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Table 8 (continued)
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V. Formula Rates

Figure 7: Current Retail Formula Rate Precedents by State

Gas
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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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