET-06

Edison Electric Institute

23



IV. Revenue Decoupling

Figure 5: Current LRAMs by State

Gas

C. Fixed Variable Pricing

Fixed variable pricing is an approach to the design of base rates that increases the proportion of fixed costs
(costs that do not vary in the short run with system use) which is recovered through fixed charges (charges
that do not vary with the sales volume or peak demand). A straight fixed variable (“SFV”) rate design
recovers all fixed costs through fixed charges. A rate design that recovers a substantial but more limited
share of fixed costs through fixed charges is sometimes called modified fixed variable (“MFV”) pricing.
Most approved fixed variable rate designs implemented to date have involved the same fixed charge for all
customers in a service class. However, “sliding scale” rate designs have been developed which assign lower
fixed charges to customers who have historically had low volumes.

SFV pricing has been used on a large scale by the Federal Energy Regulatory Commission (“FERC”) since
the early 1990s to regulate natural gas pipelines. Precedents for fixed variable pricing in retail ratemaking
are shown in Figure 6 and Table 7. It can be seen that fixed variable retail pricing has to date been more
common for gas utilities than for electric utilities. Ohio is noteworthy for having recently switched from the
true up approach to decoupling to fixed variable pricing. In addition to the precedents listed here, several
states have in recent years made sizable steps in the direction of fixed variable pricing by redesigning rates
for small volume customers to raise customer charges and lower volumetric charges substantially. Fixed
charges are generally much higher for investor-owned utilities in Canada than in the United States.

24  Edison Electric Institute



Innovative Regulation: A Survey of Remedies for Regulatory Lag

Most fixed variable rate designs feature uniform fixed charges within service classes, but utilities in at least
three states (Florida, Georgia, and Oklahoma) have fixed charges that vary in some rough fashion with

delivery volumes.
Figure 6: Fixed Variable Pricing Precedents by State
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IV. Revenue Decoupling

Table 7: Fixed Variable Retail Pricing Precedents

Jurisdiction Company Name Services Years in Place Case Reference
CT Connecticut Light & Power Electric 2007-open Docket 07-07-01
FL Peoples Gas Gas 2009-open Docket 080318-GU
GA Altanta Gas Light Gas 1998-open Docket No. 8390-U
IL Ameren CILCO Gas 2008-2012 Case 07-0588
IL Ameren CIPS Gas 2008-2012 Case 07-0589
IL Ameren IP Gas 2008-2012 Case 07-0590
IL Nicor Gas Gas 2009-open Docket No. 08-0363
MO Atmos Energy Gas 2007-2010 Case GR-2006-0387
MO Atmos Energy Gas 2010-open Case No. GR-2010-0192
MO Empire District Gas Gas 2010-open Case GR-2009-0434
MO Missouri Gas Energy Gas 2007-open Case GR-2006-0422
MO Laclede Gas Gas 2002-open Case GR-2002-356

Occurred over period
MS Mississippi Power Electric of years No specific case
ND Xcel Energy Gas 2005-open Case PU-04-578
OH Duke Energy Ohio (CG&E) Gas 2008-open Case 07-590-GA-ALT
OH Dominion East Ohio Gas 2008-2010 Case 07-830-GA-ALT
OH Columbia Gas Gas 2008-open Case 08-0072-GA-AIR
OH Vectren Energy Delivery of Ohio Gas 2009-open Case 07-1080-GA-AIR
Cause Nos. PUD 2004-00610,

PUD 201000048, PUD

OK Oklahoma Natural Gas Gas 2004-open 200900110
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V. Formula Rates

A formula rate plan (“FRP”) is essentially a wide-scope tracker mechanism that is designed to help a utility’s
revenue track its pro forma cost of service. When a company’s revenue and cost are not in balance, its
realized ROE deviates from the target set by regulators, and earnings surpluses or deficits occur. FRPs have
earnings true up mechanisms that adjust rates so as to reduce or eliminate such earnings variances.

The earnings true up mechanism in an FRP calculates the revenue adjustment necessary to reduce or
eliminate earnings variances. Some compare the earned ROE to the target (a/k/a benchmark) ROE, and then
calculate the rate adjustment needed to reduce the ROE variance. Another approach is to adjust rates for the
difference between revenue and a pro forma cost of service that is calculated using the ROE target. Both
approaches typically add interest to the revenue adjustment. Earnings true up mechanisms in FRPs
commonly move the ROE all, or almost all, of the way to its regulated target. This is an important
distinction between an FRP earnings true up mechanism and the earnings sharing mechanisms found in some
multiyear rate and revenue caps.

The earnings impacts of certain business conditions are typically handled outside of the FRP. The excluded
business conditions are often addressed by separate trackers. Ultilities operating under FRPs must
occasionally make major plant additions. Budgets for major plant additions are generally determined outside
the FRP mechanism through, for example, hearings on certificates of public convenience and necessity.
Mechanisms are sometimes added to an FRP to encourage better operating performance in targeted areas.
An example is an index-based limit on the escalation of O&M expenses.

The FERC accounts for the lion’s share of FRP precedents today, as it has in the past. Formula rates have
been used at the FERC and its predecessor, the Federal Power Commission, to regulate interstate services of
gas and electric utilities since at least 1950. Use of FRPs by the FERC was encouraged in the 1970s and
early 1980s by rapid input price inflation. Despite slower inflation in recent years, the FERC’s use of
formula rates has rebounded in the power transmission industry, encouraged by national policies that
promote transmission investment.

Precedents for retail formula rates, which recover costs of generation and/or distribution, are shown in Table
8 and Figure 7. It can be seen that formula rate plans for refail utility services are operative today in the
Southeast and Southern Plains states. Alabama was an early innovator, approving “Rate Stabilization and
Equalization” plans for Alabama Power and Alabama Gas in the early 1980s. Formula rates are,
additionally, now used to regulate electric utilities in Mississippi, some gas and electric utilities in Louisiana,
and some gas utilities in Oklahoma, Texas, and South Carolina. Utilities in some additional states have
formula rate plans to recover their transmission costs from retail customers.
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V. Formula Rates

Table 8: Retail Formula Rate Plan Precedents

Jurisdiction Company Name Services Plan Name Plan Term Case Reference
Rate Stabilization &
Bundled Power | Equalization Factor (Rate Dockets No. 18117 and 18416 (October
AL Alabama Power Service RSE) 2006-open 2005)
Rate Stabilization &
Bundled Power | Equalization Factor (Rate Dockets No. 18117 and 18416 (March
AL Alabama Power Service RSE) 2002-2006 2002)
Rate Stabilization &
Bundled Power | Equalization Factor (Rate Dockets No. 18117 and 18416 (March
AL Alabama Power Service RSE) 1998-2002 1998)
Rate Stabilization &
Bundled Power | Equalization Factor (Rate Dockets No. 18117 and 18416 (March
AL Alabama Power Service RSE) 1990-1998 1990)
Rate Stabilization &
Bundled Power | Equalization Factor (Rate Dockets No. 18117 and 18416 (June
AL Alabama Power Service RSE) 1985-1990 1985)
Rate Stabilization &
Bundled Power | Equalization Factor (Rate Dockets No. 18117 and 18416 (November
AT, Alabama Power Service RSE) 1982-1985 1982)
Rate Stabilization &
Equalization Factor (Rate Dockets No. 18406 and 18328 (December
AL Alabama Gas Gas R3E) 2008-2014 2007)
Rate Stabilization &
Equalization Factor (Rate Dockets No. 18046 and 18328 (June
AL Alabama Gas Gas RSE) 2002-2007 2002)
Rate Stabilization &
Equalization Factor (Rate Dockets No. 18046 and 18328 (October
AL Alabama Gas Gas R3E) 1996-2001 1996)
Rate Stabilization &
Equalization Factor (Rate Dockets No. 18046 and 18328 (December
AL Alabama Gas Gas RSE) 1991-1994 1990)
Rate Stabilization &
Equalization Factor (Rate Dockets No. 18046 and 18328
AT Alabama Gas Gas RSE) 1987-1990 (September 1987)
Rate Stabilization &
Equalization Factor (Rate Dockets No. 18046 and 18328 (May
AL Alabama Gas Gas R3E) 1985-1987 1985)
Rate Stabilization &
Equalization Factor (Rate Dockets No. 18046 and 18328 (January
AL Alabama Gas Gas R3E) 1983-1985 1983)
Rate Stabilization &
Equalization Factor (Rate
AL Mobile Gas Service Gas RSE) 2009-2013 Docket 28101 (Decemnber 2009)
Rate Stabilization &
Equalization Factor (Rate
AT, Mobile Gas Service Gas RSE) 2005-2009 Docket 28101 (June 2005)
Rate Stabilization &
Equalization Factor (Rate
AL Mobile Gas Service Gas RSE) 2001-2005 Docket 28101 (June 2002)
LA Atmos Energy - Louisiana Gas Service Gas Rate Stabilization Plan 2006-open Docket No. U-21484 (May 2006)
LA Atmos Energy - Louisiana Gas Service Gas Rate Stabilization Plan 2001-2003 Docket No. U-21484 (January 2001)
Docket No. U-28814 and U-28588 and U-
LA Atmos Energy - Trans Louisiana Gas Gas Rate Stabilization Plan 2006-open 28587(May 2006)
LA Entergy New Orleans Electric and Gas Formula Rate Plan 2010-2012 Docket No. UD-08-03 (April 2009)
LA Entergy New Orleans Electric only Formula Rate Plan 2004-2006 Docket No. UD-01-04 (May 2003)
Bundled Power |Formula Rate Plan 5 (FRP-
MS Entergy Mississippi Service 5) 2010-open Docket No. 2009-UN-388 (March 2010)
Bundled Power Performance Evaluation Docket No. 2003-UN-0898 (MNovember
M3 Mississippi Power Service Plan - 5 PEP-5) 2010-open 2009)
Bundled Power | Performance Evaluation
MS 1 ppi Power Service Plan - 4A (PEP- 44) 2009 Docket No. 06-UN-0511 (January 2009)
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Table 8 (continued)

Jurisdiction Company Name Services Plan Name Plan Term Case Reference
Bundled Power | Performance Evaluation
M3 Mississippi Power Service Plan - 4 (PEP4) 2004-2009 Docket No. 03-UN-0898 (May 2004)
Bundled Power | Performance Evaluation
MS Mississippi Power Service Plan - 3 (PEP-3) 2002-2004 Docket No. 01-UN-0826 (October 2002)
Bundled Power | Performance Evaluation Docket No. 01-UN-0548 (December
M3 Mississippi Power Service Plan - 2A (PEP-24) 2001-2002 2001)
Bundled Power | Performance Evaluation
M3 Mississippi Power Service Plan - 2 (PEP-2) 1994-2001 Docket 93-UA-0302 (January 1994)
Bundled Power | Performance Evaluation
M3 Mississippi Power Service Plan - 1A (PEP-14) 1992-1993 Docket 92-UN-0059 (July 1992)
Bundled Power | Performance Evaluation Docket No. 90-UN-0287 (December
M3 Mississippi Power Service Plan - 1 (PEP-1) 1991-1992 1990)
Bundled Power | Performance Evaluation
M3 Mississippi Power Service Plan 1986-1990 Docket No. U-4761 (August 1986)
Performance Based
OK Centerpoint Energy Arkla Gas Rate of Change Plan 2010-open Docket No. 201000030 (July 2010)
Performance Based
OK. Centerpoint Energy Arkla Gas Rate of Change Plan 2008-2010 Docket No. 200800062 (July 2008)
Performance Based
OK Centerpoint Energy Arkla Gas Rate of Change Plan 2004-2008 Docket No. 200400187 (November 2004)
Performance Based
OK Oklahoma Natural Gas Gas Rate of Change Plan 2009-2013 Docket No. 200800348 (April 2009)
Docket No. 2005-125-G (September
3C Piedmont Gas Gas 2005-present 2005)
sC South Carolina Electric and Gas Gas 2005-present Docket No. 2005-113-G (October 2005)
Cost of Service Adjustmentf
TX Centerpoint Energy-Texas Coast Division Gas Clause 2008-open Gas Utility Docket 9791 (October 2008)
2008 - conclusion of rate | Various Resolutions/Ordinances across
case to be filedonor | cities in service territory, including City of
TX Atmos Energy-Mid Texas Division Gas Rate Review Mechanism before June 1, 2013 Fort Worth Ordinance 17989-02-2008
2009 - conclusion of rate
case to be filed on or ‘Various Resolutions/Ordinances across
TX Atmos Energy West T exas Division Gas Rate Review Mechanism before June 1, 2013 cities in service territory
Various Resolutions/Ordinances in servicq
Cost of Service Adjustment] territory and Gas Utility Docket 9839
TX Texas Gas Service - North Service Area Gas Tariff 2009-open (April 2009)
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V. Formula Rates

Figure 7: Current Retail Formula Rate Precedents by State

Gas

30 Edison Electric Institute




Innovative Regulation: A Survey of Remedies for Regulatory Lag

VI. Forward Test Years

General rate cases involve test years in which revenue requirements and billing determinants are jointly
considered in fashioning new rates. A historical test year ends before the rate case is filed. A forward (a/k/a
forecasted) test year (“FTY”) is a twelve month period that begins after the rate case is filed. The test year
typically begins about the time that the rate case is expected to end.

Historical test years are chronically uncompensatory when cost has a tendency to grow more rapidly than
billing determinants. Annual rate cases can alleviate but not eliminate underearning. Where historical test
years are used in rate cases there are thus added advantages from implementing other innovations discussed
in this paper, such as capex trackers, multiyear rate and revenue caps, and/or some form of revenue
decoupling.

Forward test years were adopted in many jurisdictions during the 1970s and 1980s when rapid input price
inflation and major plant additions coincided with slower growth in average use. Commissions in several
additional states have recently moved in the direction of forward test years. Many of these states are in the
West, where comparatively rapid economic growth has required more rapid buildout of utility infrastructure.

Current state policies concerning test years are summarized in Figure 8 and Table 9. The ranks of U.S.
jurisdictions that use alternatives to historical test years have swollen and now encompass well over half of
the total. The “other” category in Figure 8 includes states that use FTYs for some utilities and historical test
years for others (e.g. Illinois), states that are transitioning towards forward test years (e.g. New Mexico and
Utah), states that use hybrid test years with some but not all months forecasted (e.g. Pennsylvania and
Idaho), and states that have used FTYs in the past but don’t currently use them (e.g. Delaware).
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VI. Forward Test Years

Figure 8: Test Year Policy by State
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Table 9: Test Year Approaches of U.S. Jurisdictions
Forward (15)

State

Notes

Alabama
California
Connecticut
FERC
Florida
Georgia
Hawvaii
Maine
Michigan
Minnesota

Newy York
Oregon
Rhode Island
Tennessee
Wisconsin

Utilities operate under forward-looking formula rate plans

Cost is based on a historical test year that is escalated to a future rate year
Rate cases use forward test years while formula rate plans tend to use HTYs

Cost is based on a historical test year that is escalated to a future rate year

Cost is based on a historical test year that is escalated to a future rate year

Hybrid (4)

State

Notes

Arkansas
Ohio

New Jersey
Pennsylvania

TransitionaINarying (14)

Utility Name

Notes

Colorado

District of Columbia
Delaware

Idaho

lllinois

Kentucky
Louisiana
Maryland

Mississippi
Missouri

New Mexico

North Dakota

Public Service of Colorado can file FTY evidence. No FTY rates have yet been approved but the
most recent case made extraordinary HTY adjustments.
PEPCO has filed rate cases using both hybrid and historical test years recently

Before restructuring FTY filings were common, but companies have used HTY in recent filings

Utilities use various test years including FTYs
Utilities use various test years including FTYs
Cleco Power frequently uses hybrid test years. Entergy New Orleans recently had a hybrid test
year approved via settlement
Baltimore Gas & Electric tends to file hybrid test years while other utilities tend to file historical test
years
One electric utility operates under a forward-looking formula rate plan
Utilities have the option to file hybrid year forecasts that are trued up during the course of the
proceeding
A recently passed law allows for use of FTY, but no rate increase based on FTY evidence has yet
been approved

Utilities use various test years including FTYs

Utah Testyear selection is part of the rate case and can be contested. Several recent rate cases have
used FTYs
Whyoming Rocky Mountain Power has recently had FTYs approved
Historical {19)
Utility Name Notes
Alaska
Arizona
Indiana
lowa
Kansas
Massachusetts
Montana
Nebraska Nebraska has no electric IOUs in its jurisdiction. Gas companies are legally authorized to use
FTYs but commonly use HTYs.
Nevada

New Hampshire
North Carolina
Oklahoma
South Carolina
South Dakota
Texas

Vermont
Virginia
Washington
West Virginia
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VII. Conclusions

Regulation of North American energy utilities is evolving to address the problem of regulatory lag.
Innovations are occurring, and some older variants on traditional regulation are again finding favor.
Approaches detailed in this report are sometimes used in combination. A capex tracker for AMI may, for
example, be combined with a forward test year or a multiyear rate or revenue cap.

The variety of approaches that have been established reflects the varied circumstances of individual utilities.
Some are vertically integrated, while others are more specialized power distributors. Investment needs and
trends in average use vary greatly. No single approach is right for every situation. The availability of
multiple remedies for the underlying problems increases the chance that an approach has already been tried
that fits the situation of almost any electric utility. Numerous precedents for an approach should raise
confidence that it makes good sense under fairly common circumstances.

Taken together, the many innovations described in this survey can encourage utilities to make smart
investments, reduce long run costs, and improve service quality without rate shock or unnecessarily frequent
rate cases. Utilities can be encouraged to promote energy efficiency and peak load management
aggressively. Stakeholders to regulation across America should give priority attention to these options and
consider which combination of remedies to regulatory lag works best in their situation.
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