Docket No. DG 21-130
Exhibit 12A

Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty
DG 21-130
Winter 2021/2022 Cost of Gas and Summer 2022 Cost of Gas
Energy Technical Session Data Requests - Set 1
Date Request Received: 10/15/21
Request No. Energy TS 1-1

Date of Response: 10/21/21
Respondent: David Simek

REQUEST:
Reference: Liberty response to Energy DR Set 1-1, References included therein, Dkt. DG
21-105 Settlement Agreement (Exhibit 49 in that docket); Order No. 26,505 (approving
settlement agreement, inter alia)
a. Please explain and provide supporting documentation for Liberty’s assertion in its
objection to the OCA’s Motion in Limine, that the Settlement Agreement determined that
the decoupling error was “not intended”, i.e. not the result of intentional inquiry/review,
and was “incorrect,” i.e. wrong or error during the time periods in which it occurred.
Support should include, but not be limited to, approved “compliant” tariff pages from
Tariff No. 9 as filed in Dkt. No. DG 17-068 and Dkt. No. DG 19-145. Scope of this
review shall include the Revenue Decoupling Adjustment Factor (RDAF) formula, inputs
and application, including but not limited to the “Actual Base Revenue per Customer”
a/k/a “Actual Revenue” formula and calculation, and the “Benchmark Base Revenue per
Customer” a/k/a “allowed revenue” or “allowed revenue per customer” or “RPC”
calculation.
For all future questions, please treat “Actual Base Revenue per Customer” (ABRC) and “
Benchmark Base Revenue per Customer (BBRC) as inclusive of the “a/k/a terms” By “a/k/a”
or “equivalent” Energy does not suggest the definitions are identical, merely that these terms
occupy the same place/function in the RDAF calculation)
b. Please explain, with supporting documentation, why Liberty did not interpret the BBRC
calculation in a manner consistent with the “ABRC” calculation, i.e. was the source of
the alleged “mismatch” a formula, a Liberty input, a Company inference, or something
else? Liberty’s response should include an explanation of why it did not insist on
matching the ABRC and the BBRC with regard to either consistently using a discounted
R-4 figure or using an R-4 figure that included the customer payment and the GAP credit
making the company whole, i.e. providing revenue equivalent to the R3 rate. Please
identify the date that Liberty first determined the alleged error was “error,” and the
subsequent steps Liberty took to correct that error. Please include a date for each step
and identify PUC Staff, OCA Staff, or Energy Staff contact, if any. Please provide the
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same information with regard to Dkt. No. 19-145 and when Liberty first considered
presenting two scenarios.
c. Please explain why using the R3 rate in the RDAF to compute ABRC and BBRC does
not, in Liberty’s view, result in the Company “doubly recovering” the GAP
reimbursement for R-4 customers.
d. With reference to the Dkt. No. DG 20-105 rate case and prospectively changing the
decoupling formula to avoid allegedly improper refunds in the future, please create a
“step by step” explanation showing the prospective change the parties described in the
Settlement Agreement, any reference to that change in the Order approving the
Settlement Agreement, and the wording in the DG 20-105 revised tariff pages that
describe the changed decoupling formula.
e. Does Liberty consider the tariff language in place at this time “ambiguous,” why or why
not?
f. Please indicate if the tariff pages in place at this time have been found “compliant” by the
PUC.
RESPONSE:
a. The “decoupling error,” as so described, was “not intended” because it came about as the
inadvertent result of a good faith review, discussion and collaboration between the parties
in Dkt. No. DG-17-048, establishing the tariff provisions for the Revenue Decoupling
Mechanism, and in the first cost of gas (“COG”) proceeding following the
implementation of revenue decoupling in Dkt. No. DG 19-145.
The overarching intent of all stakeholders involved throughout the course of the DG 17048 rate case and the 2019 COG proceeding was that the Revenue Decoupling
Mechanism would: (1) allow the Company to continue to provide low-income customers
with a discounted distribution rate; and (2) assure that the Company would be properly
reimbursed for the discount provided, no less and no more. To the Company’s
knowledge, there was no intent by any participant to deprive the Company of the ability
to recover the revenues associated with providing the low-income discount to R-4
customers. Certainly, the Company did not agree, contemplate, or suppose that it had lost
the right to be compensated for the low-income discount provided. To the contrary, the
common understanding was that the Revenue Decoupling Mechanism and RLIAP/GAP
mechanisms were working as intended.
The language of the decoupling tariff approved in the Dkt. No. DG 17-048 proceeding is
clear with respect to the role and computation of actual revenues collected from
customers. It was not clear as to whether the “Benchmark Base Revenues per
Customers” targets for the R-4 rate class should be discounted to assure that R-4
customers received the low-income discount.
The mismatch that occurred between the discounted revenue targets and the computation
of actual revenues was not intended and was not the result of intentional inquiry and/or
review by the Company, any party, or the Commission. Ultimately, the mismatch caused
the refund of revenues to customers, in error. The Company identified the existence of a
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potential issue in its initial filing in the 2019/2020 Cost of Gas proceeding, Dkt. No. DG
19-145, and presented two alternative computations with differing outcomes (i.e., one
alternative that showed that R-4 rate class target revenues and actual revenues were
relatively closely aligned and one alternative that showed a relatively large overcollection). Working with Staff and OCA, the ambiguity as to the appropriate
implementation of the tariff terms led to the re-filing of revised computations by the
Company indicating the propriety of a refund of approximately $2 million as an overcollection between the allowed revenue target and the actual revenues collected for the R4 rate class, among other reconciliations.
The 2018 Tariff was valid and correct by its plain terms. The inadvertent error arose in its
implementation.
For support, please see the table provided as part of the response to Energy TS 1-2,
showing the sequence and specific transitions for language affecting the computation of
the Benchmark Base Revenue per Customer.
b. Please refer to the table provided in response to Energy TS 1-2. In the Company’s
original tariff filing in Dkt. No. DG 17-048, the Company’s proposed tariff set the
Benchmark Base Revenue per Customer on the basis of “Customer Class Groups.” By
doing this, the R-3 and R-4 rate classes were aggregated into a single group and the
associated revenue targets (benchmarks) were set on a non-discounted basis (i.e., where
R-3 and R-4 are treated the same, there is no discount).
Also, when the Company submitted its first COG filing following the implementation of
the Revenue Decoupling Mechanism, it recognized that a relatively big refund was
calculated using the approved tariff language. Therefore, the Company included an
alternative computation in that filing that adhered more closely to the originally filed
tariff in the rate case, Dkt. No. DG 17-048 for illustration, and which did not produce
such a relatively large refund. As a result of discussions among the parties, the Company
revised its initial filing to adopt the method that followed the approved tariff language,
and that required a larger refund to customers. Questions about the tariff operation were
left to a later proceeding.
The issue turns on whether the Benchmark Base Revenue per Customer is computed
using the discount. In the approved Revenue Decoupling Mechanism tariff provisions,
the Benchmark Base Revenue per Customer is established “for a given Customer Class.”
“Customer Class” is defined as “the group of all customers taking service pursuant to the
same Rate Schedule.” This provision separated the R-3 rate class from the R-4 rate class.
The R-3 rate class and R-4 rate class do not take service “pursuant to the same Rate
Schedule.” Where the R-3 rate class is separated from the R-4 rate class for revenue
reconciliation purposes, the discounted rate would apply to the Benchmark Base Revenue
per Customer for the R-4 rate class, thus creating the mismatch between benchmark and
actual revenues for the R-4 rate class.1

1

See, Dkt. No. DG 17-148, January 29, 2019 Compliance Tariff Filing, Second Revised Page 34 and First Revised
Page 35, definitions of “Customer Class” and “Customer Class Group”.
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c. Using the R-3 rate in the RDAF to compute the ABRC and BBRC for R-4 customers
does not result in the Company “double recovering.” If applied appropriately from a
rate-recovery and rate-reconciliation perspective, the GAP reconciliation takes into
consideration the fact that the Company was made whole for the GAP discount through
the RDAF.
d. As a result of the tariff changes reviewed and approved in Dkt. No. DG 20-105, the
currently effective decoupling tariff eliminates the mismatch arising in relation to the
Benchmark Base Revenue per Customer and requires the RDAF calculation to compare
non-discounted “actual” R-4 revenues with the non-discounted R-4 allowed revenue-percustomer revenue target.
Specifically, the new tariff at Section 17(D)(4)(e) defines “rate class” as “customers
taking service pursuant to the rate schedules combined as follows: … Rates ….” Thus,
the customers taking service under Rates R-3, R-4, R-6, and R-7 are part of a single “rate
class” for purposes of this section of the tariff, and any ambiguity regarding the
application of the low-income discount within the Revenue Decoupling Mechanism is
eliminated.
Further, Section 17(D)(5)(a) defines “initial approved revenue” as “the Distribution
Revenue for each Rate Class less MEP Premium revenues, all as approved by Order of the
Commission in a rate case, to determine the Commission approved Initial RPC per Rate
Class.” (Emphasis added.) Since R-3 and R-4 customers are part of the same “rate class,”
they will have the same RPC. And since R-3 customers, by definition, could never have a
discounted rate, R-4 customers will always have the same non-discounted RPC as R-3
customers. This definition of “rate class” similarly precludes a discounted R-4 rate from
ever being used throughout the decoupling language of the tariff, and thus eliminates the
possibility of the “mismatch” that arose due to the ambiguities of the 2018 tariff.
Please see the Company’s response to Energy TS 1-2 and the sequence table set forth
therein for additional information.
e. The currently effective tariff was devised to eliminate the ambiguity that existed in the
prior tariff regarding the process for setting the Benchmark Base Revenue per Customer
for the R-4 rate class. Still, the implementation of these rate mechanisms is complicated
and there certainly may be situations that arise in the future that illustrate other
ambiguities in the process that are not currently recognized. Liberty and the OCA spent
many, many hours, in Dkt. No. DG 17-048, the 2019 and 2020 COG proceedings, as well
as in Dkt. No. DG 20-105, reviewing and discussing the proper operation and associated
tariff explanation to make the Revenue Decoupling Mechanism work right, to reconcile
revenues collected from customers to an authorized revenue target, and to provide the
low-income discount rate on a revenue-neutral basis to the Company.
f. On August 13, 2021, the Company submitted the compliance tariff associated with the
Commission’s Order approving the Settlement Agreement in Dkt. No. DG 20-105, in
which the 2021 decoupling language is included. On September 13, 2021, Commission
Staff wrote a letter indicating a single page of the tariff was non-compliant, the page
containing the RDAF factor (a rate), which was not accompanied by decoupling language
changes. As explained by the Company in its response dated September 14, 2021, the
Company’s compliance filing was not in error, but rather anticipated that any changes to
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the Company’s RDAF methodology would be taken into account as part of the
Company’s next LDAC filing, which was made in this instant docket. Therefore, and
given the time that has passed since this exchange of letters without Commission action,
the Company views the tariff as currently in effect.
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty
DG 21-130
Winter 2021/2022 Cost of Gas and Summer 2022 Cost of Gas
Energy Technical Session Data Requests - Set 1
Date Request Received: 10/15/21
Request No. Energy TS 1-2

Date of Response: 10/21/21
Respondent: David Simek

REQUEST:
Reference: Liberty response to Energy DR Set 1-1, 1-2 and References included therein,
Dkt. DG 21-105 Settlement Agreement (Exhibit 49 in that docket); Order No. 26,505
(approving settlement agreement, inter alia).
a. Liberty explicitly denies that “any formula used to calculate any rate approved in past
LDAC and base rate dockets was incorrect.” Nonetheless, Liberty asserts an error
occurred. Please explain.
b. Please provide a table for the ABRC and the BBRC (and functional formula equivalent
terms) for EnergyNorth Cost of Gas (COG)/LDAC dockets, and rate based dockets:
i. showing the formula,
ii. illustrating the application of the formula resulting in the allegedly improper
refund (using sample numbers consistent across throughout the table)
iii. quoting the relevant portion of the supporting documents
iv. identifying and supplying any relevant inputs or interpretive applications of the
formula, including the identity of the individuals making the interpretation, and,
as requested provide an electronic link to those documents.
Please include a column indicating whether any identified element constituted “error” and why.
Please also state whether the factor resulting in error was proposed, provided, reviewed, filed or
agreed upon, by the Company; whether it was approved by the PUC; and whether it served as the
basis for the following COG Year’s reconciled over/under recovery.
The Table should be organized chronologically by COG Year, starting with Dkt. No. DG 17-048.
RESPONSE:
a. None of the formulas established to calculate the ABRC and BBRC in the 2018 tariff are
incorrect as stated. There is no dispute over the accuracy of the formulas used in the
Revenue Decoupling Mechanism to calculate the Benchmark Base Revenue per
Customer or the Actual Base Revenue per Customer; or, to calculate the specific rates
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designed to collect the RPCs for each class; or, to calculate the revenues collected from
customers over the decoupling year; or to calculate the difference between the revenue
that the Company actually collected and the allowed revenue targets. Nor is there any
dispute over the formulas used in the RLIAP/GAP portion of the LDAC, calculating the
RLIAP rate and the reconciliation of RLIAP revenues.
More specifically, the language of the decoupling tariff approved in the Dkt. No. DG 17048 proceeding was clear with respect to the role and computation of actual revenues
collected from customers.
It was not clear as to whether the “Benchmark Base Revenues per Customers” targets for
the R-4 rate class should be discounted to assure that R-4 customers received the lowincome discount.
Thus, the issue turns on whether the Benchmark Base Revenue per Customer is computed
using the discount. In the approved Revenue Decoupling Mechanism tariff provisions,
the Benchmark Base Revenue per Customer is established “for a given Customer Class.”
“Customer Class” is defined as “the group of all customers taking service pursuant to the
same Rate Schedule.” This provision separated the R-3 rate class from the R-4 rate class.
The R-3 rate class and R-4 rate class do not take service “pursuant to the same Rate
Schedule.” Where the R-3 rate class is separated from the R-4 rate class for revenue
reconciliation purposes, the discounted rate would apply to the Benchmark Base Revenue
per Customer for the R-4 rate class, thus creating the mismatch between benchmark and
actual revenues for the R-4 rate class.
Each year the difference between the Company’s benchmark revenue targets and actual
revenue collection is calculated based on a formula set forth at page 36 (Second Revised
Page) of the Company’s Compliance Filing for the Revenue Decoupling Tariff, submitted
to the Commission on January 29, 2019, in Dkt. No. DG 17-048. This tariff was in effect
for the duration of the period in question. The formula is based on a comparison of
collected and authorized revenues, calculated by month and by rate class, as shown
below.1
𝑅𝐶 𝑛

𝑅𝐷𝐶𝐺

BRPC T 1 x ACUSTST

1
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1

𝑅𝐶 1

Where:
𝑅𝐷
BRPC
ACUSTS
AR
RC

is the decoupling adjustment,
is the Benchmark Base Revenue per Customer for the most recent year,
is the actual number of customer bills in the applicable customer class
during the most recent year, and
is the actual base revenue per year for each customer class.
is Rate Class

https://www.puc.nh.gov/Regulatory/Docketbk/2017/17-048/LETTERS-MEMOS-TARIFFS/17-048_201810-22_ENGI_COMPLIANCE_TARIFF.PDF

1
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Accompanying this response as Attachment Energy TS 1-2.1.xlsx, is an example of the
computation, included Table 1 (live excel format). Using data from the workpapers
attached to the Simek/McNamara direct testimony (the “RDAF Adjustment
Workpapers”), the table shows the calculation of the Revenue Decoupling Adjustment for
the R-3 rate class for the period November 2018 to August 2019.
In Attachment Energy TS 1-2.1.xlsx, the product of the benchmark revenues per
customer (Line 1) and the customer count (Line 2) yields a total allowable revenue for
the class of approximately $38.6 million (Line 3) for this period. Actual revenues over
the period totaled $40.6 million (Line 4). Therefore, the total decoupling adjustment
indicates the need for a refund to customers of approximately $2.1 million (Line 6).
For the entirety of the period in question, the formula was correct and unchanged. The
error is attributable to the use of an incorrect input to the calculation. Specifically, the
BRPC input for the R-4 customers was incorrect.
As discussed in response to Energy TS 1-1(c)., the Company is, in aggregate, authorized
to collect as much revenue from an R-4 customer as it is from an R-3 customer. The fact
that some of the revenue the Company receives from R-4 customers is recovered via the
LDAC is irrelevant for purposes of reconciling the actual and authorized revenues
through the decoupling mechanism. For purposes of those decoupling calculations, the
BRPC for an R-4 customer should be the same as for an R-3 customer. During the period
in question, it was not. The incorrect use of a different BRPC is the cause of the undercollection at issue in this proceeding.
Calculations deriving the total under-collection using data previously provided by the
Company are included in the Company’s response to Energy TS 1-2(b).
b. The formula implicated in this issue is set forth above in part (a). This formula has not
changed in relevant part since approved in Docket No. DG 17-048. For this response,
ABRC is presented on the basis of actual base revenue per year, as the term is defined in
part (a), above. BBRC is assumed to be equivalent to BRPC, as that term is defined in
the Tariff effective November 1, 2018, and as approved by the Commission in Dkt. No.
DG 17-048.
Table 2 of Attachment Energy TS 1-2.1.xlsx shows the derivation of the revenue
decoupling adjustment that was applied to the R-4 rate class during the two-year period in
question, using data taken from the RDAF Adjustment included with the
Simek/McNamara testimony provided by the Company in Dkt. Nos. DG 19-145 and DG
20-141. For each month, BRPC is shown at Line 7, while Actual Revenues are shown at
Line 10.
The table indicates that using these BRPC values, which are lower than the BRPC values
used for the R-3 rate class, creates a calculation that appears to show a large
overcollection each month. For example, in January 2019, the benchmark revenues for
this class were calculated to be $207,470 (Line 9), while the Company collected
$573,936 (Line 10), suggesting an overcollection of roughly 175 percent. These
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implausibly large overcollections are observed in every month. In total, the Company’s
benchmark revenues were estimated to be approximately $2.6 million (Line 9), as
compared to actual revenues of $6.7 million (Line 10), creating a total adjustment to
customers of approximately $4.2 million (Line 11).
The calculations are corrected in Table 3 by virtue of the single correction of changing
the BRPC value to match the R-3 rate class. In so doing, the total decoupling adjustment
is reduced to $132,337 (Line 18). Note that customer count (Line 14) and actual
revenues (Line 16) are each held constant.
Table 4 summarizes the impact of the summary, indicating that the total excess value of
the refund is $4.0 million.
These calculations are applicable to the Company’s calculation of the RDAF portions of
the LDAC rates authorized in Dkt. Nos. DG 19-145 and DG 20-141. As stated in the
Company’s response to Energy TS 1-6, these calculations do not affect base rates in any
way.
Attachment Energy TS 1-2.2, enclosed herewith, provides a chart detailing the sequence
of tariff references, applications, and approvals from inception to the instant filing.
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Docket No. DG 21-130
Attachment Energy TS 1-2.2
Page 1 of 8

Table Energy TS 1-2
Docket No.
DG 17-048

Case Type &
Date
Base Rate Case,
April 28, 2017

Input Reference
Tariffs,
Attachment
DBS-TARIFF-1

Cite
Bates 39-43,
Replacing Original
Pages 35-39

Demonstration
Liberty submitted a proposed tariff provisions for the Revenue
Decoupling Mechanism (“RDM”). The RDM Tariff Provisions
included definitions and formulas, including “actual base revenue per
customer”, “customer class”, “customer class group”, and “benchmark
base revenue per customer”, along with calculation and formula for the
adjustments.
NOTE: The RDM Tariff Provisions utilized Customer Groups (i.e.,
Non-Heating Residential Customers; Heating Residential Customers
and Commercial/Industrial Customers) for the BBRC reconciliation
rather than individual customer classes and applied revenue decoupling
seasonally, among other design elements. [See, Section C.1(4)(g)]
Using customer groups for the revenue reconciliations meant that R-3
and R-4 were grouped together (resulting in non-discounted revenues
for R-4).
https://www.puc.nh.gov/Regulatory/Docketbk/2017/17048/INITIAL%20FILING%20-%20PETITION/17-048_2017-0428_ENGI_TARIFF_PERM_RATES.PDF

DG 17-048

Base Rate Case,
Feb. 27, 2018

OCA and
Liberty
Settlement
Agreement

Pages 10-12

Agreement to implement full decoupling as proposed by the Company
with modifications. Major modifications include: (1) real-time weather
normalization; (2) use of individual rate classes rather than customer
groups for revenue reconciliation, (3) inclusion of Managed Expansion
Program customers; and (4) exclusion of special contract customers.
Annual distribution revenue per customer (“RPC”) adjustment also
established.
https://www.puc.nh.gov/Regulatory/Docketbk/2017/17048/MOTIONS-OBJECTIONS/17-048_2018-0227_ENGI_AGREEMENT_PERM.PDF
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DG 17-048

DG 17-048

Case Type &
Date
Base Rate Case,
April 27, 2018

Base Rate Case,
June 11, 2018

Input Reference

Cite

Settlement
Approval, Order
No. 26,122

Order at 6-7, 43-46

Liberty
Compliance
Filing,
Attachment A

Attachment A,
pages 2-5

Docket No. DG 21-130
Attachment Energy TS 1-2.2
Page 2 of 8

Demonstration
Approval of revenue decoupling in concept. Directive to submit
illustrative tariffs within 45 days of Order.
https://www.puc.nh.gov/Regulatory/Docketbk/2017/17048/ORDERS/17-048_2018_04-27_ORDER_26122.PDF
Tariff is modified from the original version filed by the Company on
April 28, 2017, with initial rate filing. Definitions are modified per the
Settlement Agreement.
(a) Actual Base Revenue is defined as “the actual revenue derived
from the Company’s distribution rates for a given Decoupling
Year for a Customer Class.”
(b) Customer Class is defined as “the group of all customers taking
service pursuant to the same Rate Schedule.” Since all R-4
customers took service pursuant to the same R-4 rate schedule, R4 constituted a single “customer class.” Thus, it appeared that the
BBRC should be discounted consistent with the R-4 rate
schedule.
(c) Benchmark Base Revenue per Customer is defined as “the
monthly allowed distribution revenue per Equivalent Bill for a
given Decoupling Year for a given Customer Class.” Thus, this
refers back to the definition of “Customer Class,” which in this
version of the Revenue Decoupling Tariff, separated the R-4 rate
class from the R-3 rate class, indicating discounted targets. There
is no language in the tariff eliminating or confirming whether the
BBRC should be discounted for the R-4 rate class.
https://www.puc.nh.gov/Regulatory/Docketbk/2017/17048/LETTERS-MEMOS-TARIFFS/17-048_2018-0611_ENGI_COMPLIANCE_FILING.PDF
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DG 17-048

DG 19-145

Case Type &
Date

Input Reference

Cite

Docket No. DG 21-130
Attachment Energy TS 1-2.2
Page 3 of 8

Demonstration

Base Rate Case,
Oct. 22, 2018

Compliance
Filing, Formula
in Tariff

First Revised Tariff
at 34-38

Compliance materials with definitions and formula embedded

Base Rate Case,
Jan. 29, 2019

Compliance
Filing, Formula
in Tariff

Second Revised
Tariff at 34-38

Final Presentation of RDM Tariff Provisions. Approved Tariff.
Relevant provisions are unchanged from June 11, 2019 filing.

2019
COG/LDAC
Reconciliation,
Sept. 3, 2019

https://www.puc.nh.gov/Regulatory/Docketbk/2017/17048/LETTERS-MEMOS-TARIFFS/17-048_2018-1022_ENGI_COMPLIANCE_TARIFF.PDF

https://www.puc.nh.gov/Regulatory/Docketbk/2017/17048/LETTERS-MEMOS-TARIFFS/17-048_2019-0129_ENGI_COMPLIANCE_TARIFF.PDF

Initial Testimony Bates 11-13, Bates
of Simek/
118-123, Bates
McNamara
124-129, Bates
130-131

Calculations implementing the tariff language results in a total overcollection of $6,642,895.
Of that over-collection, RLIAP charge seeks to recover $2,307,356, of
which $1,861,760 is for the revenue shortfall resulting from 5,932
customers receiving a 60% discount off their base rates.
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19145/INITIAL%20FILING%20-%20PETITION/19-145_2019-0903_ENGI_TESTIMONY_SIMEK_MCNAMARA.PDF
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19145/INITIAL%20FILING%20-%20PETITION/19-145_2019-0903_ENGI_PEAK_SCHEDULES.PDF

DG 19-145

2019
COG/LDAC
Reconciliation,
Oct. 7, 2019

Revised
Testimony of
Simek/
McNamara

Bates 11-R, Bates
124R-129R

ABRPC and BBRPC, as adjusted, based on discussions at technical
session with Mr. Iqbal.
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19145/TESTIMONY/19-145_2019-1007_ENGI_REV_TESTIMONY.PDF
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19145/TESTIMONY/19-145_2019-10-07_ENGI_REV_SCH.PDF
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Case Type &
Date
2019
COG/LDAC
Reconciliation,
Oct. 8, 2019

Input Reference

Cite

Direct
Testimony at 2,
Testimony of Al- lines 16-23, and at
Azad Iqbal,
3, lines 1-11
NHPUC

Docket No. DG 21-130
Attachment Energy TS 1-2.2
Page 4 of 8

Demonstration
OCA estimates that Company is over-estimating revenue decoupling
recovery for the Company by $2.1 million, but also notes that the
Company is “made whole for the discount offered to low-income R-4
customers with revenue collected from the RLIAP charge.
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19145/TESTIMONY/19-145_2019-1008_STAFF_TESTIMONY_IQBAL.PDF

DG 19-145

2019
COG/LDAC
Reconciliation,
Oct. 10, 2019

Liberty Utilities
Proposed
Revised Tariff

4th Revised Tariff at Revisions made to the tariff to include adjustment for weather
page 34
normalized actuals, per conversations between Liberty and NHPUC
staff. No changes made to Customer Class or other definitions or
formula itself.
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19145/LETTERS-MEMOS-TARIFFS/19-145_2019-1010_ENGI_PROP_REV_TARIFF.PDF

DG 19-145

2019
COG/LDAC
Reconciliation,
Oct. 11, 2019

Hearing,
Testimony of
Simek and Iqbal

Transcript at 26,
line 18, through 28,
line 3
Transcript at 29,
lines 1-15.

Company’s initial filing included two different scenario analyses for
the RDAF: one calculated based on the tariff; the other calculated ARB
consistent with the original revenue calculation in the Company’s
proposed tariff provisions in DG 17-048.
Changes made based on Iqbal recommendation.

Transcript at 68,
line 6, through 69,
line 7

Iqbal notes at hearing that the changes made by Liberty do not correct
everything, and that in the future additional issues may need to be
addressed.

Transcript at 73,
line 23, to 76, line
10

https://www.puc.nh.gov/Regulatory/Docketbk/2019/19145/TRANSCRIPTS-OFFICIAL%20EXHIBITSCLERKS%20REPORT/19-145_2019-1101_TRANSCRIPT_HEARING_10-11-19.PDF
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Docket No.
DG 19-145

Case Type &
Date
2019
COG/LDAC
Reconciliation,
Oct. 31, 2019

Input Reference
Commission
Order

Cite

Docket No. DG 21-130
Attachment Energy TS 1-2.2
Page 5 of 8

Demonstration

Order No. 26,303,
at 7.

Commission approved the revised filing with only limited discussion of
the R-4 mismatch, expressly acknowledging the Commission would
revisit these issues after “further inquiry” as the parties worked through
the complexities of the Revenue Decoupling Mechanism.
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19145/ORDERS/19-145_2019-10-31_ORDER_26306.PDF

DG 19-161

Base Rate
Proceeding,
Nov. 27, 2019

Direct
Testimony of
Steven Mullen

Testimony at 11-16

Details the challenges of implementing decoupling. Notes the review
of revenue decoupling recently undertaken in DG 19-145, including the
credit to be returned to customers through the RDAF component of the
LDAC.
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19161/INITIAL%20FILING%20-%20PETITION/19-161_2019-1127_ENGI_TESTIMONY_MULLEN.PDF

DG 19-161

Base Rate Case,
Jan. 10, 2020

Transcript from
Prehearing
Conference

Transcript at 57-58,
114-115

Testimony from Simek and Mullen noting that there are financial
impacts related to the implementation of decoupling that have
negatively affected the Company. Commission staff notes the
appropriateness of addressing decoupling mechanism issues in the
LDAC proceeding.
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19161/TRANSCRIPTS-OFFICIAL%20EXHIBITSCLERKS%20REPORT/19-161_2020-01-30_TRANSCRIPT_01-1020.PDF

DG 19-161

Base Rate
Proceeding, Feb.
18, 2020

Filing
Withdrawn

Withdrawal of Rate
Case

Company requested withdrawal of initial filing in docket, granted by
Commission without prejudice on February 28, 2020. No further
adjustments or determinations made.
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19161/LETTERS-MEMOS-TARIFFS/19-161_2020-0219_ENGI_REQUEST_CLOSE_WITHOUT_PREJUDICE.PDF
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Case Type &
Date

Input Reference

Cite

Docket No. DG 21-130
Attachment Energy TS 1-2.2
Page 6 of 8

Demonstration
https://www.puc.nh.gov/Regulatory/Docketbk/2019/19161/LETTERS-MEMOS-TARIFFS/19-161_2020-0228_SEC_LTR_GRANTING_CLOSURE_DOCKET_WITHOUT_PRE
JUDICE.PDF

DG 20-141

2020
COG/LDAC
Reconciliation,
Sept. 1, 2020

Initial Testimony Bates 12, Bates
of Simek &
109-123, Bates
McNamara
127-128

Notes an associated RGAP revenue shortfall of $1,689,200.
https://www.puc.nh.gov/Regulatory/Docketbk/2020/20141/INITIAL%20FILING%20-%20PETITION/20-141_2020-0901_ENGI_TESTIMONY_SIMEK_MCNAMARA.PDF
https://www.puc.nh.gov/Regulatory/Docketbk/2020/20141/INITIAL%20FILING%20-%20PETITION/20-141_2020-0901_ENGI_WINTER_2020-2021_COG.PDF

DG 20-141

DG 20-141

2020
COG/LDAC
Reconciliation,
Oct. 23, 2020

Hearing,
Testimony of
Simek

2020
COG/LDAC
Reconciliation,
Oct. 30, 2020

Commission
Order

Transcript at 25,
line 18, to page 27,
line 5

Clarifies application of the RDAF provisions of tariff to allow for
reconciliation of prior costs from November 2018 to November 2019
period.
https://www.puc.nh.gov/Regulatory/Docketbk/2020/20141/TRANSCRIPTS-OFFICIAL%20EXHIBITSCLERKS%20REPORT/20-141_2020-10-30_TRANSCRIPT_10-2320.PDF

Order No. 26,419,
at 7

Commission approves the Company’s RDAF, as just and reasonable
and notes that because actual costs and revenues are reconciled every
year, any adjustments needed as a result of further inquiry into the
matters addressed in this order, including final audits and actual costs,
can be made in COG filing for 2021-2022.
https://www.puc.nh.gov/Regulatory/Docketbk/2020/20141/ORDERS/20-141_2020-10-30_ORDER_26419.PDF
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Docket No.
DG 20-105

Case Type &
Date
Base Rate Case,
Initial Filing,
July 31, 2020

Input Reference
Liberty Initial
Filing,
Testimony of
Steven Mullen

Cite
Mullen Testimony
at 21-26
DeCourcey
Testimony at 45-47

Docket No. DG 21-130
Attachment Energy TS 1-2.2
Page 7 of 8

Demonstration
Highlights implementation issues experienced with the decoupling
mechanism and an interest to work with OCA and Commission staff to
review and resolve.
https://www.puc.nh.gov/Regulatory/Docketbk/2020/20105/INITIAL%20FILING%20-%20PETITION/20-105_2020-0731_ENGI_TESTIMONY_MULLEN.PDF
https://www.puc.nh.gov/Regulatory/Docketbk/2020/20105/INITIAL%20FILING%20-%20PETITION/20-105_2020-0731_ENGI_TESTIMONY_DECOURCEY.PDF

DG 20-105

Base Rate Case,
February 24,
2021

Response to
Information
Requests

Response to OCA
TS 1-7, as provided
by Steven Mullen

Details the alignment issue associated with the mismatch of how the
allowed revenue with respect to low income (Rate R-4) customers is
computed as compared to the how the actual revenue is computed for
those customers, noting that when the annual RDAF filing is made as
part of the LDAC filing, it does not account for that difference in
methodology, although it should.
Please refer to Attachment Energy TS 1-2.3.

DG 20-105

Base Rate Case,
June 30, 2021

Settlement
Agreement

Section 11

Adjusts RDAF to clarify calculation of revenue per customer;
calculation of incremental revenue per customer; removal of the
Managed Expansion Program premium; directives for recording
monthly RDA on the balance sheet; and requirement to file RPC
calculations in future rate cases
https://www.puc.nh.gov/Regulatory/Docketbk/2020/20105/LETTERS-MEMOS-TARIFFS/20-105_2021-0630_ENGI_SETTLE_AGREEMENT.PDF

DG 20-105

Base Rate Case
July 30, 2021

Commission
Order

Order No. 26,505

No specific findings made on adequacy of RDAF portions of
settlement, approved without comment.
https://www.puc.nh.gov/Regulatory/Docketbk/2020/20105/ORDERS/20-105_2021-07-30_ORDER_26505.PDF
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DG 21-130

Case Type &
Date
Base Rate Case
Aug. 13, 2021

2021
COG/LDAC
Reconciliation,
Sept. 1, 2021

Input Reference
Compliance
Tariff, NHPUC
No. 11 Gas

Docket No. DG 21-130
Attachment Energy TS 1-2.2
Page 8 of 8

Cite

Demonstration

Original Pages 3539

Provides the revised pages for the RDAF calculation, striking, for years
starting 2021, the revenue formula provided in a. above.

Initial Testimony Bates 14-16
of Simek &
Bates 129-131
McNamara
Bates 135-136

https://www.puc.nh.gov/Regulatory/Docketbk/2020/20105/LETTERS-MEMOS-TARIFFS/20-105_2021-0813_ENGI_COMPLIANCE_TARIFF.PDF
Calculations associated with under-recovery for prior periods show
allowed revenue correction for recovery of $4,024,830, associated with
the prior 2018-2019 and 2019-2020 RDAF reconciliation periods
https://www.puc.nh.gov/Regulatory/Docketbk/2021/21130/INITIAL%20FILING%20-%20PETITION/21130_2021.09.01.ENGI_DIRECT.TESTIMONY.D.SIMEKC.MCNAMARA.PDF
https://www.puc.nh.gov/Regulatory/Docketbk/2021/21130/INITIAL%20FILING%20-%20PETITION/21130_2021.09.01.ENGI_SCHEDULES.PDF
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty
DG 20-105
Distribution Service Rate Case
OCA Technical Session Data Requests - Set 1
Date Request Received: 2/9/21
Request No. OCA TS 1-7

Date of Response: 2/24/21
Respondent: Steven Mullen

REQUEST:
What does the company believe caused the $7 million excess in actual revenues compared to
allowed revenues (reference Bates II 217) and the subsequent $5 million over-collection?
RESPONSE:
This response describes the primary factors that drove the significant amounts to be returned to
customers.
At a macro level, the major contributors to the significant amounts of revenue being returned to
customers were the following, some of which were described in the testimony of Steven E.
Mullen at Bates II-198 through Bates II-199:
x

The impact of the methodology used to perform the year-end customer count adjustment
in Docket No. DG 17-048 (see the response to Staff 3-6);

x

The reclassification of 1,598 commercial and industrial customers to different rate classes
in February 2017, subsequent to the 2016 test year, which created a mismatch between
the billing determinants used to calculate actual revenue received from each of the rate
class versus the test year billing determinants used to calculate the allowed revenue from
each rate class; and

x

Increased use per customer in various rate classes in periods following the test year as
compared to the use per customer experienced during the test year.

Quantifying the impacts of the above factors would be very difficult given that their impacts are
intermingled and are not easily isolated or estimable. This can be seen in the analyses included
in the attachments to the response to OCA TS 1-7. Attachment OCA TS 1-7.1 provides an
analysis of the variances in the Revenue Per Customer (“RPC”) amounts by rate class (page 1)
and revenues by class (page 2) for the first decoupling year of November 2018 through August
2019. Attachment OCA TS 1-7.2 provides similar analyses for the second decoupling year of
September 2019 through August 2020 using data from the Revenue Decoupling Adjustment
Factor filing that was part of Docket No. DG 19-145. Page 2 of each of the attachments shows
the total revenue variances referenced in the question; i.e., $7,016,791 for the first decoupling

Page 1 of 2
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Docket No. DG 20-105 Request No. OCA TS 1-7
year is shown on page 2 of Attachment OCA TS 1-7.1, and $4,965,947 is shown on page 2 of
Attachment OCA TS 1-7.2. As demonstrated in the analyses in both attachments, the differences
in the RPCs between their calculated actual values and the allowed values vary substantially
from month to month even in the same rate class. Even modest changes in the peak winter
months (December through February) for the heating rate classes will produce large revenue
effects; whereas, larger changes in the peak summer months for those classes have much less
revenue effect.
Further discussion of these factors is found in Attachment OCA TS 1-7.3, which is a copy of an
August 8, 2019, memorandum from Concentric Energy Advisors, Inc. (“Concentric”).
Concentric was hired to perform an independent analysis of Liberty’s decoupling mechanism and
the results that had been experienced to that point as part of the preparation of the rate case
filing. The results of Concentric’s review were in line with and supportive of initial internal
observations and analysis by the Company.
One other significant item that has recently come to light through further analysis of the results
of the overall decoupling process, which analysis has been enhanced through the passage of time
and the availability of more months of data, is that there is currently a mismatch of how the
allowed revenue with respect to low income (Rate R-4) customers is computed as compared to
the how the actual revenue is computed for those customers. Currently, allowed revenue for R-4
customers is determined using the discounted R-4 distribution rate. Actual revenue, however, is
calculated using the non-discounted R-3 rate. When the annual Revenue Decoupling Adjustment
Factor (“RDAF”) filing is made as part of the LDAC filing, it does not account for that
difference in methodology, although it should. Two ways to address this issue are to either: (1)
add the annual revenue collected through the RDAF to the allowed revenue, which would then
get compared to the actual revenue; or (2) calculate both the allowed and actual revenues for the
R-4 customers at the R-3 rate so they would be calculated on the same bases. This current
mismatch, which was briefly discussed during the technical sessions held in early February 2021,
amounts to approximately $2 million on an annual basis. This $2 million revenue variance can
be seen by looking at the R-4 line in the “Base Revenue Difference” section on page 2 of both
Attachments OCA TS 1-7.1 and OCA TS 1-7.2.
As noted, the Company has described the primary factors that drove the amounts to be returned
to customers. A more detailed description would be an extremely time-consuming and laborintensive process involving tasks such as an in-depth examination of monthly consumption
patterns of customers in each rate class.
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COMPARISON OF CALCULATED BASE REVENUE PER BILL AND ALLOWED BASE REVENUE PER BILL

2018-19 Calculated Base Revenue Per Bill
S&T
S&T
Nov-18
Dec-18
R-1
$
22.177 $
24.130
R-3
$
62.730 $
83.521
R-4
$
60.510 $
80.191

$
$
$

S&T
Jan-19
25.317
95.357
92.428

$
$
$

S&T
Feb-19
24.854
91.158
87.868

$
$
$

S&T
Mar-19
23.658
73.005
71.400

$
$
$

S&T
Apr-19
21.997
49.256
48.757

$
$
$

S&T
May-19
20.410
33.198
33.025

$
$
$

S&T
Jun-19
19.261
24.835
25.147

$
$
$

S&T
Jul-19
18.623
22.723
22.913

$
$
$

S&T
Aug-19
18.663
22.727
22.916

G-41
G-42
G-43
G-51
G-52
G-53
G-54

201.432
1,357.067
7,308.303
121.343
657.221
5,366.321
3,670.897

$
$
$
$
$
$
$

230.734
1,547.450
8,724.344
130.860
714.553
6,626.519
3,663.014

$
$
$
$
$
$
$

221.065
1,487.915
8,204.189
127.827
688.423
6,024.205
3,703.170

$
$
$
$
$
$
$

179.939
1,212.918
6,852.019
119.060
634.801
5,601.304
3,363.342

$
$
$
$
$
$
$

124.243
829.005
4,902.642
108.720
562.488
4,741.047
3,798.171

$
$
$
$
$
$
$

86.479
510.183
1,938.635
101.938
392.311
2,442.685
2,723.995

$
$
$
$
$
$
$

68.907
337.902
1,460.339
96.269
371.163
2,244.605
2,766.339

$
$
$
$
$
$
$

65.654
291.949
1,263.245
93.562
363.620
2,100.575
2,635.424

$
$
$
$
$
$
$

65.268
299.694
1,330.759
95.150
377.249
2,214.022
2,754.487

2018-19 Benchmark Base Revenue Per Bill
S&T
S&T
Nov-18
Dec-18
R-1
$
23.348 $
25.283
R-3
$
57.780 $
77.468
R-4
$
22.047 $
29.563

$
$
$

S&T
Jan-19
26.012
88.801
33.409

$
$
$

S&T
Feb-19
25.753
83.856
31.062

$
$
$

S&T
Mar-19
24.068
71.842
28.369

$
$
$

S&T
Apr-19
21.406
45.379
19.541

$
$
$

S&T
May-19
20.682
33.218
12.971

$
$
$

S&T
Jun-19
19.317
25.573
10.385

$
$
$

S&T
Jul-19
18.581
22.855
9.239

$
$
$

S&T
Aug-19
18.520
22.974
9.352

G-41
G-42
G-43
G-51
G-52
G-53
G-54

$
$
$
$
$
$
$

211.254
1,259.787
8,664.543
130.854
662.625
5,376.660
4,323.529

$
$
$
$
$
$
$

201.863
1,167.405
7,626.280
125.983
649.692
5,441.929
3,728.568

$
$
$
$
$
$
$

172.188
983.555
6,553.396
115.870
593.999
5,316.353
2,872.867

$
$
$
$
$
$
$

118.730
684.624
4,286.167
99.796
514.744
4,644.882
3,248.080

$
$
$
$
$
$
$

88.674
472.419
2,095.245
94.811
372.278
2,523.664
2,004.687

$
$
$
$
$
$
$

72.229
349.595
1,460.169
85.816
338.050
2,138.370
2,363.392

$
$
$
$
$
$
$

67.581
296.514
1,276.137
86.305
345.377
2,145.270
2,360.857

$
$
$
$
$
$
$

67.203
289.956
1,310.918
87.102
356.854
2,343.537
2,675.881

S&T
Feb-19
(0.899) $
7.302 $
56.807 $

S&T
Mar-19
(0.410) $
1.164 $
43.031 $

S&T
Apr-19
0.591
3.877
29.217

$
$
$

S&T
May-19
(0.272) $
(0.020) $
20.054 $

S&T
Jun-19
(0.057) $
(0.738) $
14.762 $

S&T
Jul-19
0.042 $
(0.131) $
13.674 $

19.202
320.511
577.909
1.844
38.731
582.276
(25.397)

7.751
229.362
298.623
3.190
40.802
284.951
490.475

5.513
144.380
616.475
8.924
47.744
96.165
550.091

$
$
$
$
$
$
$

(2.195)
37.764
(156.610)
7.127
20.033
(80.979)
719.309

(3.322)
(11.693)
0.170
10.453
33.112
106.235
402.947

(1.927)
(4.565)
(12.892)
7.256
18.243
(44.695)
274.568

$
$
$
$
$
$
$

$
$
$
$
$
$
$

154.125
1,026.986
5,999.339
111.239
600.358
4,897.521
4,514.601

139.367
821.458
6,550.598
115.703
627.414
5,223.263
4,462.745

$
$
$
$
$
$
$

$
$
$
$
$
$
$

185.085
1,125.575
7,502.097
127.293
664.356
6,402.732
4,980.221

2018-19 Base Revenue Per Bill Difference
S&T
S&T
Nov-18
Dec-18
R-1
$
(1.171) $
(1.153) $
R-3
$
4.950 $
6.053 $
R-4
$
38.463 $
50.628 $

G-41
G-42
G-43
G-51
G-52
G-53
G-54

$
$
$
$
$
$
$

14.758
205.528
(551.258)
(4.464)
(27.056)
(325.742)
51.855

$
$
$
$
$
$
$

16.347
231.491
(193.794)
(5.950)
(7.134)
(1,036.411)
(1,309.324)

2018-19 Base Revenue Per Bill Percent Difference
S&T
S&T
Nov-18
Dec-18
R-1
(5.0%)
(4.6%)
R-3
8.6%
7.8%
R-4
174.5%
171.3%

G-41
G-42
G-43
G-51
G-52
G-53
G-54

10.6%
25.0%
(8.4%)
(3.9%)
(4.3%)
(6.2%)
1.2%

8.8%
20.6%
(2.6%)
(4.7%)
(1.1%)
(16.2%)
(26.3%)

$
$
$
$
$
$
$

S&T
Jan-19
(0.695) $
6.556 $
59.019 $

19.480
287.663
59.801
0.006
51.928
1,249.858
(660.515)

$
$
$
$
$
$
$

S&T
Jan-19
(2.7%)
7.4%
176.7%

S&T
Feb-19
(3.5%)
8.7%
182.9%

9.2%
22.8%
0.7%
0.0%
7.8%
23.2%
(15.3%)

9.5%
27.5%
7.6%
1.5%
6.0%
10.7%
(0.7%)

$
$
$
$
$
$
$

S&T
Mar-19
(1.7%)
1.6%
151.7%

4.5%
23.3%
4.6%
2.8%
6.9%
5.4%
17.1%

$
$
$
$
$
$
$

$
$
$
$
$
$
$

$
$
$
$
$
$
$

$
$
$
$
$
$
$

S&T
Aug-19
0.142
(0.247)
13.564

(1.936)
9.738
19.841
8.048
20.395
(129.515)
78.605

S&T
Apr-19
2.8%
8.5%
149.5%

S&T
May-19
(1.3%)
(0.1%)
154.6%

S&T
Jun-19
(0.3%)
(2.9%)
142.1%

S&T
Jul-19
0.2%
(0.6%)
148.0%

S&T
Aug-19
0.8%
(1.1%)
145.0%

4.6%
21.1%
14.4%
8.9%
9.3%
2.1%
16.9%

(2.5%)
8.0%
(7.5%)
7.5%
5.4%
(3.2%)
35.9%

(4.6%)
(3.3%)
0.0%
12.2%
9.8%
5.0%
17.0%

(2.9%)
(1.5%)
(1.0%)
8.4%
5.3%
(2.1%)
11.6%

(2.9%)
3.4%
1.5%
9.2%
5.7%
(5.5%)
2.9%
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COMPARISON OF CALCULATED BASE REVENUE AND ALLOWED BASE REVENUE

2018-19 Decoupling Year Weather Normalized Base Revenue
S&T
S&T
S&T
Nov-18
Dec-18
Jan-19
R-1
$
77,439 $
87,039 $
91,410
R-3
$
4,500,710 $
6,220,883 $
7,120,844
R-4
$
359,903 $
497,596 $
573,936
Total Resid. $
4,938,052 $
6,805,518 $
7,786,191

$
$
$
$

S&T
Feb-19
80,964
6,162,130
492,013
6,735,107

$
$
$
$

S&T
Mar-19
85,368
5,471,656
440,554
5,997,578

$
$
$
$

S&T
Apr-19
76,741
3,568,634
286,468
3,931,843

$
$
$
$

S&T
May-19
73,587
2,478,908
196,705
2,749,200

$
$
$
$

S&T
Jun-19
67,049
1,789,816
142,811
1,999,677

$
$
$
$

S&T
Jul-19
66,563
1,666,978
132,362
1,865,904

$
$
$
$

S&T
Aug-19
66,917
1,664,432
130,055
1,861,404

S&T
Total
$
773,078
$ 40,644,991
$ 3,252,404
$ 44,670,474

G-41
G-42
G-43
G-51
G-52
G-53
G-54
Total C/I

$
$
$
$
$
$
$
$

1,430,171
1,425,159
339,363
143,575
226,775
181,208
130,923
3,877,174

$
$
$
$
$
$
$
$

1,950,510
1,952,967
441,423
162,487
256,647
201,594
110,004
5,075,631

$
$
$
$
$
$
$
$

2,241,703
2,230,006
522,880
175,356
278,792
246,505
107,773
5,803,015

$
$
$
$
$
$
$
$

1,946,203
1,938,744
444,120
154,566
242,553
202,413
100,150
5,028,749

$
$
$
$
$
$
$
$

1,754,553
1,749,393
405,183
159,394
248,864
198,099
100,788
4,616,274

$
$
$
$
$
$
$
$

1,166,007
1,148,633
275,366
140,470
214,572
163,565
106,981
3,215,593

$
$
$
$
$
$
$
$

823,762
727,793
112,182
135,354
155,371
88,018
78,814
2,121,294

$
$
$
$
$
$
$
$

623,152
464,678
81,876
123,686
142,461
78,337
77,458
1,591,649

$
$
$
$
$
$
$
$

599,114
423,835
69,520
118,028
144,155
80,312
76,252
1,511,216

$
$
$
$
$
$
$
$

594,200
424,018
74,301
123,487
147,453
84,650
79,697
1,527,805

$ 13,129,375
$ 12,485,227
$ 2,766,214
$ 1,436,403
$ 2,057,643
$ 1,524,700
$
968,840
$ 34,368,401

Total All

$

8,815,226

$

11,881,150

$

13,589,206

$

11,763,856

$

10,613,852

$

7,147,437

$

4,870,494

$

3,591,326

$

3,377,119

$

3,389,209

$ 79,038,875

2018-19 Allowed Base Revenue
S&T
Nov-18
R-1
$
81,527
R-3
$
4,145,546
R-4
$
131,133
Total Resid. $
4,358,207

$
$
$
$

S&T
Dec-18
91,197
5,770,020
183,445
6,044,662

$
$
$
$

S&T
Jan-19
93,922
6,631,299
207,454
6,932,675

$
$
$
$

S&T
Feb-19
83,891
5,668,528
173,927
5,926,346

$
$
$
$

S&T
Mar-19
86,847
5,384,448
175,042
5,646,337

$
$
$
$

S&T
Apr-19
74,680
3,287,719
114,809
3,477,208

$
$
$
$

S&T
May-19
74,567
2,480,407
77,260
2,632,234

$
$
$
$

S&T
Jun-19
67,246
1,842,996
58,978
1,969,220

$
$
$
$

S&T
Jul-19
66,414
1,676,613
53,370
1,796,397

$
$
$
$

S&T
Aug-19
66,407
1,682,555
53,073
1,802,035

S&T
Total
$
786,697
$ 38,570,131
$ 1,228,492
$ 40,585,321

G-41
G-42
G-43
G-51
G-52
G-53
G-54
Total C/I

$
$
$
$
$
$
$
$

1,293,228
1,139,946
370,546
149,337
236,995
193,261
129,420
3,512,731

$
$
$
$
$
$
$
$

1,792,221
1,619,826
453,128
170,455
259,433
240,528
149,240
4,684,830

$
$
$
$
$
$
$
$

2,052,443
1,815,459
519,296
175,348
258,532
200,011
127,207
5,148,296

$
$
$
$
$
$
$
$

1,777,158
1,521,121
412,836
152,337
228,906
182,849
100,837
4,376,043

$
$
$
$
$
$
$
$

1,678,971
1,418,584
387,525
155,124
232,868
188,021
86,090
4,147,181

$
$
$
$
$
$
$
$

1,114,268
948,585
240,740
128,940
196,359
160,248
91,487
2,880,627

$
$
$
$
$
$
$
$

844,671
673,921
121,245
125,890
147,437
90,936
58,002
2,062,103

$
$
$
$
$
$
$
$

653,195
480,758
81,867
110,257
129,752
74,629
66,175
1,596,633

$
$
$
$
$
$
$
$

616,699
430,461
70,230
108,874
136,923
82,021
68,308
1,513,516

$
$
$
$
$
$
$
$

611,821
410,240
73,193
113,043
139,482
89,601
77,422
1,514,802

$ 12,434,674
$ 10,458,902
$ 2,730,605
$ 1,389,604
$ 1,966,686
$ 1,502,104
$
954,188
$ 31,436,763

Total All

$

7,870,938

$

10,729,492

$

12,080,971

$

10,302,389

$

9,793,519

$

6,357,835

$

4,694,336

$

3,565,853

$

3,309,912

$

3,316,837

$ 72,022,084

2018-19 Base Revenue Difference
S&T
Nov-18
R-1
$
(4,088)
R-3
$
355,163
R-4
$
228,770
Total Resid. $
579,845

$
$
$
$

S&T
Dec-18
(4,158)
450,863
314,152
760,856

$
$
$
$

S&T
Jan-19
(2,511)
489,545
366,482
853,516

$
$
$
$

S&T
Feb-19
(2,927)
493,602
318,085
808,760

$
$
$
$

S&T
Mar-19
(1,479)
87,208
265,512
351,241

$
$
$
$

S&T
Apr-19
2,062
280,915
171,659
454,636

$
$
$
$

S&T
May-19
(980)
(1,498)
119,445
116,966

$
$
$
$

S&T
Jun-19
(197)
(53,179)
83,833
30,456

$
$
$
$

150
(9,635)
78,992
69,507

$
$
$
$

S&T
Aug-19
510
(18,123)
76,982
59,369

$
$
$
$

S&T
Total
(13,619)
2,074,860
2,023,912
4,085,153

G-41
G-42
G-43
G-51
G-52
G-53
G-54
Total C/I

$
$
$
$
$
$
$
$

136,943
285,213
(31,183)
(5,762)
(10,220)
(12,052)
1,504
364,442

$
$
$
$
$
$
$
$

158,289
333,141
(11,705)
(7,968)
(2,786)
(38,934)
(39,236)
390,801

$
$
$
$
$
$
$
$

189,260
414,547
3,584
8
20,260
46,494
(19,434)
654,719

$
$
$
$
$
$
$
$

169,046
417,623
31,284
2,230
13,646
19,564
(687)
652,706

$
$
$
$
$
$
$
$

75,583
330,810
17,659
4,270
15,996
10,078
14,698
469,093

$
$
$
$
$
$
$
$

51,739
200,047
34,625
11,530
18,213
3,318
15,494
334,966

$
$
$
$
$
$
$
$

(20,909)
53,872
(9,062)
9,463
7,934
(2,918)
20,812
59,192

$
$
$
$
$
$
$
$

(30,043)
(16,080)
10
13,430
12,709
3,708
11,283
(4,984)

$
$
$
$
$
$
$
$

(17,585)
(6,627)
(710)
9,154
7,232
(1,709)
7,944
(2,300)

$
$
$
$
$
$
$
$

(17,622)
13,778
1,108
10,444
7,972
(4,952)
2,274
13,003

$
$
$
$
$
$
$
$

694,700
2,026,324
35,609
46,799
90,956
22,597
14,652
2,931,638

Total All

$

944,288

$

$

820,334

$

789,602

$

176,158

$

25,472

$

67,207

$

72,372

$

7,016,791

1,151,657

2018-19 Base Revenue Percent Difference
S&T
S&T
Nov-18
Dec-18
R-1
(5.0%)
(4.6%)
R-3
8.6%
7.8%
R-4
174.5%
171.3%
Total Resid.
13.3%
12.6%

$

1,508,236

$

1,461,467

S&T
Jul-19

S&T
Jan-19
(2.7%)
7.4%
176.7%
12.3%

S&T
Feb-19
(3.5%)
8.7%
182.9%
13.6%

S&T
Mar-19
(1.7%)
1.6%
151.7%
6.2%

S&T
Apr-19
2.8%
8.5%
149.5%
13.1%

S&T
May-19
(1.3%)
(0.1%)
154.6%
4.4%

S&T
Jun-19
(0.3%)
(2.9%)
142.1%
1.5%

S&T
Jul-19
0.2%
(0.6%)
148.0%
3.9%

S&T
Aug-19
0.8%
(1.1%)
145.0%
3.3%

S&T
Total
(1.7%)
5.4%
164.7%
10.1%

G-41
G-42
G-43
G-51
G-52
G-53
G-54
Total C/I

10.6%
25.0%
(8.4%)
(3.9%)
(4.3%)
(6.2%)
1.2%
10.4%

8.8%
20.6%
(2.6%)
(4.7%)
(1.1%)
(16.2%)
(26.3%)
8.3%

9.2%
22.8%
0.7%
0.0%
7.8%
23.2%
(15.3%)
12.7%

9.5%
27.5%
7.6%
1.5%
6.0%
10.7%
(0.7%)
14.9%

4.5%
23.3%
4.6%
2.8%
6.9%
5.4%
17.1%
11.3%

4.6%
21.1%
14.4%
8.9%
9.3%
2.1%
16.9%
11.6%

(2.5%)
8.0%
(7.5%)
7.5%
5.4%
(3.2%)
35.9%
2.9%

(4.6%)
(3.3%)
0.0%
12.2%
9.8%
5.0%
17.0%
(0.3%)

(2.9%)
(1.5%)
(1.0%)
8.4%
5.3%
(2.1%)
11.6%
(0.2%)

(2.9%)
3.4%
1.5%
9.2%
5.7%
(5.5%)
2.9%
0.9%

5.6%
19.4%
1.3%
3.4%
4.6%
1.5%
1.5%
9.3%

Total All

12.0%

10.7%

12.5%

14.2%

8.4%

12.4%

3.8%

0.7%

2.0%

2.2%

9.7%
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COMPARISON OF CALCULATED BASE REVENUE PER BILL AND ALLOWED BASE REVENUE PER BILL

2018-19 Calculated Base Revenue Per Bill
S&T
S&T
Sep-19
Oct-19
R-1
$
19.179 $
20.276
R-3
$
25.039 $
36.641
R-4
$
25.019 $
36.158

$
$
$

S&T
Nov-19
22.701
61.764
60.336

$
$
$

S&T
Dec-19
24.857
82.259
80.259

$
$
$

S&T
Jan-20
26.140
94.222
91.947

$
$
$

S&T
Feb-20
25.503
86.108
84.938

$
$
$

S&T
Mar-20
24.456
71.524
70.957

$
$
$

S&T
Apr-20
22.461
49.506
49.611

$
$
$

S&T
May-20
20.678
33.879
34.265

$
$
$

S&T
Jun-20
19.449
24.746
25.050

$
$
$

S&T
Jul-19
19.044
23.087
23.346

$
$
$

S&T
Aug-19
19.125
23.225
23.466

G-41
G-42
G-43
G-51
G-52
G-53
G-54

93.353
562.842
1,999.044
100.638
402.205
2,589.975
2,925.054

$
$
$
$
$
$
$

153.328
1,021.797
5,818.331
113.903
602.859
5,365.090
4,594.391

$
$
$
$
$
$
$

199.941
1,359.980
7,476.235
124.133
658.083
5,963.694
3,767.121

$
$
$
$
$
$
$

223.689
1,520.533
8,491.278
128.624
686.364
6,544.343
3,723.995

$
$
$
$
$
$
$

206.937
1,397.854
8,061.422
127.348
674.219
6,485.458
3,920.413

$
$
$
$
$
$
$

170.194
1,149.157
6,787.391
111.461
548.067
5,632.925
3,320.320

$
$
$
$
$
$
$

121.965
782.404
4,900.208
99.003
462.636
5,055.362
3,865.193

$
$
$
$
$
$
$

85.998
474.729
1,879.239
91.898
332.357
2,323.434
2,272.209

$
$
$
$
$
$
$

67.744
309.076
1,350.246
91.283
337.054
2,223.204
2,412.981

$
$
$
$
$
$
$

66.498
296.657
1,313.215
95.130
369.799
2,340.566
2,978.423

$
$
$
$
$
$
$

66.801
303.821
1,382.905
98.634
380.154
2,488.254
3,103.044

2018-19 Benchmark Base Revenue Per Bill
S&T
S&T
Sep-19
Oct-19
R-1
$
18.859 $
20.743
R-3
$
25.472 $
36.363
R-4
$
9.916 $
14.057

$
$
$

S&T
Nov-19
23.630
58.483
22.321

$
$
$

S&T
Dec-19
25.588
78.412
29.930

$
$
$

S&T
Jan-20
26.326
89.883
33.822

$
$
$

S&T
Feb-20
26.064
84.877
31.446

$
$
$

S&T
Mar-20
24.359
72.716
28.720

$
$
$

S&T
Apr-20
21.665
45.931
19.784

$
$
$

S&T
May-20
20.932
33.622
13.134

$
$
$

S&T
Jun-20
19.551
25.883
10.516

$
$
$

S&T
Jul-19
18.941
23.299
9.417

$
$
$

S&T
Aug-19
18.879
23.420
9.531

G-41
G-42
G-43
G-51
G-52
G-53
G-54

$
$
$
$
$
$
$

141.061
831.437
6,630.216
117.110
635.041
5,288.039
4,517.444

$
$
$
$
$
$
$

187.336
1,139.248
7,593.280
128.843
672.436
6,482.182
5,041.273

$
$
$
$
$
$
$

213.824
1,275.090
8,769.856
132.447
670.683
5,443.345
4,376.519

$
$
$
$
$
$
$

204.320
1,181.586
7,718.973
127.517
657.599
5,509.426
3,774.254

$
$
$
$
$
$
$

174.282
995.503
6,633.048
117.280
601.232
5,382.287
2,908.047

$
$
$
$
$
$
$

120.172
692.940
4,338.262
101.009
521.003
4,702.462
3,287.867

$
$
$
$
$
$
$

89.749
478.158
2,120.739
95.963
376.781
2,553.307
2,028.236

$
$
$
$
$
$
$

73.104
353.842
1,477.930
86.858
342.142
2,163.553
2,391.070

$
$
$
$
$
$
$

68.903
302.305
1,300.970
87.995
352.146
2,187.837
2,406.224

$
$
$
$
$
$
$

68.518
295.617
1,336.424
88.807
363.849
2,390.070
2,727.255

S&T
Feb-20
(0.561) $
1.231 $
53.491 $

S&T
Mar-20
0.097 $
(1.192) $
42.237 $

S&T
Apr-20
0.796
3.575
29.828

$
$
$

S&T
May-20
(0.254) $
0.257 $
21.131 $

S&T
Jun-20
(0.102) $
(1.137) $
14.534 $

S&T
Jul-19
0.102 $
(0.211) $
13.929 $

2.618
216.268
342.449
(0.169)
16.620
976.032
146.160

(4.088)
153.654
154.343
(5.819)
(53.165)
250.638
412.272

$
$
$
$
$
$
$

(3.751)
(3.428)
(241.501)
(4.065)
(44.424)
(229.873)
243.973

(5.360)
(44.766)
(127.684)
4.425
(5.088)
59.651
21.911

(2.405)
(5.648)
12.245
7.135
17.653
152.729
572.200

$
$
$
$
$
$
$

$
$
$
$
$
$
$

69.977
355.519
1,439.385
97.525
379.262
2,322.232
2,937.955

72.158
350.138
1,571.363
89.704
364.914
2,344.638
2,869.470

$
$
$
$
$
$
$

$
$
$
$
$
$
$

91.992
536.208
1,527.764
101.446
437.330
2,881.035
3,362.856

2018-19 Base Revenue Per Bill Difference
S&T
S&T
Sep-19
Oct-19
R-1
$
0.320 $
(0.467) $
R-3
$
(0.433) $
0.278 $
R-4
$
15.103 $
22.102 $

G-41
G-42
G-43
G-51
G-52
G-53
G-54

$
$
$
$
$
$
$

(2.181)
5.381
(131.978)
7.822
14.348
(22.406)
68.485

$
$
$
$
$
$
$

1.361
26.634
471.280
(0.809)
(35.124)
(291.061)
(437.802)

2018-19 Base Revenue Per Bill Percent Difference
S&T
S&T
Sep-19
Oct-19
R-1
1.7%
(2.3%)
R-3
(1.7%)
0.8%
R-4
152.3%
157.2%

G-41
G-42
G-43
G-51
G-52
G-53
G-54

(3.0%)
1.5%
(8.4%)
8.7%
3.9%
(1.0%)
2.4%

1.5%
5.0%
30.8%
(0.8%)
(8.0%)
(10.1%)
(13.0%)

$
$
$
$
$
$
$

S&T
Nov-19
(0.930) $
3.281 $
38.015 $

12.267
190.360
(811.885)
(3.208)
(32.182)
77.052
76.947

$
$
$
$
$
$
$

S&T
Dec-19
(0.731) $
3.848 $
50.329 $

12.605
220.733
(117.045)
(4.710)
(14.353)
(518.488)
(1,274.152)

$
$
$
$
$
$
$

S&T
Jan-20
(0.186) $
4.340 $
58.125 $

9.866
245.443
(278.578)
(3.823)
15.681
1,100.998
(652.524)

$
$
$
$
$
$
$

$
$
$
$
$
$
$

S&T
Nov-19
(3.9%)
5.6%
170.3%

S&T
Dec-19
(2.9%)
4.9%
168.2%

S&T
Jan-20
(0.7%)
4.8%
171.9%

S&T
Feb-20
(2.2%)
1.5%
170.1%

S&T
Mar-20
0.4%
(1.6%)
147.1%

8.7%
22.9%
(12.2%)
(2.7%)
(5.1%)
1.5%
1.7%

6.7%
19.4%
(1.5%)
(3.7%)
(2.1%)
(8.0%)
(25.3%)

4.6%
19.2%
(3.2%)
(2.9%)
2.3%
20.2%
(14.9%)

1.3%
18.3%
4.4%
(0.1%)
2.5%
17.7%
3.9%

(2.3%)
15.4%
2.3%
(5.0%)
(8.8%)
4.7%
14.2%

$
$
$
$
$
$
$

1.794
89.464
561.946
(2.006)
(58.367)
352.900
577.326

S&T
Apr-20
3.7%
7.8%
150.8%

1.5%
12.9%
13.0%
(2.0%)
(11.2%)
7.5%
17.6%

$
$
$
$
$
$
$

$
$
$
$
$
$
$

$
$
$
$
$
$
$

S&T
Aug-19
0.246
(0.195)
13.934

(1.717)
8.203
46.480
9.827
16.305
98.184
375.789

S&T
May-20
(1.2%)
0.8%
160.9%

S&T
Jun-20
(0.5%)
(4.4%)
138.2%

S&T
Jul-19
0.5%
(0.9%)
147.9%

S&T
Aug-19
1.3%
(0.8%)
146.2%

(4.2%)
(0.7%)
(11.4%)
(4.2%)
(11.8%)
(9.0%)
12.0%

(7.3%)
(12.7%)
(8.6%)
5.1%
(1.5%)
2.8%
0.9%

(3.5%)
(1.9%)
0.9%
8.1%
5.0%
7.0%
23.8%

(2.5%)
2.8%
3.5%
11.1%
4.5%
4.1%
13.8%
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COMPARISON OF CALCULATED BASE REVENUE AND ALLOWED BASE REVENUE

2018-19 Decoupling Year Weather Normalized Base Revenue
S&T
S&T
S&T
Sep-19
Oct-19
Nov-19
R-1
$
67,076 $
73,221 $
79,512
R-3
$
1,815,610 $
2,759,122 $
4,522,238
R-4
$
132,942 $
205,627 $
358,351
Total Resid. $
2,015,628 $
3,037,969 $
4,960,101

$
$
$
$

S&T
Dec-19
90,147
6,274,239
477,006
6,841,392

$
$
$
$

S&T
Jan-20
94,887
7,205,306
544,382
7,844,574

$
$
$
$

S&T
Feb-20
86,774
6,173,552
469,058
6,729,384

$
$
$
$

S&T
Mar-20
89,147
5,489,684
412,515
5,991,345

$
$
$
$

S&T
Apr-20
79,066
3,681,577
272,173
4,032,816

$
$
$
$

S&T
May-20
75,125
2,602,918
192,234
2,870,278

$
$
$
$

S&T
Jun-20
68,351
1,821,002
134,172
2,023,525

$
$
$
$

S&T
Jul-19
68,646
1,723,140
133,370
1,925,156

$
$
$
$

S&T
Aug-19
69,101
1,733,813
130,808
1,933,722

S&T
Total
$
941,051
$ 45,802,201
$ 3,462,639
$ 50,205,891

G-41
G-42
G-43
G-51
G-52
G-53
G-54
Total C/I

$
$
$
$
$
$
$
$

620,594
500,881
81,229
127,358
148,768
76,556
76,387
1,631,773

$
$
$
$
$
$
$
$

878,823
825,732
118,010
136,168
164,485
88,318
78,586
2,290,123

$
$
$
$
$
$
$
$

1,444,929
1,464,979
339,791
149,376
241,579
177,048
119,454
3,937,157

$
$
$
$
$
$
$
$

1,969,594
2,016,926
474,742
167,563
274,288
203,361
104,977
5,211,450

$
$
$
$
$
$
$
$

2,214,338
2,260,645
538,347
173,294
287,542
223,161
107,747
5,805,074

$
$
$
$
$
$
$
$

1,920,364
1,947,973
478,311
160,413
265,262
206,887
100,059
5,079,268

$
$
$
$
$
$
$
$

1,687,938
1,714,098
429,190
150,035
230,500
192,270
95,882
4,499,913

$
$
$
$
$
$
$
$

1,162,782
1,128,164
298,913
128,555
187,846
166,995
108,225
3,181,481

$
$
$
$
$
$
$
$

836,042
705,547
117,766
123,112
139,257
79,306
64,227
2,065,257

$
$
$
$
$
$
$
$

618,822
438,613
80,475
116,138
135,495
73,366
65,150
1,528,059

$
$
$
$
$
$
$
$

612,431
427,600
77,348
127,978
148,310
80,359
84,686
1,558,713

$
$
$
$
$
$
$
$

611,156
442,809
77,258
133,869
154,323
82,195
83,368
1,584,978

$ 14,577,813
$ 13,873,967
$ 3,111,380
$ 1,693,859
$ 2,377,655
$ 1,649,823
$ 1,088,750
$ 38,373,247

Total All

$

3,647,401

$

5,328,092

$

8,897,257

$

12,052,843

$

13,649,649

$

11,808,652

$ 10,491,258

$

7,214,297

$

4,935,535

$

3,551,584

$

3,483,870

$

3,518,700

$ 88,579,138

2018-19 Allowed Base Revenue
S&T
Sep-19
R-1
$
65,957
R-3
$
1,846,975
R-4
$
52,692
Total Resid. $
1,965,623

$
$
$
$

S&T
Oct-19
74,907
2,738,202
79,937
2,893,046

$
$
$
$

S&T
Nov-19
82,768
4,282,002
132,570
4,497,340

$
$
$
$

S&T
Dec-19
92,799
5,980,759
177,882
6,251,440

$
$
$
$

S&T
Jan-20
95,563
6,873,453
200,249
7,169,264

$
$
$
$

S&T
Feb-20
88,684
6,085,300
173,658
6,347,643

$
$
$
$

S&T
Mar-20
88,792
5,581,209
166,968
5,836,969

$
$
$
$

S&T
Apr-20
76,262
3,415,684
108,535
3,600,482

$
$
$
$

S&T
May-20
76,047
2,583,185
73,683
2,732,916

$
$
$
$

S&T
Jun-20
68,708
1,904,687
56,324
2,029,720

$
$
$
$

S&T
Jul-19
68,278
1,738,889
53,796
1,860,963

$
$
$
$

S&T
Aug-19
68,211
1,748,397
53,132
1,869,741

S&T
Total
$
946,976
$ 44,778,744
$ 1,329,427
$ 47,055,148

G-41
G-42
G-43
G-51
G-52
G-53
G-54
Total C/I

$
$
$
$
$
$
$
$

639,934
493,300
88,677
117,144
143,140
77,295
74,606
1,634,096

$
$
$
$
$
$
$
$

866,012
786,658
90,189
137,262
178,850
98,243
90,348
2,247,562

$
$
$
$
$
$
$
$

1,329,324
1,192,054
387,205
153,583
254,475
174,505
117,454
3,608,600

$
$
$
$
$
$
$
$

1,845,424
1,689,567
482,174
173,920
280,270
221,042
140,483
4,832,881

$
$
$
$
$
$
$
$

2,116,677
1,895,734
556,009
178,445
280,973
185,617
126,627
5,340,082

$
$
$
$
$
$
$
$

1,896,072
1,646,593
457,992
160,626
258,723
175,751
96,329
4,692,086

$
$
$
$
$
$
$
$

1,728,486
1,484,906
419,430
157,868
252,859
183,715
83,977
4,311,241

$
$
$
$
$
$
$
$

1,145,681
999,164
264,634
131,160
211,546
155,338
92,060
2,999,583

$
$
$
$
$
$
$
$

872,510
710,642
132,900
128,557
157,870
87,153
57,331
2,146,964

$
$
$
$
$
$
$
$

667,785
502,140
88,085
110,508
137,540
71,397
64,559
1,642,014

$
$
$
$
$
$
$
$

634,584
435,741
76,627
118,379
141,230
75,116
68,417
1,550,094

$
$
$
$
$
$
$
$

626,868
430,853
74,662
120,531
147,704
78,952
73,272
1,552,841

$ 14,369,358
$ 12,267,352
$ 3,118,584
$ 1,687,983
$ 2,445,180
$ 1,584,123
$ 1,085,462
$ 36,558,043

Total All

$

3,599,719

$

5,140,608

$

8,105,940

$

11,084,321

$

12,509,347

$

11,039,729

$ 10,148,210

$

6,600,065

$

4,879,879

$

3,671,734

$

3,411,057

$

3,422,582

$ 83,613,191

2018-19 Base Revenue Difference
S&T
Sep-19
R-1
$
1,119
R-3
$
(31,365)
R-4
$
80,251
Total Resid. $
50,005

$
$
$
$

S&T
Oct-19
(1,687)
20,921
125,689
144,924

$
$
$
$

S&T
Nov-19
(3,256)
240,236
225,781
462,761

$
$
$
$

S&T
Dec-19
(2,653)
293,480
299,125
589,952

$
$
$
$

S&T
Jan-20
(676)
331,852
344,134
675,310

$
$
$
$

S&T
Feb-20
(1,910)
88,251
295,400
381,741

$
$
$
$

S&T
Mar-20
355
(91,525)
245,547
154,376

$
$
$
$

S&T
Apr-20
2,803
265,892
163,638
432,334

$
$
$
$

S&T
May-20
(922)
19,733
118,551
137,362

$
$
$
$

S&T
Jun-20
(357)
(83,685)
77,847
(6,195)

$
$
$
$

S&T
Jul-19
368
(15,749)
79,574
64,194

$
$
$
$

S&T
Aug-19
890
(14,585)
77,676
63,981

$
$
$
$

S&T
Total
(5,925)
1,023,456
2,133,212
3,150,744

G-41
G-42
G-43
G-51
G-52
G-53
G-54
Total C/I

$
$
$
$
$
$
$
$

(19,340)
7,581
(7,448)
10,215
5,628
(739)
1,781
(2,323)

$
$
$
$
$
$
$
$

12,811
39,075
27,821
(1,094)
(14,364)
(9,925)
(11,762)
42,561

$
$
$
$
$
$
$
$

115,605
272,925
(47,414)
(4,206)
(12,896)
2,543
2,001
328,557

$
$
$
$
$
$
$
$

124,170
327,359
(7,432)
(6,358)
(5,982)
(17,680)
(35,506)
378,570

$
$
$
$
$
$
$
$

97,660
364,911
(17,662)
(5,151)
6,569
37,544
(18,880)
464,992

$
$
$
$
$
$
$
$

24,292
301,380
20,319
(213)
6,539
31,136
3,730
387,182

$
$
$
$
$
$
$
$

(40,547)
229,192
9,760
(7,833)
(22,360)
8,555
11,905
188,672

$
$
$
$
$
$
$
$

17,101
129,000
34,279
(2,605)
(23,699)
11,657
16,165
181,899

$
$
$
$
$
$
$
$

(36,468)
(5,095)
(15,134)
(5,445)
(18,613)
(7,846)
6,896
(81,706)

$
$
$
$
$
$
$
$

(48,963)
(63,527)
(7,610)
5,630
(2,046)
1,968
592
(113,955)

$
$
$
$
$
$
$
$

(22,153)
(8,141)
721
9,599
7,080
5,244
16,269
8,619

$
$
$
$
$
$
$
$

(15,712)
11,956
2,597
13,338
6,619
3,243
10,096
32,137

$
$
$
$
$
$
$
$

208,455
1,606,615
(7,204)
5,876
(67,525)
65,700
3,288
1,815,203

Total All

$

47,682

$

187,484

$

791,317

$

968,522

$

$

768,923

$

343,048

$

614,232

$

55,656

$

(120,150) $

72,813

$

96,118

$

4,965,947

2018-19 Base Revenue Percent Difference
S&T
S&T
Sep-19
Oct-19
R-1
1.7%
(2.3%)
R-3
(1.7%)
0.8%
R-4
152.3%
157.2%
Total Resid.
2.5%
5.0%

1,140,302

S&T
Nov-19
(3.9%)
5.6%
170.3%
10.3%

S&T
Dec-19
(2.9%)
4.9%
168.2%
9.4%

S&T
Jan-20
(0.7%)
4.8%
171.9%
9.4%

S&T
Feb-20
(2.2%)
1.5%
170.1%
6.0%

S&T
Mar-20
0.4%
(1.6%)
147.1%
2.6%

S&T
Apr-20
3.7%
7.8%
150.8%
12.0%

S&T
May-20
(1.2%)
0.8%
160.9%
5.0%

S&T
Jun-20
(0.5%)
(4.4%)
138.2%
(0.3%)

S&T
Jul-19
0.5%
(0.9%)
147.9%
3.4%

S&T
Aug-19
1.3%
(0.8%)
146.2%
3.4%

S&T
Total
(0.6%)
2.3%
160.5%
6.7%

G-41
G-42
G-43
G-51
G-52
G-53
G-54
Total C/I

(3.0%)
1.5%
(8.4%)
8.7%
3.9%
(1.0%)
2.4%
(0.1%)

1.5%
5.0%
30.8%
(0.8%)
(8.0%)
(10.1%)
(13.0%)
1.9%

8.7%
22.9%
(12.2%)
(2.7%)
(5.1%)
1.5%
1.7%
9.1%

6.7%
19.4%
(1.5%)
(3.7%)
(2.1%)
(8.0%)
(25.3%)
7.8%

4.6%
19.2%
(3.2%)
(2.9%)
2.3%
20.2%
(14.9%)
8.7%

1.3%
18.3%
4.4%
(0.1%)
2.5%
17.7%
3.9%
8.3%

(2.3%)
15.4%
2.3%
(5.0%)
(8.8%)
4.7%
14.2%
4.4%

1.5%
12.9%
13.0%
(2.0%)
(11.2%)
7.5%
17.6%
6.1%

(4.2%)
(0.7%)
(11.4%)
(4.2%)
(11.8%)
(9.0%)
12.0%
(3.8%)

(7.3%)
(12.7%)
(8.6%)
5.1%
(1.5%)
2.8%
0.9%
(6.9%)

(3.5%)
(1.9%)
0.9%
8.1%
5.0%
7.0%
23.8%
0.6%

(2.5%)
2.8%
3.5%
11.1%
4.5%
4.1%
13.8%
2.1%

1.5%
13.1%
(0.2%)
0.3%
(2.8%)
4.1%
0.3%
5.0%

Total All

1.3%

3.6%

9.8%

8.7%

9.1%

7.0%

3.4%

9.3%

1.1%

(3.3%)

2.1%

2.8%

5.9%
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty
DG 21-130
Winter 2021/2022 Cost of Gas and Summer 2022 Cost of Gas
Energy Technical Session Data Requests - Set 1
Date Request Received: 10/15/21
Request No. Energy TS 1-3

Date of Response: 10/21/21
Respondent: David Simek

REQUEST:
Please confirm that from November 1, 2018 to the present, no change has been made to the Gas
Assistance Program (formerly the RLIAP program)’s funding and recovery method applicable to
all participating NH gas utilities. If Liberty asserts an intentional change was made, or that the
RDAF intended to change or supplement funding and recovery for the GAP program, please
provide supporting documentation.
a. Does Liberty assert that the LDAC GAP component is involved the alleged mismatch
error? Please explain why or why not.
b. Does Liberty contend that the alleged decoupling mismatch error was: in a tariff?
compelled by tariff language? Inconsistent with an explicit component of a PUC COG
Order? If yes, please explain and illustrate with regard to supporting documentation.
RESPONSE:
By this response, the Company confirms that from November 1, 2018, to the present, no change
was made to the Gas Assistance Program (“GAP”) (formerly the “RLIAP” program) in relation
to the funding and recovery method applicable to all participating NH gas utilities.
Please also note the following:
•

The RLIAP/GAP component of the LDAC was not part of the mismatch that caused the
Company’s under-collection of revenues through the Revenue Decoupling Mechanism.

•

The RLIAP/GAP component functioned as designed to produce the revenue replacing the
low-income discount extended to R-4 customers. However, the revenue from the
RLIAP/GAP was used by the Company in Docket No. DG 19-145 in an effort to
reconcile the shortfall generated by the mismatch between the allowed revenue
decoupling target for the R-4 rate class and the actual revenues collected.

•

The Company’s responses to Energy TS 1-1 and Energy TS 1-2 provide an explanation
of the decoupling mismatch.

Page 1 of 1
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty
DG 21-130
Winter 2021/2022 Cost of Gas and Summer 2022 Cost of Gas
Energy Technical Session Data Requests - Set 1
Date Request Received: 10/15/21
Request No. Energy TS 1-4

Date of Response: 10/21/21
Respondent: David Simek

REQUEST:
Reference: Technical Session held on October 13, 2021; Liberty’s objection to OCA
Motion in Limine
[a] Please provide a copy of the presentation slides provided by David Simek with regard to the
$4 million dollars at issue and possibly emailed to some participants.
[b] Please also provide a copy of the “track changes” tariff provisions that were shared on
screen and possibly emailed to some participants.
[c] Please provide a copy of the article Liberty discusses in footnote 2 of its objection, i.e.
Regulatory Assistance Project “Revenue Deregulation and Decoupling (2016); please also
provide a link to a public source, if available.
[d] Please provide a copy of the fixed price option (FPO) letter Liberty mailed to EnergyNorth
customers on or about October 1, 2021; what period of time is open to customers in which
register for the FPO program? Please reference tariff language relevant to the FPO offer.
Please confirm that Liberty EnergyNorth will not propose a change to the FPO rate in this
docket.
RESPONSE:
[a] Please refer to Attachment Energy TS 1-4.a.
[b] Please refer to Attachment Energy TS 1-4.b, subject to Mr. Sheehan’s qualification that the
document may contain some redlining errors.
[c] Please refer to Attachment Energy TS 1-4.c. The document is available at the following
link: https://www.raponline.org/wp-content/uploads/2016/11/rap-revenue-regulationdecoupling-guide-second-printing-2016-november.pdf. OCA’s Motion in Limine referred
to pages 50–51 and 54. The discussion at pages 50–51 relates to “Communicating with
Customers about Decoupling,” and does not mention “retroactive ratemaking.” Note 54 is
found on page CS50 (Case Studies), generally discussing “revenue regulation” and the
calculation of “actual revenue.”

Page 1 of 2
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Docket No. DG 21-130 Request No. Energy TS 1-4
[d] Please refer to Attachment Energy TS 1-4.d. As stated in the letter, customers may enroll
until October 22, 2021. The following language related to the FPO is shown on Page 32 of
the tariff:

Liberty confirms that it will not propose a change to the FPO rate in this docket.

Page 2 of 2
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The RDAF is calculated based on differences between target Revenue Per Customer (RPC) benchmark and actual revenue collected for each customer class. ENNG is
authorized to realize the same amount of revenue from an R-4 (low-income) customer as from a R-3 (residential) customer on a per customer basis. The only difference
between the two rate classes is that for the R-4 rate class, ENNG recovers some of the revenues via the RLIAP.
As a result, the RDAF reconciliation for the R-4 rate class could be calculated based using an RPC that excludes the RLIAP – and then uses the same RPC as for the R-3 rate
class, or using a lower RPC that accounts for expected RLIAP revenues, provided that that whichever is chosen, the RPC vs. actual revenues comparison is done using
consistent assumptions regarding rates.
120

120

Low-Income Discount Recovery
100

100

80

80

RLIAP
RLIAP
60

$
$

60

40

40

20

20

0

0

RATES
RATES

RATES
RATES

R-3
R-3

R-4
R-4

RPCRPC

Alternative RPC Calculations for an R-4 Customer
Option #1
Exclude RLIAP

Option #2
Include RLIAP

Revenue Per Customer
Benchmark

$50

$50

RLIAP revenues

$0

$30

Revenues required from
distribution rates to cover
authorized rev. reqm’t

$50

$20

Use discounted rate for
RDAF calcs?

No

Yes
* all calculations are illustrative
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ENNG’s proposed reconciliation aligns the
RPC and the rates used in the RDAF
calculations.
For 2019 and 2020, the allowed R-4 RPC
was set lower than the allowed RPC for R3. While this approach could be workable
if R-4 rates were also used in determining
actual revenue, the revenue calculations
used the R-3 rates. The result reduced
ENNG’s revenue target but not its rates.

The correction resolves this unintended
discrepancy, which was embedded when
the tariff was changed by the agreement
of all parties involved. No change to the
ratemaking mechanics are required.

a
R-4 customers
b
Assumed RPC
c = a*b Authorized revenue

2019-20
Method
6,210
$33.41
$207,470

d
e = a*d
f
g
h = f*g

$15.02
$93,274
$0.5502
873,656
$480,686

$15.02
$93,274
$0.5502
873,656
$480,686

$573,960
($366,490)
-64%

$573,960
($22,506)
-4%

Customer charge
Customer revenues
Volumetric rate
Sales volumes
Volumetric revenues

i = e+h Total revenues
j = c-i RDAF adjustment
k = j/i Adjustment rate

Correction
6,210
$88.80
$551,454

Use the R-3 RPC

Keep the R-3 rates

Resolves inconsistency problem

Rates and determinants data from January 2019
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NHPUC NO. 10 GAS
LIBERTY UTILITIES

Second Revised Page 32
Superseding First Revised Page 32

The winter cost of gas rate will be applied to billings commencing with the first November revenue billing
cycle; the summer cost of gas rate will be applied to billings commencing with the first May revenue billing
cycle.
C. Calculation. The amount of the cost of gas rate is the anticipated unit cost of gas sold.
At the conclusion of each winter and summer period the Company will calculate the extent that cost of gas
revenues are greater or less than actual unit costs of gas compared with the anticipated unit costs. The
calculated difference (actual gas sales volumes multiplied by the difference between actual and anticipated
unit costs) will be carried forward into the computation of the cost of gas rate for the corresponding winter
or summer period.
Any excess revenue collected, as determined above, will earn interest as specified by the Commission.
D. Changes. The cost of gas rate may be adjusted without further Commission action based on the projected
over-/under-collection of gas costs, the adjusted rate to be effective the first of the month. Any such rate
adjustments may not exceed a maximum rate of 25 percent above the approved rate, but there is no limit on
the amount of any rate reductions.
E. Refunds. When refunds are made to the Company by its suppliers that are applicable to increased charges
collected under this provision, the Company will make appropriate refunds to its customers and as the
Commission may direct.
F. Reporting. The Company shall submit to the Commission, at least 30 days prior to the effective date, the
proposed winter and summer period cost of gas rate computation. Any monthly adjustments to the cost of
gas rate must be filed five (5) business days prior to the first day of the subsequent month (the effective date
of the new rate).
The cost of gas rate shall be computed to the nearest one hundredth cent per therm and shown on customers'
bills.
G. Fixed Price Option Program. An alternative to the traditional winter period cost of gas rate mechanism may
be elected by the customer pursuant to the Company's Fixed Price Option (FPO) Program. The Company
may offer up to 50% of its expected firm sales for the winter period under the FPO Program. The cost of
gas charge offered under the FPO Program will remain fixed for all winter period billings commencing
November 1 and ending April 30 of the effective winter period. Once elected, customers must remain on
the FPO Program for the duration of the winter period unless service is terminated. There are no maximum
or minimum usage levels. Customers may enroll in this Program by contacting the Company between the
October 1 and October 19 period immediately preceding the effective winter period.
17 LOCAL DISTRIBUTION ADJUSTMENT CLAUSE AND NORMAL WEATHER
ADJUSTMENT
A. Purpose. The purpose of the Local Distribution Adjustment Clause (“LDAC” or this “Clause”) is to
establish procedures that allow the Company, subject to the jurisdiction of the NHPUC, to adjust, on
an annual basis, its delivery charges in order to recover Conservation Charges (“CC”), Revenue
Decoupling Adjustment Factor (“RDAF”), Winter Period Surcharges (“WPS”), Environmental
Surcharges (“ES”) including the Relief Holder Surcharge (“RHS”) and the Manufactured Gas
Program Surcharge (“MGP”), rate case expenses and recoupment (“RCE”), Residential LowGas
Assistance Program costs (“GAP”)
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Income Assistance Program costs (“RLIAP”) and any other expenses the NHPUC may approve from time
to time. The purpose of the Normal Weather Adjustment (“NWA”) is to establish procedures that allow
the Company, subject to the jurisdiction of NHPUC, to calculate and apply, for each customer on a monthly
basis, the Normal Weather Factor (“NWF”).
B. Applicability. This Clause shall be applicable in whole or part to all of the Company's firm sales service
and firm delivery service customers as shown on the table below.. The application of this clause may, for
good cause shown, be modified by the NHPUC. See Section 17(K) “Other Rules.”
Applicability
Residential Non-Space
Heating – R-1, R-5
Residential Space Heating –
R-3, R-4, R-6, R-7
Small C&I – G-41, G-51, G44, G-55
Medium C&I – G-42, G-52,
G-45, G-56
Large C&I – G-43, G-53, G54, G-46, G-57, G-58

CC
17(C)

RDAF
17(D)

ES
17(E)

RCE
17(F)

RLIAP
17(G)

1

1

X

1

X

1

1

X

1

X

1

1

X

1

X

1

1

X

1

X

1

1

X

1

X

Notes:
N/A Not
This Clause is applicable X
Applicable to all
1
Applicable rates and charges on a Rate Class basis. The application of the CC, RDAF, ES, RCE
and GAP is applicable to Non-all therms and therefore the application to all customers, including
Managed Expansion Program Customers, is at the same rate per therm as the corresponding non-Managed
Expansion Program Customers.
C. Conservation Charges Allowable for LDAC.
1. Purpose: The purpose of this provision is to establish a procedure that allows the Company, subject
to the jurisdiction of the NHPUC, to adjust, on an annual basis, the Conservation Charge, if and
when applicable, to firm sales service and firm delivery service throughput in order to recover from
firm customers costs and lost margins associated with its energy efficiency management programs.
2. Applicability: A conservation charge shall be applied to therms sold or transported by the Company
subject to the jurisdiction of the Commission as determined in accordance with the provision of this
rate schedule. Such conservation charge shall be determined annually by the Company, separately
for the Residential Heating, and Commercial/Industrial rate categories, subject to review and
approval by the Commission as provided for in this rate schedule.
3. Calculation of Conservation Charge: The Company will properly assign expenses for forecasted
conservation expenditures to the applicable rate categories for a future twelve (12) month period
commencing November 1 of each year. The total of such conservation expenditures plus any
prior period reconciling adjustments shall be divided by therm sales as forecasted by the
Company for the same annual period and rounded to the nearest hundredth of a cent. The
resulting conservation charge shall be included in the Company’s Local Distribution Adjustment
Charge and applied to actual therms sold or transported for the following twelve (12) month
period starting November 1, and ending October 31.
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4. Reporting: The Company shall submit annual reports to the Commission reconciling any
difference between the actual conservation expenditures and actual revenues collected under this
rate schedule. The difference whether positive or negative will be carried forward into the
conservation charge for the next recovery period. Upon completion of the conservation
program(s), any over or under collection may be credited or charged to the deferred Winter Period
cost of gas account, subject to Commission approval.
5. Effective Date: On or before the first business day in September of each year, the Company shall
file with the NHPUC for its consideration and approval, the Company’s request for a change in the
CC applicable to each Rate Category during the next subsequent twelve-month period commencing
with the calendar month of November.
6. Reconciliation Adjustment: Account 1163-1755 shall contain the cumulative difference between
the sum of the DSM expenditures incurred by the Company plus the sum of the DSM repayments
and the revenues collected from customers. The Company shall file the reconciliation along with
the COG filing on or before the first business day in September of each year.
D. Revenue Decoupling Adjustment Factor.
1. Purpose:Purpose: Revenue decoupling eliminates the link between volumetric sales and Company
revenue in order to align the interests of the Company and customers with respect to changing
customer usage by establishing an allowed revenue per customer (“RPC”). The Company is allowed to
collect that RPC for the number of actual customers it has in a given month. The purpose of the
Revenue Decoupling Adjustment Factor (“RDAF”) is to establish procedures that allow the
Company, subject to the jurisdiction of the NHPUC, to adjust, on an annual basis, its rates for firm gas
sales and firm transportation in order to reconcile the difference between the Actual Base Revenue per
Customer with Benchmarked Basecollected and the Allowed Revenue per Customer. The Company’s
RDAF eliminates the link between volumetric sales and Company revenue in order to align the
interests of the Company and customers with respect to changing customer usage.. The purpose of
the Normal Weather Adjustment (“NWA”) is to adjust each customer’s bill for the difference in
delivery charges caused by the variation in actual Heating Degree Days (“HDDs”) from normal
HDDs during the Winter Period.
2. Effective Date: The RDAF and NWA shall take effect beginning on November 1, 2018, and replace
the Lost Revenue Adjustment Mechanism (LRAM) established in Order No. 25,932 (Docket No.
DE 15-137).
3. Applicability: The Revenue Decoupling Adjustment Factor and NWA shall apply to all of the
Company’s firm tariff Rate Schedules, subject to the jurisdiction of the Commissionrate schedules,
excluding special contracts, as determined in accordance with the provisions of this RDAF and
NWA.
4. Definitions: The following definitions shall apply throughout the RDAF and NWASection 17D:
a.

Actual Base Revenue is the actual revenue derived from the Company’s distribution rates
for a given Decoupling Year for a Customer Class. The Company will use monthly
distribution revenues adjusted to include weather normalized actuals and Actual
Number of Customers to determine the Monthly Actual Base Revenue per Customer.

b.a. Actual Number of Customers is the actual number of Equivalent Bills for the applicable
CustomerRate Class for theeach applicable month of the Decoupling Year.
b. Equivalent Bill. Customers are billed on different days of the month. To calculate the
number of customers in a month for purposes of calculating the Monthly Actual Revenue it
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is necessary to use Equivalent Bills as a representation for customers. Equivalent Bills are
calculated by dividing the number of days in the billing period of each customer’s bill by
30.
c.

Billing Year is the 12-months commencing November 1 immediately following the
completion of the Decoupling Year.
DecouplingYear. ThefirstDecouplingYearshallbethe10ͲmonthperiodfromNovember1,2018 toAugust
31,2019. EachsubsequentDecouplingYearshallbethetwelvemonthscommencing September1
throughAugust31.
d. Customer

d.e. Rate Class is the group of allare customers taking service pursuant to the same Rate
Schedule.rate schedules combined as follows: Rates R-1 and R-5, Rates R-3, R-4, R-6,
and R-7, Rates G-41 and G-44, Rates G-42 and G-45, Rates G-43 and G-46, Rates G-51
and G-55, Rates G-52 and G-56, Rates G-53 and G-57, and Rates G-54 and G-58.
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Customer Class Group (CG) is the group of Rate Schedulesrate schedules combined for
purposes of calculating the Revenue Decoupling Adjustment. and the RDAF. The two
Customer Class Groups are as follows:
Residential Customer Class Group (CG1): defined as both Residential Non-Heating
CustomerRate Class and Residential Heating CustomerRate Class, shall consist of all
customers taking service pursuant to the Company’s residential rate schedules. CG1 shall
include customers taking service under rate schedules R-1, R-3, R-4, R-5, R-6 and R-7.
The Commercial and Industrial Customer Class Group (CG2): shall consist of all customers
taking service pursuant to one of the Company’s general service rate schedules, G-41, G-42, G43, G--44, G-45, G-46, G-51, G-52, G-53, G-54, G-55, G-56, G-57 and G- 58.

g. Distribution Revenue is the revenue from the Company's firm sales service and firm delivery
service customers and does not include other revenue, special contracts, and all revenues recovered
from Cost of Gas filings.
5. Calculation of Revenue Per Customer
a.

Definitions:
i. Initial Approved Revenue is the Distribution Revenue for each Rate Class less MEP
Premium revenues, all as approved by Order of the Commission in a rate case, to
determine the Commission approved Initial RPC per Rate Class.
ii. Incremental Approved Revenue is the amount of any change to the Initial Approved
Revenue that is approved by Order of the Commission between rate cases and used to
determine the Commission approved Incremental RPC and new Approved RPC.
iii. Initial Revenue per Customer (“Initial RPC”) is calculated for each Rate Class and
approved by Order of the Commission in a rate case.
iv. Incremental Revenue per Customer (“Incremental RPC”) divides the Incremental
Approved Revenue for each Rate Class based on the monthly Equivalent Bills for that
Rate Class for the test period associated with the Incremental Approved Revenue. The
Incremental RPC is approved by Order of the Commission in a proceeding other than a
rate case that results in a permanent adjustment to base distribution rates. Such
proceedings may include, but are not limited to, step adjustments, property tax
reconciliation, and temporary rates.
v. Approved Revenue per Customer (“Approved RPC”) is the sum of the Initial RPC per
Rate Class and all Incremental RPC’s per Rate Class, if any.

b. A separate RPC is calculated for each month of the decoupling year for each Rate Class using
Approved Revenue and Equivalent Bills for each month.
c.
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The Initial RPC is set for each month by calculating the Initial Approved Revenue by Rate
Class by month from the approved rate schedule rates by Rate Class for that month. The rate
schedule rates adjusted for the MEP Premium are multiplied by the appropriate monthly billing
units, Equivalent Bills for customer charges, therms for the blocked therm charges, to produce
the Initial Approved Revenue by Rate Class by month. The monthly Initial Approved Revenue
are then divided by the Equivalent Bills for that month to produce the Initial RPC’s for each.
For the Initial RPC’s, the Equivalent Bills and associated blocked therm billing units shall be
adjusted by an End of Year Bill Adjustment that reflects the customers received service at the
end of the test year.
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d. The Incremental RPC is set for each month by calculating the Incremental Approved Revenue
by Rate Class by month from the approved rate schedule rates by Rate Class for that month.
The rate schedule rates adjusted for the MEP Premium are multiplied by the appropriate
monthly billing units, Equivalent Bills for customer charges, therms for the blocked therm
charges, to produce the Incremental Approved Revenue by Rate Class by month. The monthly
Initial Approved Revenue are then divided by the Equivalent Bills for that month to produce the
Initial RPC’s for each. For the Incremental RPC’s, the Equivalent Bills and associated blocked
therm billing units shall be those bills and units for the test period associated with the
Incremental Approved Revenue.
5. Calculation of Normal Weather Adjustment
e.
a.
f.

Definitions.

Decoupling Year. The first Decoupling Year shall be the 10-month period from November 1, 2018
to August 31, 2019. Each subsequent Decoupling Year shall be the twelve months commencing
September 1 through August 31.

g. Equivalent Bill. The number of days in the billing period of each customer’s bill divided by 30.
i. Real-time normal weather adjustment is the difference between actual distribution
revenue billed to each customer in each billing cycle for each month or portion
thereof during the Winter Period, and what distribution revenue for each
customer’s bill would have been based on weather normalized therm deliveries for
the same period. The resulting charge or credit will be added to or subtracted from
each customer’s bill at the time the bill is rendered (i.e., “real time”).
h. Benchmark Base Revenue per Customer is the monthly allowed distribution revenue per
Equivalent Bill for a given Decoupling Year for a given Customer Class, reflecting the
distribution revenue level and approved equivalent bills from the Company’s most recent
rate case or other proceeding that results in an adjustment to base rates. Benchmark
Base Revenue per Customer will be calculated for each month based on the distribution
rates in effect at the start of the Decoupling Year and the calculation will be revised for
the remaining months of each Decoupling Year if there is a distribution rate change that
occurs following the beginning month of each Decoupling Year.
ii. Winter Period. The time period from November 1 of a given year through April 30
of the following year inclusive.
iii. Base Load Factor for each customer is the customer’s most recent two-year average
daily delivered therms for actual bills rendered for those billing periods that are
completely within the June 1 through August 31 calendar period excluding such
billing periods that are only partially within the June 1 to August 31 period. If a
customer has less than two-year’s billing history, then the customer’s available
history for the months of June through August as defined above will be used to
calculate the average daily delivered therms; and if a customer has no billing
history for the months of June through August as defined above, then the average
daily delivered therms for the calendar months of June through August for the rate
schedule under which the customer is served will be used.
iv. Base Usage for each bill is the current Base Load Factor times the number of days in
the billing period.
v. Heating Usage for each bill is the difference between the actual delivered therms
for that bill less the Base Usage for that bill. If the calculated Heating Usage is
less than zero, then the Heating Usage for that bill is set equal to zero.
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vi. Heating Degree Days (HDD) for each day is sixty-five (65) minus the average
temperature in degrees Fahrenheit for that day. If the calculated HDD is less than
zero, then the HDD for that day is set equal to zero.
vii. o. Normal Heating Degree Days (Normal HDD) for each day is the thirty-year
average HDD for that day.
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viii. Normal Weather Adjustment Slope (NWA Slope) for each bill is the Heating Usage
divided by the sum of actual HDD during the billing period.
ix. Normal Heating Usage for each bill is the NWA Slope times the sum of the Normal
HDD for the billing period.
x. Normal Usage for each bill is the sum of the Base Usage and the Normal Heating
Usage.
xi. Normal Weather Factor (NWF) for each bill is
NWF ൌ

DeliveryChargeNormal

െ1

DeliveryChargeActual
where Delivery Charge Normal is the calculated delivery charge for Normal Usage for the
rate schedule applicable to that bill or portion thereof during the Winter Period and
Delivery Charge Actual is the calculated delivery charge for actual delivered therms for
the rate schedule applicable to that bill or portion thereof during the Winter Period.
The Normal Weather Adjustment (NWA) for each bill is
NWA ൌ DeliveryChargeActual ൈ NWF
where Delivery Charge Actual is the calculated delivery charge for actual delivered therms for the
rate schedule applicable to that bill or portion thereof during the Winter Period.
6. Application of the NWA to Customer Bills
The NWA charge or credit will be separately stated, and added to or subtracted from each bill as
applicable. Each bill will have a separate line titled “Normal Weather Adj.,” which line will
include the total variable distribution charges, the NWF percentage, and the resulting charge or
credit.
5.7. Calculation of Revenue Decoupling Adjustment and Reconciliation
a. Definitions
i. Monthly Actual Distribution Revenue is the monthly billed Distribution Revenue less
the MEP Premium for that month.
ii. Monthly Allowed Revenue is the Approved RPC per Rate Class for the applicable
month multiplied by the Actual Equivalent Bills for that month.
iii. Monthly Revenue Decoupling Adjustment (“MRDA”)is the difference between the
Monthly Allowed Revenue and the Actual Revenues collected in that month.
iv. Customer Class Allowed Revenue is the sum of the Monthly Allowed Revenues
for each Customer Class Group in the Decoupling Year.
v. Forecasted Throughput Volume is the forecasted firm tariff throughput for a given
Customer Group for the Billing Year.
vi. RDAF Reconciliation is the amount of reconciliation of from RDAF during the
Billing Year.
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vii.

Revenue Decoupling Accounts (“RDA Accounts”) are the accounts established on
the balance sheet for the purpose of recording the Revenue Decoupling Adjustment
for each Customer Class Group.
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a.b. Description of Revenue Decoupling Adjustment and Reconciliation
At the conclusion of each Decoupling Year, the Each month the Company shall calculatewill
record a Decoupling Revenue Decoupling Adjustment to be used to determine the RDAF for the
next Billing Year, effective November 1.
in the RDA Accounts in accordance with generally accepted accounting principles. The Revenue
Decoupling Adjustment shall be determined by calculating the monthly is the difference between
the Benchmark BaseMonthly Allowed Revenue per Customer times the actual number of
Equivalent Bills for the applicable Customer Class and the Monthly Actual BaseDistribution
Revenue for that month. The sum of these monthly Revenue Decoupling Adjustments in the
Decoupling Year shall be divided by forecasted Billing Year sales to derive The volumetric rate
per therm to be applied to customers’ bills in the Billing Year. The Revenue Decoupling
Adjustment shall also include a reconciliation component for the previous Decoupling Year,
which represents the difference between the accrued decoupling amount in the Decoupling Year
compared to the actual revenues billed in the billing. In addition, the reconciliation amounts
collected or distributed through the RDAF are also recorded in the RDA Accounts for each
Customer Class Group. The RDA Accounts accrue interest on the average monthly balance using
the prime lending rate. At the conclusion of each Decoupling Year, the sum of the balance in each
of the RDA Accounts for each Customer Class Group shall be used to determine the RDAF for
the next Billing Year.
b. Revenue Decoupling Adjustment Formulas
RC=n

RDCG =  ൣ൫BRPCT-1 x ACUSTST-1 )- ART-1 ൧
RC=1

And:
RDAFେୋ ൌ

RDେୋ  CGDEFିଵ
FTVେୋ

The RDAF to be applied to customers’ bills in the Billing Year is the balance in the RDA
Accounts at the end of the Decoupling Year for each Customer Class Group divided by the
Forecast Throughput Volume for that Customer Class Group.

Where the terms in the above equation have the following meanings:
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ACUSTST-1

The Actual Number of Equivalent Bills for the applicable Customer Class for the
most recently completed Decoupling Year (T-1)

ARTെ1

The Actual Base Revenue for the applicable Customer Class for the most recently
completed Decoupling Year, (T-1), as defined in Section 4(D). For purposes of
calculating the Actual Base Revenue, base revenues for Low Income rate class R4, shall be determined based on non-discounted rate R-3.

BRPCTെ1

The Benchmark Base Revenue Per Equivalent Bill for the applicable Customer
Class as determined in accordance with Section 4 (D) for the most recently
completed Decoupling Year, stated on a monthly basis (T-1).

CG

Customer Class Groups as defined in Section 4(D).

CGDEF

The balance of the unrecovered deferrals inclusive of associated interest using the
prime lending rate.

FTVCG

Forecast Throughput Volumes inclusive of all firm tariff throughput for the
Billing Year.

RC

Rate classes in a Customer Class Group.

RDେୋ

The Revenue Decoupling adjustment to revenues, representing the sum of the
monthly Revenue Decoupling Adjustments in the Decoupling Year.

RDAFେୋ

The Revenue Decoupling Adjustment Factor for the Billing Year.

6. Calculation of the Revenue Decoupling Adjustment Reconciliation
Account1168Ͳ1823shallcontaintheaccumulateddifferencebetweenannualrevenuesandthe Revenue
DecouplingAdjustment,ascalculatedbymultiplyingtheRDAFtimesfirmsalesand transportation
throughput,andtheRevenueDecouplingAdjustmentallowedrevenuesannually, pluscarryingchargeson
theaveragemonthlybalanceusingtheprimelendingrate.
7.8. Application of the RDAF to Customer Bills
The RDAF ($ per therm) shall be calculated annually for each Customer Group and shall be
truncated at the nearest one one-hundredth of a centfour decimal points per therm. The annual
calculated Customer Group RDAF will be applied to the monthly firm tariff throughput for each
customer in that particular Customer Group, effective November 1 of the given year.

8.1. Calculation of Normal Weather Adjustment
The Normal Weather Adjustment (NWA) for each bill is
NWA ൌ DeliveryChargeActual ൈ NWF
where Delivery Charge Actual is the calculated delivery charge for actual delivered therms for the
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rate schedule applicable to that bill or portion thereof during the Winter Period.
9.1. Application of the NWA to Customer Bills

 ISSUED:
EFFECTIVE:

March 20, 2019
November 01, 2018

ISSUED BY: /s/Susan L. Fleck
Susan L. Fleck
TITLE:
President

Authorized by NHPUC Order No. 26,187 dated November 02, 2018, in Docket No. DG 17-048
042

Docket No. DG 21-130
Exhibit 12A
Docket No. DG 21-130
Attachment Energy TS 1-4.b
Page 14 of 21

NHPUC NO. 10 GAS
LIBERTY UTILITIES

Second Revised Page 38
Superseding First Page 38

The NWA charge or credit will be separately stated, and added to or subtracted from each bill as
applicable. Each bill will have a separate line titled “Normal Weather Adj.,” which line will
include the total variable distribution charges, the NWF percentage, and the resulting charge or
credit.
10.9. Information to be Filed with the Commission
Information pertaining to the RDAF will be filed annually with the Commission consistent with
the filing requirements of all costs and revenue information included in the LDAC. Such
information shall include:
a.

The calculation of the applicable revenue decoupling revenue dollar adjustmentRDA Account
Balance at the end of the Decoupling Year.
a.b. The calculation of the RDAF for the Decoupling Year by Customer Class Group. to be
applied to the upcoming Billing Year.
b.c. The approved calculation of the revenue decoupling reconciliation dollar adjustmentRDAF for
the previous DecouplingBilling Year by Customer Class Group.
c.

The calculation of the proposed decoupling rate per therm for the each customer class group
to be applied in Commission Approved RPC and the Billing Year.

d. The calculation of the monthly Benchmark Base Revenue per Customer, to be utilized in the
upcoming Decoupling Year. If distribution rates change during the Decoupling Year, the
monthly Benchmark Base Revenue per Customerassociated Equivalent Bills for the remaining
months of the Decoupling Year will be revised and filed with the Commission.Initial RPC and
each Incremental RPC.
E. Environmental Surcharges (“ES”) Allowable for LDAC.
1. Purpose: In order to recover expenditures associated with former manufactured gas Programs, there
shall be an ES Rate applied to all firm volumes billed under the Company’s delivery service charges.
2. Applicability: An annual ES Rate shall be calculated effective every November 1 for the annual
period of November 1 through October 31. The annual ES Rate shall be filed with the Company's
Winter season Cost of Gas Clause (“COG”) filing and be subject to review and approval by the
Commission. The annual ES Rate shall be applied to firm sales and to firm delivery throughput as
a part of the LDAC. Special contract customers are exempt from the ES.
3. Costs Allowable: All approved environmental response costs associated with manufactured gas
Programs may be included in the ES Rate
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The total annual charge to the Company's customers for environmental response costs during any
annual ES recovery period shall not exceed five percent (5%) of the Company's total revenues from
firm gas sales and delivery throughput during the preceding twelve (12) month period ending June
30. The total annual charge shall represent the ES expenditures reflected in the calculation of the
ES Rate to be in effect for the upcoming twelve-month period, November 1 through October 31. If
this recovery limitation results in the Company recovering less than the amount that would
otherwise be recovered in a particular ES Recovery Year, then the Company would defer this
unrecovered amount, with interest, calculated monthly on the average monthly balance, until the
next recovery period in which this amount could be recovered without violating the 5% limitation.
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The interest rate is to be adjusted monthly using the monthly prime lending rate, as reported by the
Federal Reserve Statistical Release of Selected Interest Rates.
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4. Effective Date: On or before the first business day in September of each year, the Company shall
file with the NHPUC for its consideration and approval, the Company's request for a change in the
ES applicable to all firm sales and firm delivery service throughput for the subsequent twelvemonth period commencing with the calendar month of November.
5. Definitions:
Environmental Response Costs shall include all costs of investigation, testing, remediation,
litigation expenses, and other liabilities relating to manufactured gas Program sites, disposal sites,
or other sites onto which material may have migrated, as a result of the operating or
decommissioning of New Hampshire gas manufacturing facilities. These cost shall include the
costs of the closure of the Relief Holder and pond at Gas Street, Concord, NH. The ES shall also
include the expenses incurred by the Company in pursuing insurance and third-party claims and
any recoveries or other benefits received by the Company as a result
6. Reconciliation Adjustments: Prior to the Winter Period COG, the Company shall calculate the
difference between (a) the revenues derived by multiplying firm sales and delivery throughput by
the ES Rate, and (b) the historical amortized costs approved for recoveries in the prior November's
Annual ES Recovery Period. Account 1920-1863 shall contain the cumulative difference and the
Company shall file the reconciliation along with its COG filing on or before the first business day
in September of each year.
7. Calculation of the ES: The ES Rate calculated annually consists of one-seventh of actual response
costs incurred by the Company in the twelve-month period ending June 30 of each year until fully
amortized (over seven years). Any insurance and third-party recoveries or other benefits for the
twelve month period ending June 30 shall be applied to reduce the unamortized balance, shortening
the amortization period. The sum of these amounts is then divided by the Company's forecast of
total firm sales and delivery throughput for the upcoming twelve months of November 1 through
October 31.
8. Application of ES to Bills: The annual ES Rate shall be calculated to the nearest one one-hundredth
of a cent per therm and shall be applied to the monthly firm gas sales and firm delivery service
throughput by being included in the determination of the annual LDAC, and also shall be included
in the Distribution Adjustment of the Delivery Charges of each firm customer's bill.
F. Expenses Related to Rate Cases/Temporary Rate Reconciliation Allowable for LDAC.
1. Purpose: The purpose of this provision is to establish a procedure that allows the Company to adjust
its rates for the recovery of NHPUC-approved rate case expenses and the reconciliation of
temporary rates.
2. Applicability: The Rate Case Expenses/Temporary Rate Reconciliation (“RCE”) shall be applied
to all firm tariffed customers. The RCE will be determined by the Company, as defined below.
3. Rate Case Expenses Allowable for LDAC: The total amount of the RCE will be equal to the amount
approved by the Commission.
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4. Effective Date of Rate Case Expense Charge: The effective date of the RCE will be determined by
the NHPUC in an individual rate proceeding.
5. Definition: The RCE includes all rate case-related expenses approved by the NHPUC. This includes
legal expenses, costs for bill inserts, costs for legal notices, consulting fees processing expenses,
and other approved expenses. The temporary Rate reconciliation will include the variance between
the delivery revenues obtained from the rates prescribed in the temporary rate order and the delivery
revenues obtained from the final rates approved by the NHPUC.
6. Rate Case Expense/Temporary Rate Reconciliation (RCE) Factor Formulas: The RCE will be
calculated according to the Commission Order issued in an individual proceeding to establish details
including the number of years over which the RCE shall be amortized and the allocation of recovery
among rate classes. In general, the RCE Factor will be derived by dividing the annual portion of
the total RCE, plus the RCE Reconciliation Adjustment, by forecast firm annual throughput.
7. Reconciliation Adjustments: Account 1930-1745 shall contain the accumulated difference between
revenues toward Rate Case Expenses as calculated by multiplying the Rate Case Expense Factor
(“RCEF”) times the appropriate monthly volumes and Rate Case Expense allowed, plus carrying
charges added to the end-of-month balance. The carrying charges shall be calculated beginning on
the first month of the recovery period by applying the monthly prime lending rate, as reported by
the Federal Reserve Statistical Release of Selected Interest Rates to the average monthly balance.
At the end of the recovery period, any under or over recovery will be included in an active LDAC
component, as approved by the Commission.
8. Application of RCE to Bills: The RCE ($ per therm) shall be calculated to the nearest one onehundredth of a cent per therm and shall be applied to the monthly firm gas sales and firm delivery
service throughput by being included in the determination of the annual LDAC, and also shall be
included in the Distribution Adjustment of the Delivery Charges of each firm customer's bill.
9. Information to be Filed with the NHPUC: Information pertaining to the RCE will be filed with the
NHPUC consistent with the filing requirements of all cost and revenue information included in the
LDAC. The RCE filing will contain the calculation of the new RCE and will include the updated
RCE reconciliation balance.
G. Recoverable Residential Low IncomeGas Assistance Program Costs.
1. Purpose: The purpose of this provision is to establish a procedure that allows the Company, subject
to the jurisdiction of the NHPUC, to recover the revenue shortfall (costs) associated with customers
participating in the Residential Low IncomeGas Assistance Program (“RLIAPGAP”). Such costs,
as well as, associated administrative and marketing costs shall be recovered by applying an RLIAPa
GAP rate to all firm sales and transportation service throughput.
2. Applicability: The RLIAPG Rate shall be applied to all firm sales and transportation tariff customers.
The RLIAPGAP Rate shall be filed with the Company’s Winter season Cost of Gas Clause filing
and shall be determined annually by the Company and be subject to review and approval by
the Commission.
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3. Effective Date: On or before the first business day in September of each year, the Company shall
file with the NHPUC for its consideration and approval, the Company’s request for a change in
the GAP Rate applicable to all firm sales, delivery and transportation service throughput for the
subsequent twelve-month period commencing with the calendar month of November.
4. GAP Costs Allowable for LDAC: The costs to be recovered through the GAP Rate shall comprised
of the revenue shortfall calculated by forecasting the number of customers enrolled in the GAP and
the associated volumetric billing determinants for the upcoming annual recovery period and
applying those billing determinants to the difference between the regular and reduced gas assistance
program residential base rates, plus the gas assistance programGAP discount applied to the cost of
gas, administrative, marketing and startup costs. The GAP Rate shall be calculated by dividing
the resulting costs, plus any prior period reconciling adjustment, by the forecast of annual firm
sales and transportation service throughput.
5. GAP Factor Formula
GAPF = GAP + RAGAP
A: TPev
where:
A: Tpev

Forecast Annual Throughput Volumes of all firm sales and transportation tariffed
customers eligible to receive firm delivery-only service from the Company.

GAP

GAP costs comprising of the revenue shortfall associated with customer participation,
plus administrative, marketing, IT and start-up costs.

RAGAP

GAP Reconciliation Adjustment - Account 1169-1756, inclusive of the associated
Account 1169-1756 interest, as outlined in Section 17(G)(6).

6. Reconciliation Adjustments: Prior to the Company’s Winter season Cost of Gas filing, the Company
will calculate the difference between (a) the revenue derived by multiplying the actual firm sales
and delivery service throughput by the GAP Rate through October 31st, and (b) the actual costs of
the program which consists of (1) the revenue shortfall calculated by applying the actual billing
determinants of the GAP classes to the difference in the regular and reduced residential base rates
and cost of gas rates in effect for the annual reconciliation period and (2) the gas assistance
programGAP discount applied to the cost of gas, start-up, administrative and marketing costs
associated with the implementation of the program, plus carrying charges calculated on the average
monthly balance using the monthly prime lending rate, as reported by the Federal Reserve
Statistical Release of Selected Interest Rates. The combined costs will then be recorded in the
deferred GAP account 1169-1756. The Company shall file the reconciliation along with its COG
filing on or before the first business day in September of each year.
H. Effective Date of Local Distribution Adjustment Clause. The LDAC shall be filed annually and become
effective on November 1 of each year pursuant to NHPUC approval. In order to minimize the magnitude
of future reconciliation adjustments, the Company may request interim revisions to the LDAC rates, subject
to review and approval of the NHPUC.
I.

Local Distribution Adjustment Clause Formulas. The LDAC shall be calculated on an annual basis, by
customer, by summing up the various factors included in the LDAC, where applicable.
LDAC Formula
LDACx = CCx + RDAFx + ES + GREFx + RCE + GAPandGAP and:
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ESx = RHS + MGP
where:
LDACx = Annualized class specific LDAC.
CCx =

Annualized class specific CC or EE Charge.

RDAFx = Annualized class specific RDAF.
ES =

Total firm annualized ES.

RHS =

Annualized charge to recover the costs of the closure of the Relief Holder at Gas Street,
Concord, NH

MGP =

Annualized charge to cover the remediation costs related to former manufactured gas plants.

GREFx = Total firm annualized class specific Gas Restructuring Expense Factor.

J.

RCE =

Rate Case Expense Factor.

RLIAP =

Residential Low Income Assistance Program Rate

Application of LDAC to Bills. The component costs comprising the LDAC ($ per therm) shall be calculated
to the nearest one one-hundredth of a cent per therm and shall be applied to the monthly firm sales and firm
delivery service throughput in accordance with the table shown in Section 17(B).

K. Other Rules.
1. The NHPUC may, where appropriate, on petition or on its own motion, grant an exception from the
provisions of these regulations, upon such terms that it may determine to be in the public interest.
2. Such amendments may include the addition or deletion of component cost categories, subject to the
review and approval of the NHPUC.
3. The Company may implement an amended LDAC with the NHPUC approval at any time.
4. The NHPUC may, at any time, require the Company to file an amended LDAC.
5. The operation of the LDAC is subject to all powers of suspension and investigation vested in the
NHPUC.
L. Amendments to Uniform System of Accounts.
1163-1755
Energy Efficiency Reconciliation Adjustment: This account shall be used to record
the cumulative difference between the sum of DSM and/or EE Expenditures incurred by the
Company plus the sum of DSM and/or EE Repayments and the revenues collected from
customers pursuant to this clause with respect to a given Rate Category. Entries to this account
shall be determined as outlined in the Local Distribution Adjustment Clause, 17(C).
1920-1863 Environmental Response Costs Reconciliation Adjustment: This account shall be used
to record the cumulative difference between the revenues toward environmental response costs
as calculated by multiplying the ES times monthly firm sales volumes and delivery service
throughput and environmental response costs allowable per formula. Entries to this account
shall be determined as outlined in the Local Distribution Adjustment Clause, 17(E).
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1930-1745 Rate Case Expense/Temporary Rates Reconciliation Adjustment: This account shall
be used to record the cumulative difference between the recovery and actual amounts of thirdparty incremental expenses associated with the Company’s Rate Case initiatives and the
difference between the final and temporary distribution rates. Entries to this account shall be
determined as outlined in the Local Distribution Adjustment Clause, 17(F).
1169-1756 Residential Low Income Assistance Program Reconciliation Adjustment: This account
shall be used to record the cumulative difference between the actual revenue derived from the
actual sales and transportation service throughput multiplied by the RLIAP rate and the actual
costs of the program, which consists of the revenue shortfall and all administrative and
marketing costs, as outlined in the Local Distribution Adjustment Clause, 17(G).1168-1823
Revenue Decoupling Adjustment Factor: The RDA Accounts shall be used to record the
difference between Actual Revenue and Allowed Revenue as well as the RDAF Revenue and
associated interest as described in 17(D).
1168-1823 Revenue Decoupling Adjustment Factor: This account shall be used to record the
cumulative difference between the lost revenue of the Company and the revenue collected from
customers pursuant to this clause with respect to a given Rate Category. Entries to this account
shall be determined as outlined in the Local Distribution Adjustment Clause, 17(D).
18 SUPPLY & CAPACITY SHORTAGE ALLOCATION POLICY
A. DEFINITIONS
The following are definitions of terms used in this subsection and applicable only to this subsection:
1. Residential: Service to customers which consists of direct natural gas usage in a residential dwelling
for space heating, air conditioning, cooking, water heating and other residential uses
B. Commercial: Service to customers engaged primarily in the sale of goods or services including institutions
and local, state and federal government agencies for uses other than those involving manufacturing or
electric power generation
C. Industrial: Service to customers engaged primarily in a process which creates or changes raw or unfinished
materials into another form or product including the generation of electric power
D. Large Volume: Service to large commercial and industrial customers with an annual gas load greater than
200,000 therms
E. Seasonal: Service available from April 1 to October 31 to all customers using gas to replace some other
fuel or gas for air conditioning purposes
F. Firm Sales Service: Service from schedules or contracts under which seller is expressly obligated to supply
and deliver specific volumes within a given time period and which anticipates no interruptions, but which
may permit unexpected interruption in case the supply to higher priority customers is threatened
G. Firm Transportation Service: Service from schedules or contracts under which seller is expressly obligated
to deliver specific third-party volumes within a given time period and which anticipates no interruptions,
but which may permit unexpected interruption in case the supply to higher priority customers is threatened.
H. Plant Protection Gas: Is defined as minimum volumes required to prevent physical harm to the plant
facilities or danger to plant personnel, when such protection cannot be afforded through the use of alternate
fuel. This includes the protection of such material in process as would otherwise be destroyed, but shall not
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Preface

T

his guide was prepared to assist anyone who needs to understand
both the mechanics of a regulatory tool known as decoupling and
the policy issues associated with its use. This includes public utility
commissioners and staff, utility management, advocates, and others
with a stake in the regulated energy system.
Many utility-sector stakeholders have recognized the conﬂicts implicit in
traditional regulation that compel a utility to encourage energy consumption
by its customers, and they have long sought ways to reconcile the utility
business model with contradictory public policy objectives. Simply put,
under traditional regulation, utilities make more money when they sell more
energy. This concept is at odds with explicit public policy objectives that
utility and environmental regulators are charged with achieving, including
economic efﬁciency and environmental protection. This throughput incentive
problem, as it is called, can be solved with decoupling.
Currently, some form of decoupling has been adopted for at least one
electric or natural gas utility in 30 states and is under consideration in
another 12 states. As a result, a great number of stakeholders are in need,
or are going to be in need, of a basic reference guide on how to design and
administer a decoupling mechanism. This guide is for them.
More and more, policymakers and regulators are seeing that the
conventional utility business model, based on proﬁts that are tied to
increasing sales, may not be in the long-run interest of society. Economic and
environmental imperatives demand that we reshape our energy portfolios to
make greater use of end-use efﬁciency, demand response, and distributed,
clean resources, and to rely less on polluting central utility supplies.
Decoupling is a key component of a broader strategy to better align the
utility’s incentives with societal interests.
While this guide is somewhat technical at points, we have tried to make
it accessible to a broad audience, to make comprehensible the underlying
concepts and the implications of different design choices. This guide is
accompanied by a spreadsheet that can be used to demonstrate the impacts of
decoupling using different pricing structures or, as the jargon has it, rate designs.
This guide was written by Jim Lazar, Frederick Weston, and Wayne
Shirley. The RAP review team included Rich Sedano, Riley Allen, Camille
Kadoch, and Elizabeth Watson. Editorial and publication assistance was
provided by Diane Derby and Camille Kadoch.

1

Natural Resources Defense Council, Gas and Electric Decoupling in the U.S., April 2010.
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1. Introduction

T

his document explains the fundamentals of revenue regulation2,
which is a means for setting a level of revenues that a regulated gas
or electric utility will be allowed to collect, and its necessary adjunct
decoupling, which is an adjustable price mechanism that breaks the
link between the amount of energy sold and the actual (allowed) revenue
collected by the utility. Put another way, decoupling is the means by which
revenue regulation is effected. For this reason, the two terms are typically
treated as synonyms in regulatory discourse; and, for simplicity’s sake, we
treat them likewise here.
Revenue regulation does not change the way in which a utility’s allowed
revenues (i.e., the “revenue requirement”) are calculated. A revenue
requirement is based on a company’s underlying costs of service, and the
means for calculating it relies on long-standing methods that need not be
recapitulated in detail here. What is innovative about it, however, is how
a deﬁned revenue requirement is combined with decoupling to eliminate
sales-related variability in revenues, thereby not only eliminating weather
and general economic risks facing the company and its customers, but also
removing potentially adverse ﬁnancial consequences ﬂowing from successful
investment in end-use energy efﬁciency.
We begin by laying out the operational theory that underpins decoupling.
We then explain the calculations used to apply a decoupling price
adjustment. We close the document with several short sections describing
some reﬁnements to basic revenue regulation and decoupling.
This printing includes Decoupling Case Studies: Revenue Regulation Implementation in Six States, published by RAP in 2014 as a follow-up to this guide.
To assist the reader, an MS Excel spreadsheet is also available that
contains sample scenario inputs, analyses, and charts for three forms of
revenue regulation, as well as a functioning “decoupling model.” It can be
downloaded at http://www.raponline.org/wp-content/uploads/2016/05/rap-de
couplingmodelspreadsheet-2011-05-17.xlsb.

2 Revenue regulation is often called revenue cap regulation. However, when combined with
decoupling, the effect is to simply regulate revenue – i.e., there is a corresponding ﬂoor on
revenues in addition to a cap.
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2. Context for Decoupling

D

ecoupling is a tool intended to break the link between how much
energy a utility delivers and the revenues it collects. Decoupling
is used primarily to eliminate incentives that utilities have to
increase proﬁts by increasing sales, and the corresponding
disincentives that they have to avoid reductions in sales. It is most often
considered by regulators, utilities, and energy-sector stakeholders in the
context of introducing or expanding energy efﬁciency efforts; but it should
also be noted that, on economic efﬁciency grounds, it has appeal even in the
absence of programmatic energy efﬁciency.
There are a limited number of things over which utility management
has control. Among these are operating costs (including labor) and service
quality. Utility management can also inﬂuence usage per customer (through
promotional programs or conservation programs). Managers have very
limited ability to affect customer growth, fuel costs, and weather. Decoupling
typically removes the inﬂuence on revenues (and proﬁts) of such factors and,
by eliminating sales volumes as a factor in proﬁtability, removes any incentive
to encourage consumers to increase consumption. This focuses management
efforts on cost-control to enhance proﬁts.
In the longer run, this effort constrains future rates and beneﬁts
consumers. It also means that energy conservation programs (which reduce
customer usage) do not adversely affect proﬁts. A performance incentive
system and a customer-service quality mechanism can overlay decoupling to
further promote public interest outcomes.
Although it is often viewed as a signiﬁcant deviation from traditional
regulatory practice, decoupling is, in fact, only a slight modiﬁcation. The two
approaches affect behavior in critically different ways, yet the mathematical
differences between them are fairly straightforward. Still, it goes without
saying that care must be taken in designing and implementing a decoupling
regime, and the regulatory process should strive to yield for both utilities and
consumers a transparent and fair result.
While traditional regulation gives the utility an incentive to preserve and,
better yet, increase sales volumes, it also makes consumer advocates focus on
price – after all, that is the ultimate result of traditional regulation. Because
decoupling allows prices to change between rate cases, consumer advocates
can move the focus of their effort from prices to all cost drivers, including
sales volumes – focusing on bills rather than prices.
2
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3. How Traditional
Regulation Works

I

n virtually all contexts, public utilities (including both investor-owned
and consumer-owned utilities) have a common fundamental ﬁnancial
structure and a common framework for setting prices.3 This common
framework is what we call the utility’s overall revenue requirement.
Conceptually, the revenue requirement for a utility is the aggregate of all of
the operating and other costs incurred to provide service to the public. This
includes operating expenses like fuel, labor, and maintenance. It also includes
the cost of capital invested to provide service, including both interest on debt
and a “fair” return to equity investors. In addition, it includes a depreciation
allowance, which represents repayment to banks and investors of their
original loans and investments.
In order to determine what price a utility will be allowed to charge,
regulators must ﬁrst compute the total cost of service, that is, the revenue
requirement. Regulators then compute the price (or rate) necessary to collect
that amount, based on assumed sales levels. In most cases, the regulator relies
on data for a speciﬁc period, referred to here as the test period, and performs
some basic calculations.
Here are the two basic formulae used in traditional regulation:
Formula 1: Revenue Requirement = (Expenses + Return + Taxes)
Formula 2: Rate = Revenue Requirement ÷ Units Sold TEST PERIOD

TEST PERIOD

The rate is normally calculated on a different basis for each customer class,
but the principle is the same – the regulator divides the revenue requirement
among the customer classes, then designs rates for each class to recover each
class’s revenue requirement. Table 1 is an example of this calculation, under
the simplifying assumption that the entire revenue requirement is collected
through a kWh charge.
3 Conditions vary widely from country to country or region to region, and utilities face a
number of local and unique challenges. However, for our purposes, we will assume that
there is a fundamental ﬁnancial need for revenues to equal costs – including any externally
imposed requirements to fund or secure other expense items (such as required returns to
investors, debt coverage ratios in debt covenants, or subsidies to other operations, as is often
the case with municipal- or state-run utilities). In this sense, virtually all utilities can be
viewed as being quite similar.
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3.1 Revenue
Requirement

Table 1
Traditional Regulation Example:
Revenue Requirement Calculation

A utility’s revenue requireExpenses . . . . . . . . . . . . . . . . . . . . . 100,000,000
ment is the amount of revenue
Net Equity Investment . . . . . . . . . . . 100,000,000
a utility will actually collect,
Allowed Rate of Return. . . . . . . . . . . . . . . 10.00%
only if it experiences the sales
Allowed Return . . . . . . . . . . . . . . . . $10,000,000
volumes assumed for purposes
Taxes (35% tax rate) . . . . . . . . . . . . . . $5,384,615
of price-setting. Furthermore,
Total Return & Taxes . . . . . . . . . . . . $15,384,615
only if the utility incurs exactly
Total Revenue Requirement . . . . . . $115,384,615
the expenses and operates
Price Calculation
under precisely the ﬁnancial
conditions that were assumed
Revenue Requirement. . . . . . . . . . . $115,384,615
in the rate case will it earn the
Test Year Sales (kWh) . . . . . . . . . . .1,000,000,000
rate of return on its rate base
Rate Case Price ($/kWh). . . . . . . . . . . . . .$0.1154
(i.e., the allowed investment in
facilities providing utility service) that the regulators determined was appropriate. While much of the rate-setting process is meticulous and often arcane, the
fundamentals do not change: in theory a utility’s revenue requirement should
be sufﬁcient to cover its cost of service — no more and no less.
3.1.1 Expenses
For purposes of decoupling, expenses come in two varieties: production
costs and non-production costs.4
3.1.1.1 Production Costs
Production costs are a subset of total power supply costs, and are
composed principally of fuel and purchased power expenses with a bit of
variable operation and maintenance (O&M) and transmission expenses paid
to others included. Production costs as we use the term here are those that
vary more or less directly with energy consumption in the short run. The
mechanisms approved by regulators generally refer to very speciﬁc accounts
deﬁned in the utility accounting manuals, including “fuel,” “purchased
power,” and “transmission by others.”

4 A utility’s expenses are often characterized as “ﬁxed” or “variable. However, for purposes
of resource planning and other long-run views, all costs are variable and there is no such
thing as a ﬁxed cost. Even on the time scale between rate cases, some non-production costs
that are often viewed as ﬁxed (e.g., metering and billing) will, in fact, vary directly with
the number of customers served. When designing a decoupling mechanism, it is more
appropriate to differentiate between “production” and “non-production,” since one purpose
of the mechanism is to isolate the costs over which the utility actually has control in the short
run (i.e., the period between rate cases).
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Production costs for most electric utilities are typically recovered through
a ﬂow-through account, with a reconciliation process that fully recovers
production costs, or an approximation thereof.5 This is usually accomplished
through a separate fuel and purchased-power rate (fuel adjustment clause,
or FAC) on the customer’s bill. This may be an “adder” that recovers total
production costs, or it may be an up-or-down adjustment that recovers
deviations in production costs from the level incorporated in base rates.
In the absence of decoupling, a fully reconciled FAC creates a situation in
which any increase in sales results in an increase in proﬁts, and any decrease
in sales results in a decrease in proﬁts. This is because even if very highcost power is used to serve incremental sales, and if 100% of this cost ﬂows
through the FAC, the utility receives a “net” addition to income equal to the
base rate (retail rate less production costs) for every incremental kilowatt-hour
sold.6 An FAC is therefore a negative inﬂuence on the utility’s willingness to
embrace energy efﬁciency programs and other actions that reduce utility sales.
Decoupling is an important adjunct to an FAC to remove the disincentive that
the FAC creates for the utility to pursue societal cost-effectiveness.7
Because they vary with production and because they are separately
treated already, production costs are not usually included in a decoupling
mechanism. If a utility is allowed to include the investment-related portion of
costs for purchased power contracts (i.e., it buys power to serve load growth
from an independent power producer, and pays a per-kWh rate for the power
received), it may be necessary to address this in the structure of the FAC to
ensure that double recovery does not occur. This can also be addressed by
using a comprehensive power cost adjustment that includes all power supply
costs, not just fuel and purchased power. Unless otherwise noted, we assume
that production costs are not included in the decoupling mechanism.

5 Many commissions use incentive mechanisms in their fuel and purchased-power mechanisms,
to provide utilities with a proﬁt motive to minimize fuel and purchased-power costs and to
maximize net off-system sales revenues. For our purposes, these are deemed to fully recover
production costs. Some regulators include both ﬁxed and variable power supply costs in
their power supply cost recovery mechanism, in which case all of those would be classiﬁed as
“production” costs and deemed to be fully recovered through the power supply mechanism.
6 Moskovitz, D. (1989, November). Proﬁts & Progress Through Least-Cost Planning, p. 4.
National Association of Regulatory Utility Commissioners. Retrieved from http://www.
raponline.org/knowledge-center/proﬁts-progress-through-least-cost-planning/
7 If a utility does not have an FAC at all, or acquires power from independent power producers
on an ongoing basis to meet load growth, the framework for decoupling may need to be
slightly different. In those circumstances, revenues from the sale of surplus power or avoided
purchased power expense resulting from sales reductions ﬂows to the utility, not to the
consumers, through the FAC. In this situation, the deﬁnition of “production costs” may need
to include both power supply investment-related costs and production-related operating
expenses for decoupling to produce equitable results for consumers and investors.
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3.1.1.2 Non-Production Costs
Non-production costs include all those that are not production costs — in
essence, everything that is related to the delivery of electricity (transmission,
distribution, and retail services) to end users. This normally includes all nonproduction related O&M expenses, including depreciation and interest on
debt. In many cases, the base rates also include the debt and equity service
(i.e., the interest, return, and depreciation) on power supply investments, in
which case the form of the FAC becomes important.
Statistically, a utility’s non-production costs do not vary much with
consumption in the short run, but are more affected by changes in the
numbers of customers served, inﬂation, productivity, and other factors.8
Of course, a utility with a large capital expenditure program, such as the
deployment of smart grid technologies or signiﬁcant rebuilds of aging
systems, will experience a surge in costs that is unrelated to customer growth.
Decoupling does not address this issue, which is better handled in the
context of a rate case or infrastructure tracking mechanism.
Non-production costs are usually recovered through a combination of a customer charge,9 plus one or more volumetric (per kWh, per kW) rates. A utility
may face the risk of not recovering some non-production costs if sales decline.
Put another way, many of the costs do not vary with sales, so each dollar
decline in sales ﬂows straight to — and adversely affects — the bottom line.
3.1.2 Return
For our purposes, the utility’s “return” is the same as its net, after-tax proﬁt,
or net income for common stock.10 When computing a revenue requirement
for a rate case, this line item is derived by multiplying the utility’s net equity
investment by its “allowed” rate of return on common equity. We have
simpliﬁed this return in the illustration, but will address it in more detail in
Section 10, Earnings Volatility Risks and Impacts on the Cost of Capital.
8 Eto, J., Stoft, S., and Belden, T. (1994, January). The Theory and Practice of Decoupling Utility
Revenues from Sales. Lawrence Berkeley National Laboratory. Retrieved from http://eetd.lbl.gov/
sites/all/ﬁles/publications/the-theory-and-practice-of-decoupling-utility-revenues-from-sales.pdf
9 In place of a customer charge, one may also ﬁnd other monthly ﬁxed charges, such as
minimum purchase amounts, access fees, connection fees, or meter fees. For our purposes,
these are all the same because they are not based on energy consumption, but, instead, are a
function of the number of customers.
10 Regulatory commissions often calculate an “operating income” ﬁgure in the process of setting
rates; this does not take account of the tax effects on the debt and equity components of the
utility capital structure. Net income includes these effects.
11 Shirley, W., Lazar, J. & Weston, F. Revenue Decoupling Standards and Criteria: A Report to
the Minnesota Public Utilities Commission. Montpelier, VT: Regulatory Assistance Project.
Retrieved from http://www.raponline.org/knowledge-center/revenue-decoupling-standardsand-criteria-a-report-to-the-minnesota-public-utilities-commission
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In a rate case, the return is a static expected value. In between rate cases,
realized returns are a function of actual revenues, actual investments, and
actual expenses, all of which change between rate cases in response to many
factors, including sales volumes, inﬂation, productivity, and many others.
As a share of revenues in a rate case revenue requirement calculation, the
return on equity to shareholders may be as small as 5%-10%. As a result, small
percentage changes in total non-production revenues (all of which largely affect
return and taxes) can generate large percentage changes in net proﬁts.11
3.1.3 Taxes
In a rate case, the amount of taxes a utility would pay on its allowed
return is added to the revenue requirement.
In between rate cases, taxes buffer the impact on the utility’s shareholders
of any deviations of realized returns from expected returns. When realized
returns rise, some portion is lost to taxes, so shareholders do not garner gains
one-for-one with changes in net revenues. Conversely, if revenues fall, so
do taxes. As a result, investors do not suffer the entire loss. If the tax rate is
33%, then one third of every increase or decrease in pre-tax proﬁts will be
absorbed by taxes.
From a customer perspective, there is no
Traditional
buffering effect from taxes. To the contrary,
regulation ﬁxes
customers pay all additional revenues and enjoy all
the price between
savings, dollar for dollar.
rate cases and
lets revenues ﬂoat
3.1.4 Between Rate Cases
up or down with
With traditional regulation, while the
actual sales.
determination of the revenue requirement at the
time of the rate case decision is meticulous, the utility
will almost certainly never collect precisely the allowed amount of revenue,
experience the associated assumed levels of expenses or unit sales, or achieve
the expected proﬁts. The revenue requirement is only used as input to the
price determination. Once prices are set, realized revenues and proﬁts will be
a function of actual sales and expenses and will have only a rough relationship
with the rate case allowed revenues or returns.
Put another way, traditional regulation ﬁxes the price between rate cases
and lets revenues ﬂoat up or down with actual sales. At this point, the rate
case formulae no longer hold sway. Instead, two different mathematical
realities operate:
Formula 3: Revenues ACTUAL = Units Sold Actual X Price
Formula 4: Proﬁt ACTUAL = (Revenues – Expenses – Taxes) ACTUALl

These two formulae reveal the methods by which the utility can increase
its proﬁts. One approach is to reduce expenses. Providing a heightened
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incentive to operate efﬁciently is sound. However, there is a ﬂoor below
which expenses simply cannot be reduced without adversely affecting the
level of service, and to ensure that utilities cut fat, but not bone, some
regulators have established service quality indices that penalize utilities
that achieve lower-than-expected customer service quality. The easier
approach is to increase the Units Sold, as this will increase revenues and
therefore proﬁts.12 This is the heart of the throughput incentive that utilities
traditionally face – and this is where decoupling comes in.

3.2 How Decoupling Works
There are a variety of different approaches to decoupling, all of which
share a common goal of ensuring the recovery of a deﬁned amount of
revenue, independent of changes in sales volumes during that period. Some
are computed on a revenue-per-customer basis, while others use an attrition
adjustment (typically annual) to set the allowed revenue. Some operate on an
annual accrual basis, while others operate on a current basis in each billing
cycle. Table 2 categorizes these and provides an example of each approach; a
greater discussion of these approaches is contained in the appendix.
Table 2
Decoupling
Methodology

Key Elements

Example of
Application

Accrual Revenue
Per Customer

Allowed revenue computed
on an RPC basis; one rate
adjustment per year

Current Revenue
Per Customer

Allowed revenue computed on
Oregon, Northwest
an RPC basis; rates adjusted each Natural Gas Company;
billing cycle to avoid deferrals
DC: Pepco

Accrual Attrition

Allowed revenue determined
in periodic general rate cases;
changes to this based on
speciﬁed factors determined in
annual attrition reviews; rates
adjusted once a year

Distribution-Only Only distribution costs included
in the mechanism; all power
costs (ﬁxed and variable)
recovered outside the decoupling
mechanism

Utah, Questar

California, PG&E and
SCE Hawaii, Hawaiian
Electric

Massachusetts, NGrid
Maryland, BG&E
Washington (PSE,
1990-95)

12 This is because, as noted earlier, the utility faces virtually no changes in its non-production
costs as its sales change. This means that marginal increases in sales will have a large and positive impact on the bottom line, just as marginal reductions in sales will have the opposite effect.
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3.2.1 In the Rate Case (It’s the same)
With decoupling there is no change in the rate case methodology, except
perhaps for the migration of some cost items into or out of the production
cost recovery mechanism.13 Initial prices are still set by the regulator, based
on a computed revenue requirement.
Formula 1: Revenue Requirement = (Expenses + Return + Taxes) TEST PERIOD
Formula 5: Price END OF RATE CASE = Revenue Requirement ÷ Units Sold TEST PERIOD

3.2.2 Between Rate Cases (It’s diﬀerent)
With decoupling, the price computed
There are two distinct
in the rate case is only relevant as a
components of decoupling
reference or beginning point. In fact,
which are embedded in
the rate case prices may never actually
the
decoupling formulae:
be charged to customers. Instead, under
determination of the
“current” decoupling (described below),
utility’s
allowed revenues
prices can be adjusted immediately,
and
determination
of the
based on actual sales levels, to keep
prices necessary to collect
revenues at their allowed level. Rather
those allowed revenues.
than holding prices constant between
rate cases as traditional regulation would
do, decoupling adjusts prices periodically, even as frequently as each billing
cycle, to reﬂect differences between units sold TEST PERIOD and units sold ACTUAL,
as necessary to collect revenues ALLOWED. This is accomplished by applying the
following formulae:
Formula 6: Price POST RATE CASE = Revenues ALLOWED ÷ Units Sold ACTUAL
Formula 7: Revenues ACTUAL = Revenues ALLOWED
Formula 4: Proﬁts ACTUAL = (Revenues – Expenses – Taxes) ACTUAL

Table 3 gives an example of the calculations.

13 Examples of costs that are sometimes recovered on an actual cost basis include nuclear decommissioning (which rises according to a sinking fund schedule), energy conservation program
expenses, and infrastructure trackers for non-revenue-generating refurbishments. Where a
utility does not have an FAC or purchases power from independent power producers to meet
load growth, it may be necessary to include all power supply costs, ﬁxed and variable, in the
deﬁnition of “production costs.”
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There are two distinct
Table 3
actions embedded in the
Decoupling Example:
decoupling formulae:
Revenue Requirement Calculation
determination of the utility’s
Expenses . . . . . . . . . . . . . . . . . $100,000,000
allowed revenues and
Net Equity Investment . . . . . . . $100,000,000
determination of the prices
Allowed Rate of Return . . . . . . . . . . . 10.00%
necessary to collect those
Allowed Return . . . . . . . . . . . . . $10,000,000
allowed revenues. The former
Taxes (35% tax rate) . . . . . . . . . $15,384,615
can involve a variety of
Total Revenue Requirement . . . $115,384,615
methods, ranging from simply
setting allowed revenues at
Price Calculation
the amount found in the last
Revenue Requirement . . . . . . . $115,384,615
rate case to varying revenues
Actual Sales (kWh) . . . . . . . . . . 990,000,000
over time to reﬂect non-salesDecoupling Price ($/kWh) . . . . . . . . . $0.1166
related inﬂuences on costs
Decoupling
Adjustment ($/kWh) . . . . $0.0012
and revenues, as discussed in
Section 5, Revenue Functions.
The latter is merely the calculation which sets the prices that, given sales
levels (i.e., billing determinants), will generate the allowed revenue.
Put another way, while traditional regulation sets prices, then lets revenues
ﬂoat up or down with consumption,
decoupling sets revenues, then lets prices
While traditional
ﬂoat down or up with consumption. This
regulation sets prices,
price recalculation is done repeatedly
then lets revenues
– either with each billing cycle or on
ﬂoat up or down with
some other periodic basis (e.g., annual),
consumption, decoupling
through the use of a deferral balancing and
sets revenues, then lets
reconciliation account.14
prices ﬂoat down or up
There are two separate elements in
with consumption.
play in the price-setting component of
decoupling. The ﬁrst is that prices are
allowed to change between rates, based on deviations in sales from the
test period assumptions. The second is the frequency of those changes.
We discuss the frequency idea in greater detail in Section 8, Application of
Decoupling: Current vs. Accrual Methods.

14 There are, however, good reasons to seek to limit the magnitude of deviations from the
reference price. For example, many decoupling mechanisms allow a maximum 3% change in
prices in any year, deferring larger variations for future treatment by the regulator. Signiﬁcant
variability in price may threaten public acceptance of decoupling and the broader policy
objectives it serves. Policymakers should be careful to design decoupling regimes with this
consideration in mind.
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4 Full, Partial, and Limited
Decoupling
We use a specialized vocabulary to differentiate various approaches to
decoupling.

4.1 Full Decoupling
Full decoupling
Decoupling in its essential, fullest form insulates
can be likened to
a utility’s revenue collections from any deviation
the setting of a
of actual sales from expected sales. The cause of
budget.
the deviation — e.g., increased investment in
energy efﬁciency, weather variations, changes in
economic activity — does not matter. Any and all deviations will result in an
adjustment (“true-up”) of collected utility revenues with allowed revenues.
The focus here is delivering revenue to match the revenue requirement
established in the last rate case.
Full decoupling can be likened to the setting of a budget. Through
currently used rate-case methods, a utility’s revenue requirement — i.e.,
the total revenues it will need in a period (typically, a year) to provide safe,
adequate, and reliable service — is determined. The utility then knows
exactly how much money it will be allowed to collect, no more, no less. Its
proﬁtability will be determined by how well it operates within that budget.
Actual sales levels will not, however, have any impact on the budget.15
The most common form of full decoupling is revenue-per-customer
decoupling, which is more fully explained with other forms of decoupling
in the next section. The California approach, wherein a revenue requirement
is ﬁxed in a rate case and incremental (or decremental) adjustments to it are
determined in periodic “attrition” cases, is also a form of full decoupling.
Tracking mechanisms, designed to generate a set amount of revenue to

15 This is the simplest form of full decoupling. As described in the next section, most decoupling
mechanisms actually allow for revenues to vary as factors other than sales vary. The reasoning is
that, though in the long run utility costs are a function of demand for the service they provide,
in the short run (i.e., the rate-case horizon) costs vary more closely with other causes, primarily
changes in the numbers of customers.
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cover speciﬁc costs (independently of base rates and the underlying cost of
service) are not incompatible with full decoupling. They would be reﬂected
in separate tariff surcharges or surcredits.
Full decoupling renders a utility indifferent to changes in sales, regardless
of cause. It eliminates the “throughput” incentive. The utility’s revenues are
no longer a function of sales, and its proﬁts cannot be harmed or enhanced
by changes in sales. Only changes in expenses will then affect proﬁts.
Decoupling eliminates a strong disincentive to invest in energy efﬁciency.
By itself, however, decoupling does not provide the utility with a positive
incentive to invest in energy efﬁciency or other customer-sited resources,
but it does remove the utility’s natural antagonism to such resources due to
their adverse impact on short-run proﬁts. Assuming that management has a
limited ability to inﬂuence costs and behavior, this allows concentration of
that effort on cost reductions, rather than sales enhancements.

4.2 Partial Decoupling
Partial decoupling insulates only a portion of the utility’s revenue
collections from deviations of actual from expected sales. Any variation in
sales results in a partial true-up of utility revenues (e.g., 50%, or 90%, of the
revenue shortfall is recovered).
One creative application of partial decoupling was the combination
conservation incentive/decoupling mechanism for Avista Utilities in
Washington. The utility was allowed to recover a percentage of its lost
distribution margins from sales declines in proportion to its percentage
achievement of a Commission-approved conservation target. If it achieved the
full conservation target, it was allowed to recover all of its lost margins, but
if it fell short, it was allowed only partial recovery.16 This proved a powerful
incentive to fully achieve the conservation goal.

4.3 Limited Decoupling
Under limited decoupling only speciﬁed causes of variations in sales result
in decoupling adjustments. For example:
• Only variations due to weather are subject to the true-up (i.e., actual
year revenues [sales] are adjusted for their deviation from weathernormalized revenues). This is simply a weather normalization
adjustment clause. Other impacts on sales would be allowed to affect
revenue collections. Successful implementation of energy efﬁciency
programs would, in this context, result in reductions in sales and
16 Washington Utilities and Transportation Commission, Docket UG-060518, 2007. The recovery
was capped at 90%.
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revenues from which the utility would not be insulated — that is, all
else being equal, energy efﬁciency would adversely affect the company’s
bottom line. Weather-only adjustment mechanisms have been
implemented for several natural gas distribution companies.
• Lost-margin mechanisms, which recover only the lost distribution
margin related to utility-operated energy efﬁciency programs, have been
implemented for several utilities. These generally provide a removal
of the disincentive for utilities to operate efﬁciency programs, but may
create perverse incentives for utilities to discourage customer-initiated
efﬁciency measures or improvements in codes and standards that cause
sales attrition, because these are not compensated.
• Reduced usage by existing customers may be “decoupled,” whereas
new customers are not included in the mechanism, on the theory that
the utility is more able to inﬂuence, through utility programs, the usage
of existing customers who were a part of the rate-case determination of
a test year revenue requirement.
• Variations due to some or all other factors (e.g., economy, end-use
efﬁciency) except weather are included in the true-up. In this instance,
the utility and, necessarily, the customers still bear the revenue risks
associated with changes in weather. And, lastly,
• Some combination of the above.
Limited decoupling requires the application of more complex
mathematical calculations than either full or partial decoupling, and these
calculations depend in part on data whose reliability is sometimes vigorously
debated. But more important than this is the fundamental question that the
choice of approaches to decoupling asks: how are risks borne by utilities and
consumers under decoupling, as opposed to traditional regulation? What
value derives from removing sales as a motivator for utility management?
What value derives from creating a revenue function that more accurately
collects revenue to match actual costs over time? What are the expected
beneﬁts of decoupling, and what, if anything, will society be giving up when
it replaces traditional price-based regulation with revenue-based regulation?
Limited decoupling does not fully eliminate the throughput incentive. The
utility’s revenues (and proﬁts, therefore) are still to some degree dependent on
sales. So long as it retains a measure of sales risk, the achievement of public
policy goals in end-use efﬁciency and customer-sited resources, environmental
protection, and the least-cost provision of service will be inhibited.17

17 “Limited decoupling” is synonymous with “net lost revenue adjustments.” “Net lost revenue
adjustments” is the term of art that describes earlier methods of compensating a utility for the
revenue to cover non-production costs that it would have collected had speciﬁed sales-reducing
events or actions (e.g., cooler-than-expected summer weather, or government-mandated enduse energy investments) not occurred.
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5 Revenue Functions

O

ne of the collateral beneﬁts of decoupling is the potential for
reducing the frequency of rate cases. In its simplest form, a
decoupling mechanism maintains revenues at a constant level
between rate cases. However, this would inevitably put increasing
downward pressure on earnings due to general net growth in the utility’s cost
structure as new customers are added and operating expenses are driven by
inﬂation, to the extent these are not offset by depreciation, productivity gains,
and, in certain cases, cost decreases.
To avoid this problem, the allowed (or “target”) revenue a utility can
collect in any post-rate-case period can be adjusted relative to the rate-case
revenue requirement. Most decoupling mechanisms currently in effect make
use of one or more revenue functions to set allowed revenues between rate
cases, and we describe the four standard ones here: (1) adjusting for inﬂation
and productivity; (2) accounting for changes in numbers of customers;
(3) dealing with attrition in separate cases; and (4) the application of a
“K” factor to modify revenue levels over time. There may be others that are,
in particular circumstances, also appropriate.

5.1 Inﬂation Minus Productivity
Before development of the current array of decoupling options, a number
of jurisdictions used what has been called “performance-based regulation”
(PBR) — relying on a price-cap methodology, instead of decoupling’s
revenue-based approach. These plans, ﬁrst developed for telecommunications
providers, often included a price adjuster under which the affected (usually
non-production) costs of the utility were assumed to grow through the net
effects of inﬂation (a positive value) and increased productivity (a negative
18 Under normal economic conditions, inﬂation will be a positive value and productivity a
negative value, but there can be circumstances that violate this presumption — an extended
period of deﬂation, for instance. In fact, when Great Britain’s state-owned electric transmission
and distribution companies were privatized in the late 1980s, their prices were regulated
under PBR formulas that included positive productivity adjustments. “[Positive] X (that is,
an apparent allowance for annual rates of productivity decreases of X percent) factors were
chosen in order to provide the industry with sufﬁcient future cash ﬂow in part to meet
projected future investment needs and also to increase the attractiveness of the companies
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value).18 Prices were allowed to grow at the rate of inﬂation, less productivity,
in an effort to track these expected changes in the utility’s cost of service. In
some cases, other factors (often called “Z” factors) were added to the formulae
to represent other explicit or implicit cost drivers. For example, if a union
contract had a known inﬂationary factor, this might be used in lieu of a
general inﬂation index, but only for union labor expenses.
This adjustment is being used in revenue-decoupling regulation, too,
to determine a revenue path between rate cases. Rather than applying this
adjustment to prices, it is applied to the allowed revenue between rates
cases.19 This approach is used in California, with annual “attrition” cases that
consider other changes since the last general rate case, then add (or subtract)
these from the revenue requirement determined in the rate case.
With the inﬂation and productivity factors in hand, the allowed revenue
amount can be adjusted periodically. In practice, this adjustment has usually
been done through an annual administrative ﬁling and review. In theory,
however, there is no practical reason these adjustments could not be made
on a current basis, perhaps with each billing cycle.20 In application, the net
growth in revenue requirement is usually spread evenly across all customers
and all customer classes.
The inﬂation-minus-productivity approach does not remove all
uncertainty from price changes, because the actual inﬂation rate used to
derive allowed revenues (and, therefore, reference prices) will vary over time.

to the investment community during their upcoming public auction. The initial regulatory
timeframe was set at the ﬁscal year 1990/1995 time period.” See http://training.itcilo.it/actrav_
cdrom1/english/global/frame/elect2.htm. (Note that this adjustment is actually referred to as
“negative productivity,” since it indicates a reduction, rather than an increase, in productivity.
Mathematically, it’s denoted as the negative of a negative, and so for simplicity’s sake we’ve
described it as positive here.)
19 Under this approach, a government-published (or other accepted “third party” source),
broad-based inﬂation index is used. The productivity factor, which serves to offset inﬂation,
is also an administratively determined or, in some cases, a stakeholder agreed-upon
value. It should not, however, be calculated as a function of the particular company’s own
productivity achievements. Doing so would reward a poorly performing company with
an overall revenue adjustment (inﬂation-minus-productivity factor) that is too high (and
which does not give it strong enough incentives to control costs) and would punish a highly
performing company with a factor that reduces the gains it would otherwise achieve, in effect
holding it to a more stringent standard than other companies face.
20 See also Current vs. Accrual Methods, below, for more on the implications of using accrual
methodologies for decoupling versus using a current system. It goes without saying, of
course, that price changes of this sort can only be effected through a simple, regular
ministerial process, if the adjustment factors on which they are based are transparent,
unambiguous, and factual in nature (e.g., customer count). If, however, the adjustment is
driven by changes that are within management’s discretionary — say, capital budget — then
a more detailed review may be required to assure that prudent decisions are underlying the
revenue adjustments.
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5.2 Revenue-per-Customer (RPC) Decoupling
As noted earlier, analysis has shown that, in the time between rate cases,
changes in a utility’s underlying costs vary more directly with changes in the
number of customers served than they do with other factors such as sales,
although the correlation on a total expense basis to any of these is relatively
weak. When examining only non-production costs, however, the correlations
are much stronger, especially for the number of customers.
In 2001, we previously studied the relationships between drivers such
as system peak, total energy, and number of customers to investments in
distribution facilities.21
RAP prepared studies for correlations
The data indicate that
between investments in transformers and
customer growth is closely
substations versus lines and feeders as
correlated to growth of
they relate to growth in customers served,
non-production costs.
system peak, and total energy sales. The data
indicate that customer count is somewhat
more closely correlated with growth in non-production costs, stronger than
either growth in system peak or growth in energy sales. These data support
using the number of customers served as the driver for computing allowed
revenues between rate cases, particularly in areas where customer growth has
been relatively stable and is expected to continue. The revenue-per-customer,
or RPC method, may not be appropriate in areas with stagnant economies or
volatile spurts of growth, or where new customers are signiﬁcantly different
in usage patterns than existing customers, but in these situations, the attrition
method may still work well.
The RPC value is derived through an added “last” step in the rate case
determination. It is computed by taking the test period revenues associated
with each volumetric price charged, and dividing that value by the end-oftest period number of customers who are charged that volumetric price. This
calculation must be made for each rate class, for each volumetric price, and
for each applicable billing period (most likely a billing cycle):
Formula 8: Revenue per Customer TEST PERIOD =
Revenue Requirement TEST PERIOD ÷ No. of Customers TEST PERIOD

With this revenue-per-customer number, allowed revenues can be
adjusted periodically to reﬂect changes in numbers of customers. In any
21 Shirley, W. (2001, September). Distribution System Cost Methodologies for Distributed
Generation. Regulatory Assistance Project. Retrieved from http://www.raponline.org/
knowledge-center/distribution-system-cost-methodologies-for-distributed-generation. Also
see accompanying appendices at http://www.raponline.org/knowledge-center/distributionsystem-cost-methodologies-for-distributed-generation-volume-ii-appendices
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Table 4
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post-rate-case period, the allowed revenues for energy and demand charges
are calculated by multiplying the actual number of customers served by the
RPC value for the corresponding billing period. The decoupling adjustment is
then calculated in the manner detailed in the earlier sections.
Formula 9: Revenues ALLOWED = Revenue per Customer TEST PERIOD
X No. of Customers ACTUAL
Formula 10: Price ACTUAL = Revenues ALLOWED ÷ Units Sold ACTUAL

The table below demonstrates the RPC calculations for three billing
periods for a sample small commercial rate class. In this example, the billing
periods are assumed to be monthly. Note that the revenues per customer are
different in each month, because of the seasonality of consumption in the test
period.22
By calculating the energy and demand revenues per customer for each
Table 5

Deriving the Revenue per Customer Values
Small Commercial Class Example
Test Period Values
Billing Period

1

2

Number of Test Period Customers
Customer Charge
Total Customer Charge Revenues

142,591
$25.00
$3,564,775

142,769
$25.00
$3,569,225

142,947
$25.00
$3,573,675

Energy Revenue per Customer
Energy Sales (kWh)
Rate Case Price
Total Energy Sales Revenues
Energy Revenue per Customer

181,238,883
$0.165
$29,904,416
$209.72

189,304,436
$0.165
$31,235,232
$218.78

170,240,013
$0.165
$28,089,602
$196.50

1,189,355
$4.4600
$5,304,523
$37.20

1,165,396
$4.4600
$5,197,667
$36.41

1,148,975
$4.4600
$5,124,429
$35.85

Demand Revenue per Customer
Demand Sales (kW)
Rate Case Price
Total Demand Sales Revenues
Demand Revenue per Customer

3

22 Most utilities typically have 22 or 23 billing cycles per month. For simplicity, we have assumed
here that all customers in a month are billed in the same billing cycle (one per month). In the
future, with new “smart” metering and communication platforms, a single billing cycle per
month, for all customers, may be possible.
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billing period, normal seasonal variations in consumption are automatically
captured. This causes revenue collection to match the underlying seasonal
consumption patterns of the customers.
Some decoupling schemes exclude very large industrial customers.
Because the rates for these customers are often determined by contractual
requirements and speciﬁed payments designed to cover utility nonproduction costs, there may be little or no utility throughput incentive
opportunity relating to these customers anyway. Also, in many utilities, this
class of customers may consist of only a small number of large and unique (in
load-shape terms) customers, so that a “class” approach is not apt.
In cases in which new customers (that is, those who joined the system
during the term of the decoupling plan) have signiﬁcantly different
consumption patterns (and, therefore, revenue contributions to the utility)
than existing customers, regulators may want to modify the decoupling
formula to account for the difference. This can be accomplished by using
different RPC values for new customers and existing customers. The nature
of this issue and methodologies for addressing it are discussed in Section 6,
Application of RPC Decoupling: New vs. Existing Customers.

5.3 Attrition Adjustment Decoupling
Some jurisdictions take a different approach to decoupling. They set base
rates in a periodic major rate case, then conduct annual abbreviated reviews
to determine whether there are particular changes in costs that merit a change
in rates. In such instances, the regulators adjust rate base and operating
expenses only for known and measurable changes to utility costs and
revenues since the rate case, and adjust for them through a small increment
or decrement to the base rates (called “attrition adjustments”). The regulators
normally do not consider more controversial issues such as new power plant
additions or the creation of new classes of customers, which are reserved for
general rate cases.
In attrition decoupling, the utility’s allowed revenue requirement is the
amount allowed in the ﬁrst year after the rate case, plus the addition (or
reduction) that results from the attrition review. Every few years, a new
general rate case is convened to re-establish a cost-based revenue requirement
considering all factors.

5.4 K Factor
The K factor is an adjustment used to increase or decrease overall growth
in revenues between rate cases.
In its simplest application, the K factor can be used in lieu of either the
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inﬂation-minus-productivity method or the RPC method; it could be, for
example, a speciﬁed percentage per year. Although one could vary the K
factor itself over time, in this context the most likely application would
simply set an annual between-rate-case growth rate for revenues, resulting
in a steady change (probably an increase) in year-to-year allowed revenues
for each period between rate cases. Such an approach has a high degree of
certainty, but runs the risk of being disassociated from, and therefore out of
sync with, measurable drivers of a utility’s cost of service. All of the data used
in a rate case change over time, and the elements making up the K factor are
no different. The K factor therefore may become obsolete within a few years,
providing another reason why periodic
A “successful” revenue
general rate cases should be required by
function would be one
regulators under decoupling (and, arguably,
that keeps the utility’s
under traditional regulation as well).
actual revenue collection
An alternative approach is to use the K
as close as possible to
factor as an adjustment to the RPC allowed
its actual cost of service
revenue determination. Here, the K factor
throughout the period
growth rate (positive or negative) would be
between rate cases.
applied to the RPC values, rather than to the
allowed revenue value itself. This approach
would be useful when an additional revenue requirement is anticipated due
to identiﬁable increases in revenues from capital expenditures or operating
expenses, or because of some underlying trend in the RPC values. An
example would be a utility with a distribution system upgrade program
driven by reliability concerns, where the investment is not generating new
revenue. It may also be used as an incentive for the utility to make speciﬁc
productivity gains, in which case the K factor would be a negative value
causing revenues to be slightly lower than they otherwise would have been.
In any case, allowed revenues would still be primarily driven by the
number of customers served, but the revenue total would be driven up or
down by the K factor adjustment.
Formula 11: Revenue Per Customer ALLOWED =
Revenue Per Customer TEST PERIOD * K
Formula 12: Revenues ALLOWED = Revenue Per Customer ALLOWED X
No. of Customers ACTUAL
Formula 13: Price ACTUAL = Revenues ALLOWED ÷ Units Sold ACTUAL
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5.5 Need for Periodic Rate Cases
It is useful to have periodic rate cases in which all costs, expenses,
investments, programs, policies, and tariff designs can be examined. Many
regulators have required general rate cases every three to ﬁve years as part of
decoupling (or set expiration dates for the decoupling mechanism). Another
approach would be a built-in decline in the allowed revenue (or RPC) after
three to ﬁve years. This would allow the utility to avoid a new general rate
case (in which all of the utility’s costs would be examined), but only if it
reduced customer bills. This leaves the utility with the option to continue
to retain a portion of expense containment savings motivated by decoupling
(see Formula 4) without a rate case, if it can reduce costs sufﬁciently to give
consumers a measurable beneﬁt.

5.6 Judging the Success of a Revenue Function
One of the shortcomings of traditional utility pricing approaches is that
a utility’s actual revenue collection can be signiﬁcantly higher or lower than
its actual cost of providing service. The different revenue functions that
can be applied with decoupling offer means of keeping the utility’s revenue
collections much closer to its actual cost of service over time. This should
result in smaller rate case revenue deﬁciencies or excesses, lessening their
associated potential for “rate shock.”
A “successful” revenue function would be one that keeps the utility’s actual
revenue collection as close as possible to its actual cost of service throughout
the period between rate cases. Indeed, the theoretically ideal result, by this
standard, would be to have a zero revenue deﬁciency or excess in the next
rate case and at most points in between, meaning that rates had tracked costs
perfectly over time.
Of course, when judging the revenue function on this basis, one should
disregard special circumstances that may cause a signiﬁcant revenue
deﬁciency, such as large additions to the utility’s plant-in-service accounts
(e.g., the addition of a new transmission line, the installation of an expensive
new management information system, or the deployment of smart-grid
advanced metering infrastructure).
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6 Application of RPC Decoupling:
New vs. Existing Customers

A

s much as half of the change in average usage per customer over
time may be explained by differences between existing and new
customers. Where new customers, on average, have signiﬁcantly
different usage than existing customers, their addition to the
decoupling mechanism can result in small cross-subsidies.
New customers may be signiﬁcantly different from existing customers.
For example, new building codes and appliance standards may mean that
new customers are fundamentally more efﬁcient. Typical new homes may
be larger or smaller than the average of
Where new customers,
existing homes (or may reﬂect a different
on average, have
mix of single-family and multi-family
signiﬁcantly
different
construction). If urban areas are becoming
usage than existing
more densely populated, it may mean that
customers, their addition
new customers are closer together, and
to the decoupling
thus there is a smaller distribution system
mechanism
can result in
investment per customer. If line extension
small
crosssubsidies
policies require new customers to pay a
larger share of distribution system expansion
costs than existing customers did, the investment added to the utility rate
base per customer may be smaller for new customers. If the regulator is
concerned that there may be meaningful differences between new and
existing customers, it can require the utility to perform a detailed analysis of
usage characteristics (quantity, seasonality, time-of-day) for each cohort of
customers connected to the system.
As illustrated in Table 6, new customers, on average, use 450 kWh in a
billing period, but the rate case-derived RPC for existing customers is 500
kWh, application of the test year RPC values to new customers has the effect
of causing old customers to bear the revenue burden associated with the
50 kWh not needed or used by new customers. This is because the allowed
revenue is increased by an amount associated with 500 kWh of consumption,
whereas the actual contribution to revenues from the new customers is only
the amount associated with 450 kWh.
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Table 6
Single RPC for Existing and New Customers

Number of Customers
Revenue per Customer
Allowed Revenues
Average Unit Sales
Decoupled Price
Collected Revenues
Average Customer Contribution

Existing
Customers

New
Customers

200,000
$50.00
$10,000,000
500
$0.100478
$10,047,847
$50.24

10,000
$50.00
$500,000
450
$0.100478
$452,153
$45.22

Total

210,000
$10,500,000

$10,500,000
$50.00

To correct for this, a separate RPC value can be calculated for new
customers — in our example, the amount for them would be $45.00. As
shown in Table 7, the RPC allowed revenues would not be increased from
$10,000,000 to $10,025,000. Instead, the increase would be equal to only
$22,500.
This results in collection of an average of $50.00 from existing customers
and $45.00 from new customers, thus reﬂecting the overall lower usage
of new customers. On a total basis, the average revenues per customer are
equal to $49.76. Accounting for these differences affects the allowed revenue
to assure no over- or under-recovery, while differences in bills for these two
types of customers are automatically reﬂected in their respective units of
consumption applied to the decoupled price.
Table 7
Separate RPC for Existing and New Customers

Number of Customers
Revenue per Customer
Allowed Revenues
Average Unit Sales
Decoupled Price
Collected Revenues
Average Customer Contribution

Existing
Customers

New
Customers

200,000
$50.00
$10,000,000
500
$0.100000
$10,000,000
$50.00

10,000
$45.00
$450,000
450
$0.100000
$450,000
$45.00

Total

210,000
$10,450,000

$10,450,000
$49.76
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7 Rate Design Issues Associated
With Decoupling

A

s it does with respect to increased investment in end-use energy
efﬁciency itself, decoupling should also remove traditional utility
objections to electric and natural gas rate designs that encourage
conservation, voluntary curtailment, and peak load management.
For example, assuming average usage of 500 kWh/month, the two following
rate designs produce the same amount of revenue, but the volumetric rate
provides a much stronger price signal for consumers to pursue energy
efﬁciency:
Table 8
High vs. Low Customer Charges
Rate Element

High Customer

Customer Charge

$25.00

Usage Charge
Total Bill for 500 kWh average usage

Low Customer

$5.00

$0.10

$0.14

$75.00

$75.00

Under volumetric pricing without decoupling, utilities have a signiﬁcant
portion of their revenue requirement for rate base and O&M expenses
associated with throughput. In addition, those with fully reconciled fuel
and purchased-power adjustment mechanisms completely recover the high
cost of augmenting power supply during peak periods when expensive
power resources are used, so even increased peak-period sales generate a
distribution sales margin.23 A reduction of throughput will likely reduce

23 See Subsection 3.1.1.1 above, and Moskovitz, Proﬁts and Progress Through Least Cost Planning,
pp. 3-5. Fuel adjustment mechanisms are the antithesis of energy efﬁciency mechanisms.
They guarantee that any additional sale, no matter how expensive to serve, adds to proﬁt,
and any foregone sale diminishes proﬁtability. This is because the clauses ensure that the
marginal fuel or purchase cost of incremental sales will be fully recovered, so that the nonproduction cost component of base rates will always contribute to the bottom line (by either
increasing proﬁts or reducing losses).
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revenues at a greater rate than it will produce savings in short-run costs,
simply because most distribution, billing, and administrative costs are
relatively ﬁxed in the short run.
Conversely, with decoupling, the utility no longer experiences a net
revenue decrease when sales decline, and will therefore be more willing to
embrace rate designs that encourage customers to use less electricity and gas.
This can be achieved through energy efﬁciency investment (with or without
utility assistance), through energy management practices (turning out lights,
managing thermostats), or through voluntary curtailment.
Currently, the best examples of this are the natural gas and electric
rate designs used by California electricity and natural gas utilities, where
decoupling has been in place for many years. The residential rates applicable
to most customers of Paciﬁc Gas and Electric (PG&E), typical of those of all
gas utilities and at least the investor-owned electric utilities in the state, are
shown in Table 9. Both the gas and electric rates are set up with a “baseline”
allocation, which is set for each housing type and climate zone. Neither rate
has a customer charge, although there is a minimum monthly charge for
service. If usage in a month falls below the amount covered by the minimum
bill, the minimum still applies.
Table 9
PG&E Natural Gas Rate at May 1, 2008
Rate Element

Baseline
Quantities

Excess
Quantities

Minimum Monthly Charge
Base Rate per Therm
Multi-Family Discount (per unit per day)
Low-income Discount (per therm)
Mobile Home Park Discount (per unit per day)

~$3.00
$1.45131
$0.01770
$0.29026
$0.35600

$1.68248
$0.17700
$0.33650
$0.35600

Table 10
PG&E Natural Gas Rate at May 1, 2008
Low
Income

Rate Element

Minimum Monthly Charge
Baseline Quantities
101%-130% of Baseline
131%-200% of Baseline
201%-300% of Baseline
Over 300% of Baseline

~$3.50
$0.83160
$0.09563
$0.09563
$0.09563
$0.09563

All Other
Customers

~$4.45
$0.11559
$0.13142
$0.22580
$0.31304
$0.35876
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7.1 Revenue Stability Is Important to Utilities
Clearly these rate designs produce a great deal of revenue volatility for the
utility. Without decoupling, the utility could face extreme variations in net
income from year to year. However, with decoupling, this type of rate design
produces very stable earnings. The earnings per share for PG&E (the utility)
for the past three years (since decoupling was restored after the termination
of the California deregulation experiment) have been $1.01 billion, $971
million, and $918 million. This stability was achieved despite a $1.4 billion
increase in operating expenses, mostly the cost of electricity, during this
period.
The revenue stability needs of the company can conﬂict with principles
of cost-causation as they relate to pricing. Utilities are interested in revenue
stability, so that they have net income that can predictably provide a fair rate
of return to investors, regardless of weather conditions, business cycles, or
the energy conservation efforts of consumers. Cost-of-service considerations,
however, can produce a very different result. To the extent that utility ﬁxed
costs are associated with peak demand (peaking resources, transmission
capacity, natural gas storage, and liqueﬁed natural gas (LNG) facilities) and
those capacity costs are allocated exclusively to increased use in winter and
summer months, the cost to consumers of incremental usage is dramatically
higher than the cost of base usage.
A steeply inverted block rate design, such as those used by PG&E,
correctly associates the cost of seldom-used capacity with the (infrequent)
usage for which that capacity exists. Although this is arguably fair, doing so
can result in serious revenue stability problems for the utility. Decoupling
is one way to provide revenue stability for the utility, without introducing
rate design elements such as high ﬁxed monthly charges, in the form of a
Straight Fixed/Variable rate design, that remove the appropriate price signals
to consumers.

7.2 Bill Stability Is Important to Consumers
Customers also have an interest in bill stability, because in extremely
cold winters or hot summers, their bills can quickly become unmanageable.
Absent decoupling, rates such as those used in California, while accurately
conveying the real cost of seldom-used capacity, accentuate bill volatility.
In a hot summer or cold winter, consumer bills can soar as their end-block
usage increases. With decoupling (and budget billing), however, customers
can enjoy bill stability at the same time that utilities enjoy revenue stability,
without the adverse impacts on usage that a Straight Fixed/Variable rate
design can cause. When their usage (as a group) increases, the non-
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production component of the rate design automatically declines, so that
they pay the allowed revenue requirement (and no more) for distribution
services. Conversely, when weather is unusually mild, and customer usage
declines, they would pay slightly more per unit for distribution services,
again ensuring the utility receives its allowed revenue. This effect is most
pronounced when decoupling is applied on a current, rather than an accrual
basis, as discussed later.

7.3 Rate Design Opportunities
In 1961, James Bonbright published what is considered the seminal work
on ratemaking and rate design for regulated monopolies. His context was,
of course, traditional price-based utility regulation, and he identiﬁed eight
principles, some of which are in tension with each other, to guide the design
of utility prices. That tension is demonstrated in particular by three of those
principles — that rates should yield the total revenue requirement, they
should provide predictable and stable revenues, and they should be set so as
to promote economically efﬁcient consumption.24 In certain instances, more
economically efﬁcient pricing structures could lead to customer behavior
that results in less stable and, in the short run, signiﬁcant over- or undercollections of revenue. Decoupling mitigates or eliminates the deleterious
impacts on revenues of pricing structures that might better serve the longterm needs of society. Some innovative rate designs that regulators may want
to consider with decoupling include:
7.3.1 Zero, Minimal, or “Disappearing” Customer Charge
A zero or minimal customer charge allows the bulk of the utility revenue
requirement to be reﬂected in the per-unit volumetric rate. This serves the
function of better aligning the rate for incremental service with long-run
incremental costs, including incremental environmental and supply costs that
may already be trending upward.25 During the early years of the natural gas
industry, this type of rate design was almost universal, as the industry was
competing to secure heating load from electricity and oil, and imposing ﬁxed
customer charges would have disguised the price advantage being offered and

24 Bonbright, James C., Principles of Public Utility Rates. Columbia University Press, New York,
1961, p. 291.
25 For electric utilities depending on coal for the majority of their supply, valuing CO2 at the
levels estimated by the EPA to result from passage of the Warner-Lieberman bill (in the
range of $30 to $100/tonne) would add up to $.03/kWh to $.10/kWh to the variable costs
of electricity. For natural gas utilities, the environmental costs of supply are on the order of
$0.30/therm, or approximately equal to total distribution costs for most gas utilities. See
http://www.epa.gov/climatechange/economics/economicanalyses.html.
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confused customers. Simple commodity billing was the easiest way to make
cost comparisons possible for consumers. As natural gas utilities have taken
on more of the characteristics of monopoly providers, they have sought to
increase ﬁxed charges.
The California utilities, under decoupling, have retained zero or minimal
customer charges. In several cases, such as with the PG&E rates discussed
earlier in Section 7, it comes in the form of a “disappearing minimum bill,”
in which customers with zero consumption pay a minimum amount, but
once usage passes 100 kWh or so (and 99% of consumption is by customers
exceeding this minimum), they pay only for the energy used. In December
2008, the Public Service Commission of Wisconsin approved a settlement
of the parties that, among other things, created a decoupling mechanism for
Wisconsin Public Service Corporation and, at the same time, reduced the
level of ﬁxed customer charges.26
7.3.2 Inverted Rate Blocks
Inverted block rates, of the type shown earlier for PG&E, serve several
useful functions. First, they align incremental rates with incremental costs,
including incremental capacity, energy and commodity, and environmental
costs. Second, they recognize that upper-block usage (mostly for space
conditioning) is characterized by high seasonality, usage concentrated
during the peak hours, and low load-factor end-uses, all of which are more
expensive to serve than other end-uses. Inverted block rates therefore
properly collect the appropriate costs from these infrequent but expensive
end uses. They also serve to encourage energy efﬁciency and energy
management practices by consumers. However, they reduce net revenue
stability for utilities by concentrating recovery of return, taxes, and O&M
expenses in the prices for incremental units of supply, which tend to vary
greatly with weather and other factors.
7.3.3 Seasonally Diﬀerentiated Rates
Seasonal rates are typically imposed in service territories whose utilities
experience signiﬁcant seasonal cost differences. For example, a gas utility
with a majority of its capacity costs assigned to the winter months will
typically have a higher winter rate than summer rate. With traditional
regulation, seasonal rates reduce net revenue stability for utilities, by
concentrating revenue into the weather-sensitive season.

26 Docket 6690-UR-119, Application of the Wisconsin Public Service Corporation for Authority to
Adjust Electric and Natural Gas Rates, Order of December 30, 2008.
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7.3.4 Time-of-Use Rates
Rates that collect much higher amounts during the on-peak hours can
convey to consumers that usage during those hours puts the entire system
under stress and causes investment in new peaking capacity. However, peakhour consumption is highly weather-sensitive, so time-of-use (TOU) rates
make utility revenues more weather-sensitive, just like inverted block rates.
Decoupling removes the revenue stability risk associated with TOU rates,
allowing the utility to have efﬁcient prices and still be assured of recovering
non-production costs in years when weather is mild.

7.4 Summary: Rate Design Issues
A hypothetically “correct” rate design for an electric and gas utility can
consist of a customer charge that recovers metering and billing costs (these
are both incremental and decremental with changes in customer count) and
an inverted block rate structure based on the load factors of typical end-uses.
The rates shown for PG&E in California are designed along these lines.
For electric utilities, lights and appliances have steady year-round usage
characteristics, and therefore the lowest cost of service. For gas utilities,
water heating, cooking, and clothes drying have steady year-round usage
characteristics. For both types of utilities, space conditioning (heating and
cooling) loads, which are associated with the upper blocks of usage, have the
lowest load factors, and therefore the highest costs of service.
Taking a hypothetical electric utility with typical meter reading and billing
costs, capacity costs of $15/kW per month, and energy costs of $.05/kWh
produces the following cost-based rate design:
Table 11
Cost-based Rate Design – Hypothetical Rates
Rate Element

Load
Factor

Capacity
Cost

Energy
Cost

Customer Charge
First 400 kWh Lights/Appliances
Next 400 kWh Water Heat
Over 800 kWh Space Conditioning

70%
40%
20%

$0.03
$0.05
$0.10

$0.05
$0.05
$0.05

Total
Cost

$5.00
$0.08
$0.10
$0.15
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Establishing theoretically defensible rate designs such as those used
by PG&E provides consumers with very clear economic signals about the
costs their usage imposes, but evidence in California is that even with these
high prices, utility energy efﬁciency programs are an essential element of a
successful energy policy. The inverted rates tend to drive consumers to the
programs, but if the programs are not available, they may be unlikely (or
unable) to respond to the incremental cost-based prices.
Decoupling is a tool that allows the utility’s interest in stable net revenues,
the consumer’s interest in stable bills, and the society’s interest in costbased pricing all to be met. Under decoupling, the utility can implement
an inverted rate, knowing that lost distribution revenues that are incurred
when sales decline will be recovered. If implemented on a “current” basis as
proposed in Section 8 of this report, decoupling can also stabilize customer
bills, by reducing the unit rates in months when extreme weather causes a
signiﬁcant variation in sales from the levels assumed in the rate case where
rates are set.
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8 Application of Decoupling –
Current vs. Accrual Methods

U

nder traditional regulation, utilities have often had different
adjustment factors on customer bills. Perhaps the most common
is the fuel and purchased-power adjustment clause (FAC) for
electric utilities and the purchased gas adjustment (PGA) clause
for gas utilities. In both of these cases, utilities compute the actual costs
for these items, and then customer bills are adjusted to reﬂect changes in
those costs. There is often a lag in the determination of these costs, and the
adjustment factor itself is often based on the forecast units of sales expected
in the period when adjustment will be collected. As a result, actual collections
usually deviate from expected collections, and a periodic reconciliation must
be made to adjust revenues accordingly.
In the application of decoupling, many states use a similar approach or
make the calculations on an annual basis. Any accrued charges or credits
are held in a deferral account for subsequent application to customers’ bills.
When applied in this manner, the same reconciliation routines are used to
assure collection of the amounts in the accrual account.
The variations in rates and bills caused by decoupling mechanisms
are typically very small compared with those caused by FAC and PGA
mechanisms. While decoupling adjustments tend to deal with variations
in usage of a few percent, the price of natural gas can change by 50% or
more over the year after a general rate case. Further, as described earlier,
decoupling tends to moderate billing variations, whereas the FAC and PGA
mechanism tend to magnify bill variations, because the cost of gas tends to
rise in cold winters when demand is highest, and the cost of power tends to
rise in the summer with cooling-related demands.
When a lag is present in the application of these adjustments, it has
the effect of disassociating individual customers from their respective
responsibility for the adjustment. The result may be a shift in revenue
responsibility among those customers, and between years. For example,
if a warmer-than-average winter produces a signiﬁcant deferral of costs to
be collected, and it is collected the following year, it is possible that the
surcharge will be effective during a colder-than-average winter, exacerbating
customer bill volatility, during a period when the customer is otherwise
31
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accruing credits for the following year.
Unlike commodity adjustment clauses, however, there are no forecasting
components needed in decoupling. This is true even for utilities whose
rate cases use a future test year. While future test years necessarily involve
forecasting the revenue requirement, the calculation of the actual price to
be charged to collect that revenue requirement is a function of actual units
of consumption. To calculate the price with Revenue Cap Decoupling, one
need only divide the Allowed Revenue by the Actual Unit Sales. To calculate
the price with RPC Decoupling, one must ﬁrst derive the Allowed Revenues
(based on the current number of customers), and then divide that number
by Actual Unit Sales. In either case, all of the information needed to make
the calculation is known at the time that customer bills are prepared. For
this reason, the required decoupling price adjustment can be applied on a
current rather than an accrual basis. This also means there will be no error in
collection associated with forecasts of consumption and, hence, no need for a
reconciliation process.
This can be done by using the same temperature adjustment data used
to produce the test-year normalized results, except to calculate a daily or
monthly (or more likely a billing cycle) RPC with the data, not just an annual
RPC. In each billing cycle, the “allowed” RPC can be a time-weighted average
of the number of days in each month of the year included in the billing
cycle,27 or it can be built up from daily information.28

27 For example, if the allowed RPC is $50 for March and $40 for April, and the billing cycle
runs from April 16 to March 15 (i.e., 15 days in April and 15 days in March), the allowed
RPC would be $45.
28 For more information on this point, see section 3.1.1.2 Non-Production Costs.
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9 Weather, the Economy,
and Other Risks

W

hile traditional regulation aims to determine a utility’s
costs and then provide appropriate prices to recover those
costs, there are a number of factors that prevent this from
happening. Foremost among these are the effects of weather
and economic cycles on utility sales and customer bills. These effects are
directly related to how prices are set. Full or limited decoupling, and some
forms of partial decoupling, will have a direct impact on the magnitude of
these risks.
For the most part, full decoupling will eliminate these risks completely.
Limited decoupling partially eliminates these risks. Partial decoupling may
or may not affect these risks, depending upon whether the presence of a
particular risk is desired.

9.1 Risks Present in Traditional Regulation
The ultimate result of a traditional rate case is the determination of the
prices charged consumers. In simple terms, a utility’s prices are set at a
level sufﬁcient to collect the costs incurred to provide service (including
a fair rate of return — the utility’s proﬁts). Because most of the revenues
are normally collected through volumetric prices, based on the amount of
energy consumed or the amount of power demanded, the assumed units of
consumption are critical to getting the price “right.”29
As noted earlier, the basic pricing formula under traditional regulation is:
Formula 13: Price = Revenue Requirement ÷ Units of Consumption

This formula is applied using Units of Consumption associated with
normal weather conditions. As long as the units of consumption remain
unchanged, the prices set in a rate case will generate revenues equal to the

29 By “right,” we mean consistent with the cost of service methodology.
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utility’s Revenue Requirement. Also,
With traditional regulation,
if extreme weather occurs as often as
in
economic terms, weathermild weather, over time the utility’s
driven
sales changes cause a
revenues will, on average, approximate
wealth
transfer between the
the revenue requirement. In theory,
utility
and
its customers which
this protects the company from underis
unrelated
to what the utility
recovery, and customers from overneeds
to
recover and what
payment of the utility’s cost of service
customers
ought to pay.
— because there should be an equal
chance of having weather that is more
extreme or milder than normal.
In reality, this is hard to accomplish, because in any given year, the actual
weather is unlikely to be normal. Thus, even if the traditional methodology
results in prices that are “right” and the weather normalization method used
was accurate, the actual revenues collected by the utility and paid by the
customers will be a function of the actual units of consumption, which are
driven, in large part, by actual weather conditions, according to the following
formula:
Formula 3: Actual Revenues = Price * Actual Units of Consumption

With this formula, extreme weather increases sales above those assumed
when prices were set, in which case utility revenues and customer bills will
rise. Conversely, mild weather decreases utility revenues and customer bills.
To the extent that the utility’s costs to provide service due to the weatherrelated increases or decreases in sales do not change enough to fully offset
the revenue change, then the utility will either over- or under-recover its
costs. With traditional regulation, in economic terms, weather-driven sales
changes cause a wealth transfer between the utility and its customers that is
unrelated to the amount that the utility needs to recover and that customers
ought to pay. This transfer is not a function of any explicit policy objective.
Rather, it is simply an unintended consequence of traditional regulation.
There is a volatility risk premium embedded in the utility’s cost of capital that
reﬂects the increased variability in earnings associated with weather risk. This
premium may be reﬂected in the equity capitalization ratio, the rate of return,
or both.
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9.2 The Impact of Decoupling on Weather and Other Risks
Full decoupling causes a utility’s non-production revenues to be immune
to both weather and economic risk. Once the revenue requirement is
determined (in the rate case or via the RPC adjustment), decoupling
adjusts prices to maintain the allowed revenue requirement. Any change in
consumption associated with weather or other causes will result in an inverse
change in prices, according to the following formula:
Formula 6: Price = Allowed Revenue ÷ Actual Units of Consumption

As consumption rises, prices are reduced. As consumption falls, prices
are increased. This means that decoupling will mitigate the higher overall
bill increases associated with extreme weather and mitigate overall bill
decreases associated with mild weather. With full decoupling, all changes in
units of consumption, regardless of cause, are translated into price changes
to maintain the allowed revenue level. Thus, no matter the amount of
consumption, the utility and the consumers as a whole will receive and pay
the allowed revenue. Neither the company nor its customers are exposed to
weather or economic risks in this case.
Under partial decoupling, only a portion of the indicated price adjustment
is collected or refunded. To the extent the adjustment falls short of recovering
the indicated price adjustment, both weather and economic risks are placed
upon the utility and its customers.
Under limited decoupling, the weather or economic risks may be
selectively imposed on the utility and its customers. Some states have
preserved the existing burden of weather risk in a decoupled environment by
weather-normalizing actual unit sales before computing the new price under
limited decoupling. This has the effect of fully exposing the utility and its
customers to weather risk.
Conversely, one might limit the changes in unit sales to those directly
attributable to efﬁciency programs. Lost margin mechanisms, discussed
later in Other Revenue Stabilization Measures, are one example of this type of
limited decoupling. This has the effect of preserving all of the risks, including
weather and economic risks, customers and the utility bear under traditional
regulation.
Any risks placed on the utility and its customers will likely increase
the overall revenue requirement of the utility because of its impact on the
utility’s ﬁnancial risk proﬁle. This is explored further in the following section,
Earnings Volatility Risks and Impacts on the Cost of Capital.
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10 Earnings Volatility Risks and
Impacts on the Cost of Capital

U

tility earnings can be volatile because of the way weather and other
factors inﬂuence sales volumes and revenues in the short run,
without corresponding short-run impacts on costs. They can also be
volatile because of the way weather and other factors inﬂuence costs
in the short run, without corresponding short-run impacts on revenue (such
as a drought has on a hydro-dependent utility). As a result of this volatility,
utilities typically retain a relatively higher level of equity in their capital
structure, so that a combination of adverse circumstances (adverse weather,
economic cycle, cost pressures, and customer attrition) does not render them
unable to service their debt. In addition, utilities also try to pay their dividends
with current income or from retained earnings. In fact, most bond covenants
prohibit paying dividends if retained earnings decline below a certain point. A
utility that is forced to suspend its dividend is viewed as a higher-risk venture.
Decoupling can signiﬁcantly reduce earnings volatility due to weather
and other factors, and can eliminate earnings attrition when sales decline,
regardless of the cause (e.g., appliance standards, energy codes, customer- or
utility-ﬁnanced conservation, self-curtailment due to price elasticity). This
in turn lowers the ﬁnancial risk for the utility, and that is reﬂected in the
company’s cost of capital.
The reduction in the cost of capital resulting from decoupling could, if the
utility’s bond rating improves, result in lower costs of debt and equity; but
this generally requires many years to play out, and the consequent beneﬁts
for customers are therefore slow to materialize. New debt issues will carry
lower interest rates, but utility bonds carry long maturities, and it can take
30 years or more to roll over all of the debt in a portfolio.
Alternatively, a lower equity ratio may be sufﬁcient to maintain the
same bond rating for the decoupled utility as for the non-decoupled utility.
This would allow the beneﬁts associated with the lower risk proﬁle of the
decoupled company to ﬂow through to customers in the ﬁrst few years after
the mechanism is put in place. However, for this to be justiﬁed, the investors
must have conﬁdence that the decoupling mechanism will remain in effect
for many years; a typical three-year approval period may not provide that
conﬁdence.
36
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10.1 Rating Agencies Recognize Decoupling
The bond rating agencies have come to recognize that decoupling
mechanisms, weather adjustment mechanisms, fuel and purchased-gas
adjustment mechanisms, and other outside-the-rate-case adjustment
mechanisms all reduce net earnings volatility and risk, and therefore
contribute to a lower cost of capital for the utility. It is important when
selecting “comparable” utilities for cost of capital studies to use only utilities
with similar risk-mitigation tools in place, so that an apples-to-apples
comparison is possible.
Standard and Poor’s has explicitly recognized risk mitigation measures by
rating the “business risk proﬁle” of utility sector companies on a scale of 1
to 10. The distribution utilities without supply responsibility and with risk
mitigation measures are mostly rated 1 to 3, whereas the independent power
producers without stable customer bases or any risk mitigation measures are
7 to 10. The vertically integrated utilities with some risk mitigation measures
are in between.30
The risk mitigation of decoupling can be reﬂected in either of two ways.
First, it can be directly applied to reduce the equity capitalization ratio of
the utility in a rate case. This has the effect of reducing the overall cost of
capital and revenue requirement, without changing either the cost of debt
or the allowed return on equity. This approach recognizes that a utility with
more stable earnings does not require as much equity in its capital structure,
because there is less likelihood of the utility depleting its retained earnings.
Table 12 summarizes how a change in the equity capitalization ratio
reduces the revenue requirement.
Table 12
Quantiﬁcation of Savings from Capital Structure Shift
Element

Equity
Debt
Overall Return with Taxes
Revenue Requirement ($ millions)
Difference

Allowed
Return

11%
8%

Ratio w/o
Decoupling

Ratio with
Decoupling

45%
55%
10.48%
$104.80

42%
58%
10.13%
$101.30
-$3.50

30 See Standard and Poor’s New Business Proﬁle Scores Assigned for US Utility and Power
Companies: Financial Guidelines, revised 2 June 2004. See also Moody’s Investor Services, Local
Gas Distribution Companies: Update on Revenue Decoupling And Implications for Credit Ratings,
2006, and Standard and Poor’s, Industry Report Card: U.S. Electric Utilities Well Positioned For
2011 Challenges, December 10, 2010.
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The overall impact is on the order of a
Cost savings from
3% reduction in the equity capitalization
implementation of
rate, which in turn can produce about a 3%
decoupling can fully
decrease in revenue required for the return
fund
a modest energy
on rate base, or about a 1% decrease in the
conservation
program at
total cost of service to consumers (including
no
incremental
cost to
power supply or natural gas supply). This is
consumers.
not a large impact — but it is on the same
order of magnitude as many utility energy
conservation budgets, meaning that cost savings from implementation of
decoupling can fully fund a modest energy conservation program at no
incremental cost to consumers.
It is important to recognize that this type of change involves neither a
reduction in the return on equity, nor a reduction in the allowed cost of debt.
It simply reﬂects a realignment of the amount of each type of capital required.
A utility could adapt its actual capital structure to reﬂect this change,
either by issuing debt rather than equity for a period of months or years, or
by paying a special dividend (reducing equity) and issuing debt to replace
that capital.
The second approach to reﬂecting the risk reduction afforded by
decoupling is simply to reduce the utility’s allowed return on equity,
discounting by some number of basis points what would otherwise have
been approved. This has been done in a number of jurisdictions. There are,
however, several points that regulators should consider when weighing this
option against the ﬁrst.

10.2 Some Impacts May Not Be Immediate, Others Can Be
If rating agencies perceive that a risk mitigation measure will be in place
for an extended period, they may be willing to recognize the beneﬁt of risk
mitigation immediately upon implementation. If the risk mitigation measure
is put in place only for a limited period, or the regulatory commission has a
record of changing its regulatory principles frequently, the rating agency may
not recognize the measure.
If the regulator does not change the allowed equity capitalization ratio
when a new risk mitigation measure is implemented, the rating agency will
eventually realize that the mitigation is occurring, and that earnings are more
stable; and eventually a bond rating upgrade is possible. Once that occurs,
the cost of debt will eventually decline, and consumers will realize the beneﬁt
of lower costs of debt in the conventional ratemaking process.
In theory, the total cost savings from a bond rating upgrade should be
about the same as the savings from an equity capitalization reduction. The
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principal reason for preferring the equity capitalization option is that it can
be implemented concurrently with the imposition of the risk mitigation
measure, so that consumers receive an immediate economic beneﬁt when the
measure is implemented. The lag to a bond rating upgrade can be years, or
as much as a decade; and the cost savings will phase in very slowly as new
bonds are issued.

10.3 Risk Reduction: Reﬂected in ROE or Capital Structure?
Some ratepayer advocates have proposed an immediate reduction in
the allowed return on common equity as a condition of implementing
decoupling. This may create controversy in the ratemaking process, with the
risk that utilities then become resistant to implementation of decoupling.
Utilities have pointed to rate cases in other jurisdictions, where many of the
“comparable” utilities used to estimate the required return on equity already
have risk mitigation measures in place.
Economic theory supports the notion that risk mitigation is valuable
to investors and that that value will (eventually) be revealed in some way
in the market — through a lower cost of equity, a lower cost of debt, or
a lower required equity capitalization ratio. Any of these will eventually
produce lower rates for consumers, in return for the risk mitigation measure.
Regardless of the theory, however, utilities may tend to view a reduction in
the return on equity as a penalty associated with decoupling. In contrast, a
restructuring of the capitalization ratio does not necessarily alter the required
return on equity, and it is more directly reﬂective of the risk mitigation that
decoupling actually provides — that is, stabilization of earnings with respect
to factors beyond the utility’s control. By reducing volatility, the utility needs
less equity to provide the same assurance that bond coverage ratios and other
ﬁnancial requirements will be met.
Rating agencies have recognized the linkage between risk mitigation and the
required equity ratio to support a given bond rating, rather than to the required
return on equity. For this reason, there may be advantages to focusing on the
utility’s capital structure, rather than on its allowed return on equity or the
cost of debt, when regulators consider how to ﬂow through the risk-mitigation
beneﬁts of decoupling to consumers when a mechanism is put into place.31

31 One recent paper concluded that decoupling did not result in a decrease in the cost of equity
capital in the short run. The study focused on only one approach to measure the cost of
capital, the discounted cash ﬂow method. It did not consider the reduction in systematic
risk (the change in earnings relative to the change in the overall market earnings in the
same period) that is measured by the Capital Asset Pricing Model. Decoupling will reduce
systematic risk (reducing earnings volatility due to economic cycles) because sales variations
in business cycles do not affect earnings under decoupling. The study also did not attempt
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10.4 Consumer-Owned Utilities
Consumer-owned utilities (COUs) do not pay cash dividends, but they
do need to maintain a sound bond rating to support future investments.
The rating agencies look at the TIER (times interest earned ratio) of COUs.32
Typical bond covenants for COUs obligate the utility to maintain its TIER
above a minimum deﬁned level, so they might be required to raise rates if
they suffered severe earnings attrition (from any cause).
A loss of revenue due to conservation, weather, or other factors can impair
the TIER, and therefore the borrowing capacity of a COU. A decoupling
mechanism will provide the same stability of earnings for a COU as for an
investor-owned utility (IOU). However, there is a smaller body of research on
whether decoupling will actually have a meaningful effect on the borrowing
costs of COUs, assuming that their TIER remains within a range in which
they are able to borrow.
Without decoupling, COUs tend to set rates at levels that provide 75%90% assurance that the TIER will remain at an acceptable level. It is clear that
a decoupling mechanism will ensure that the TIER remains in an acceptable
range, and that the COU will be able to borrow. A decoupling mechanism
may thus allow a COU to set rates at a slightly lower level, without fear that a
variation in weather or sales will cause it to fall to a level that would trigger a
larger rate adjustment.

10.5 Earnings Caps or Collars
Some commissions have imposed an earnings cap, or an earnings collar,
as part of a decoupling mechanism. These ensure that, if earnings are too
high above a baseline (or too low below the baseline), the decoupling
mechanism is automatically subject to review. Because decoupling reduces
earnings volatility, it should be unlikely for earnings to vary outside a range of
reasonableness. Therefore such a cap or collar, while unlikely to be triggered,
may provide greater comfort with the change represented by decoupling.
Even so, in practical application, it is simpler to impose a cap on the variability in prices than in earnings, because the calculation of earnings for regulatory
purposes can be signiﬁcantly different than earnings reporting under generally
accepted accounting principles and may invite disputes over methodology.
to measure the change in probability that a utility would exhaust its ability to pay dividends
from cash earnings, which is reduced if the utility is protected from variations in earnings
driven by weather and economic cycles. These are factors that lead RAP to believe that
adjusting the capital structure is more appropriate than adjusting the allowed return on
equity when decoupling is implemented on a permanent basis. See Brattle Group, The Impact
of Decoupling on the Cost of Capital, March, 2011.
32 TIER is a measure of the extent of which earnings are available to meet interest payments.
Mathematically it is deﬁned by this formula: TIER = (net income + interest) / (interest).
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11 Other Revenue Stabilization
Measures, and How They
Relate to Decoupling

T

here are a number of other revenue stabilization measures used by
regulatory commissions, some of which are proposed as possible
alternatives to decoupling. Some of these provide nearly the same
beneﬁts to utility shareholders as decoupling, but all of them
fall short of the full range of beneﬁts that revenue decoupling provides,
particularly those for consumers and the environment. We discuss several of
these below, comparing the consumer impacts and societal beneﬁts to those
of decoupling.

11.1 Lost Margin Recovery Mechanisms
A lost margin mechanism provides recovery to the utility for distribution
margin that is lost when customers participate in the utility-sponsored energy
efﬁciency programs. The beneﬁt is that the utility resistance to offering such
programs is addressed. One side effect is creation of a bias in favor of utilityfunded programs to the exclusion of codes, standards, and other lower-cost
means to achieve savings. In one experience, a utility was simultaneously
offering incentives for participation in its programs, while conducting a
political campaign against other types of energy efﬁciency marketing, to
ensure that any lost margins were recovered.

11.2 Weather-Only Normalization
Typically the largest rate adjustments under decoupling are weatherinduced. Many natural gas utilities have weather normalization clauses, in
which small surcharges are imposed during periods of mild weather, and
small surcredits during severe weather. A weather-only adjustment does not
address lost sales due to either programmatic energy efﬁciency on consumerfunded energy efﬁciency, and therefore does not address one of the principal
objectives of decoupling, which is to eliminate utility disincentives for energy
efﬁciency.

41
097

Docket No. DG 21-130
Exhibit 12A
Docket No. DG 21-130
Attachment Energy TS 1-4.c
Page 48 of 146

Revenue Regulation and Decoupling

11.3 Straight Fixed/Variable Rate Design (SFV)
SFV is an approach to rate design in which all utility ﬁxed costs are
recovered in a ﬁxed monthly charge, with only variable costs included in
the per-therm or per-kWh rate. The deﬁnition of “ﬁxed” costs varies from a
strict accounting measure (interest and depreciation) to a broad measure that
includes the return on equity, taxes, and labor expenses, but the principle is
the same: customers do not pay for utility service on a primarily volumetric
basis.
SFV is attractive due to simplicity, but has numerous adverse side effects.
These include:
• Energy prices are set far below long-run marginal cost, leading to
uneconomic usage;
• Small users, particularly seniors and apartment dwellers, pay much
higher electric and gas bills;
• Consumer investment in energy efﬁciency is discouraged, since the bill
savings are small;
• A mismatch occurs between the cost-responsibility and cost-collection
for seldom-used peaking facilities (for which the costs should be
recovered in incremental usage block rates).
Some studies have estimated that SFV pricing can cause usage to go up
10% or more, enough to offset much or all of the beneﬁt of energy efﬁciency
programs.33

11.4 Fuel and Purchased Energy Adjustment Mechanisms
Fuel adjustment clauses (FACs) and purchased gas adjustment (PGAs)
mechanisms are used by nearly all gas utilities, and by most electric utilities,
to recover variable costs of fuel and purchased energy. They evolved during
the ﬁrst and second oil embargoes in 1973 and 1977, and have become
nearly ubiquitous. The beneﬁt of these is that utilities are assured of recovery
of a very large set of costs over which they have little control. The side effect
is that an FAC or PGA ensures that ANY incremental sale is proﬁtable, since
ALL of the increased variable cost is covered, and the incremental sales
margin results in incremental proﬁt.

33 Lazar, J., Allen, R. & Schwartz, L. (2011, April). Pricing Do’s and Don’ts. Montpelier, VT:
Regulatory Assistance Project. Retrieved from http://www.raponline.org/knowledge-center/
pricing-dos-and-donts-designing-retail-rates-as-if-efﬁciency-counts

42
098

Docket No. DG 21-130
Exhibit 12A
Docket No. DG 21-130
Attachment Energy TS 1-4.c
Page 49 of 146

Revenue Regulation and Decoupling

FACs and PGAs are therefore of great concern when trying to design a
regulatory framework that encourages utility support of energy efﬁciency.34
A properly designed decoupling mechanism can overcome this effect by
assuring that only the allowed level of non-fuel or non-power revenues are
received if utility sales increase.

11.5 Independent Third-Party Eﬃciency Providers
Several states have implemented third-party energy efﬁciency utilities,
such as Efﬁciency Vermont and the Energy Trust of Oregon. Some advocates
believe that by moving efﬁciency outside the utility, there is no longer a
need for revenue decoupling, because the utility is no longer in a position
to resist or obstruct energy efﬁciency investment. It is instructive that both
Vermont and Oregon have found that revenue decoupling is a useful addition
to a framework that includes a third-party provider, because utilities affect
energy efﬁciency in many more ways than simply making grants and loans to
consumers for energy efﬁciency measures.

11.6 Real-Time Pricing
Some academics have taken the position that dynamic utility pricing will
result in efﬁcient deployment of energy-efﬁciency measures, without any
need for government or utility intervention. While advanced pricing has
many advantages, it does not in any way overcome the multiple barriers to
energy efﬁciency — such as access to capital, perfect information, or short
time horizons of consumers, particularly renters. These barriers have been
well-documented, and no form of energy pricing has been demonstrated to
overcome them.

34 See Moskovitz, David, Proﬁts and Progress Through Least Cost Planning for a detailed discussion
of the problems with FACs and PGAs at: http://www.raponline.org/docs/rap_moskovitz_
leastcostplanningproﬁtandprogress_1989_11.pdf
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12 Decoupling Is Not Perfect:
Some Concerns Are Valid

T

here are many critics of decoupling, and many different issues that
they criticize. Decoupling is not a perfect form of regulation — but
neither is conventional regulation. Both seek to set prices for utility
service that approximate the cost of providing that service. Both
seek to provide incentives for management to take actions to reduce costs and
to maximize proﬁts.
In this section, we discuss some of the common critiques of decoupling
mechanisms, recognizing that all forms of regulation involve compromise.

12.1 “It’s an annual rate increase.”
Some rate case participants view decoupling as an annual rate increase
without a rate case. This may be the case if the use per customer is declining
over time, but it does not provide any indication of whether customer energy
bills are rising or falling. That may be due to utility programs and policies, or
it may be due to other factors that can be taken into account in the design of
the decoupling mechanism.
If the decline in usage per customer is due to utility programs and policies,
an annual upward rate adjustment (which produces annual decreases in
annual bills due to declining usage) may be exactly why the decoupling
mechanism was created. If energy efﬁciency is less expensive than energy
production, then customer energy bills are declining. Absent decoupling, the
utility would likely be ﬁling annual rate cases, creating a signiﬁcant workload
on the Commission and leading to similar rate increases, since the underlying
causes are the same.
To the extent that less frequent rate cases produce fewer opportunities
for consumers to present policy issues to the Commission, it is probably
appropriate for the regulator to create an alternative forum for such policy
review. One approach, for example, might be for the regulator to initiate a
general rate case at least once every three to ﬁve years, to ensure that the
allowed revenues under decoupling do not deviate too far from the utility’s
underlying costs.
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12.2 “Decoupling adds cost.”
This reﬂects a misunderstanding of decoupling. Decoupling increases
the likelihood that the revenue requirement found appropriate in a rate case
will be the amount actually collected from customers. Certain decoupling
elements (e.g., adjustments for inﬂation, productivity, and numbers of
customers) project how those approved costs might change, and allow these
changes to be reﬂected in future collections; but these changes represent
costs that are likely to be approved in a rate case, because they are essential
to providing service. Decoupling itself adds no signiﬁcant new costs; to the
extent that decoupling reduces the frequency of general rate cases, it can
signiﬁcantly reduce regulatory costs.

12.3 “Decoupling shifts risks to consumers.”
Full decoupling means that utility proﬁts are no longer adversely affected
by weather conditions that reduce sales volumes, and some critics consider
this a shift of weather risk to consumers. This is a fundamentally ﬂawed
argument. First, decoupling also removes the proﬁt enhancement that occurs
under traditional regulation when weather conditions cause sales increases.
Second, with current decoupling, although prices go up when sales go
down, they do so simultaneously, so that customer bill volatility is reduced,
a beneﬁt to consumers attempting to live within a budget. In addition,
when sales go up, prices come down, thereby mitigating the bill’s impacts.
In this sense, decoupling mitigates earnings risk for utilities and expense
risk for consumers, making both better off — and in the process, it creates
the earnings stability to justify a lower overall cost of capital, which reduces
absolute costs to consumers.

12.4 “Decoupling diminishes the utility’s incentive to
control costs.”
In fact, precisely the opposite is true. Decoupling does not guarantee
utilities a level of earnings, only an assurance of a level of revenue. If the
utility reduces costs, it increases earnings, just as it would under traditional
regulation. Also, because the utility cannot increase proﬁts by increasing
sales, improved operational efﬁciency is the only means by which it can boost
proﬁts.
Because decoupling provides recovery of lost margin due to customer
conservation efforts, however, it may extend the period between general
rate cases. This is particularly true if aggressive utility conservation efforts
are producing signiﬁcant declines in customer usage; absent decoupling,
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this sales decline will trigger rate cases. This longer time period provides
a stronger incentive for the utility to achieve operational efﬁciencies and
reduce costs, because the utility will be allowed to retain the cost savings for
a longer time, until the next general rate case. If costs and revenues become
unbalanced for any reason, the utility or the regulator can initiate a general
rate case at any time.

12.5 “What utilities really want sales for is to have an excuse to
add to rate base —that is, the Averch Johnson Eﬀect.”
In a rate case, the net-income line item in the cost of service is a function
of the size of the rate base and the return allowed>>. The greater the rate
base, the greater the net income that is included in the cost of service (for a
given allowed return). Utilities may be motivated to increase sales in order
to add to rate base capital assets needed to serve additional load, despite
countervailing risks associated with permitting and construction, for instance.
This is not a concern decoupling can address, nor is it intended to address.
Rather, sound integrated resource planning that identiﬁes the least-cost
long-term resource acquisition strategy is the best way to manage incentives
associated with the capital program.

12.6 “Decoupling violates the ‘matching principle’.”
The matching principle in ratemaking is an implicit assumption that
revenues, sales, and costs will move in synchronization: as sales change
(go either up or down), revenues and costs will change at the same rate.
Absent changes in customers, programs, or policies, this has been generally
effective in allowing traditional regulation to function effectively. Implied in
the matching principle is that inﬂation is offset by productivity, and that new
customers are about the same in terms of usage, revenue, and cost of service
as existing customers. However, as discussed in the sections How Traditional
Regulation Works and How Decoupling Works, it is the very fact that the
matching principle does not hold true (that is, that marginal revenue almost
always exceeds marginal cost in providing distribution service) that drives the
need for decoupling.
Correspondingly, a change to a more comprehensive approach to energy
efﬁciency means that deliberate programs and policies are implemented
to achieve sales reductions for which there are no corresponding cost
reductions, at least (for the most part) in distribution services. The very
circumstances that counsel most regulators to consider decoupling — a desire
to step up the rate of achievement of customer energy efﬁciency — directly
undermine the foundation of the matching principle.
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12.7 “Decoupling is not needed because energy eﬃciency is
already encouraged, since it liberates power that can be sold to
other utilities.”
This condition does exist in some low-cost utilities that have excess
capacity available for sale and that do not have FACs. Any utility with
a traditional FAC does not beneﬁt from off-system sales, because those
revenues are credited to their retail consumers through the adjustment clause.
This concern, however, overlooks the temporary nature of excess capacity,
especially if some of it is the result of an aging generation approaching
retirement, and the changing nature of power markets. Decoupling
encourages utilities to take actions that may increase off-system sales
revenues, but only if power costs are covered by a decoupling mechanism
will those sales result in increased proﬁts for the companies.
Lastly, off-system sales have less certainty and are subject to the vagaries of
market prices, whereas sales to native loads are more certain and subject to
less price volatility. Conservative utility managers are likely to prefer the “bird
in hand” in such cases.

12.8 “Decoupling has been tried and abandoned in
Maine and Washington.”
Maine and Washington initiated decoupling mechanisms in the late 1980s
and early 1990s, and both terminated the programs after a few years. The
reasons for termination were different.
In Maine, the decoupling mechanism was instituted for Central Maine
Power shortly before a serious recession hit the country. Sales declined and
the decoupling mechanism generated signiﬁcant rate increases, because of the
large annual adjustment resulting from the use of an accrual methodology.
The Commission elected to discontinue the mechanism. Of course, for the
most part, decoupling only implemented what a new rate case would have
yielded in any event, the root cause of the problem not being the mode of
regulation, but the recession. The lesson learned is that a cap on annual rate
increases may be appropriate, and a complete review of costs, sales, and
revenues (i.e., a general rate case or equivalent) should be required every few
years under a decoupling mechanism.
In Washington, a decoupling mechanism applied to “base costs” was
introduced at the same time that a separate mechanism was introduced to
recover “power costs.” The utility (Puget Sound Power and Light Company)
was acquiring signiﬁcant new resources to replace expiring power supply
contracts. Rates went up sharply due to the operation of the power cost
mechanism, not the decoupling mechanism. The increases raised public
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concerns, and the public utility commission (PUC) opened an inquiry into
the Puget’s resource decisions. The Commission found that, with respect
to certain power supply contracts, the utility had acted imprudently. The
combined mechanism was terminated. The rate adjustments due to the
decoupling portion had been minor, and were not the primary focus of the
Commission’s inquiry. Shortly thereafter, Puget applied for a merger with
Washington Natural Gas Company. A multi-year rate plan was approved as
part of the merger, displacing both the power-cost and base-cost decoupling
mechanisms.

12.9 “Classes that are not decoupled should not share the
cost of capital beneﬁts of decoupling.”
Many commissions have excluded large-volume electricity and natural gas
consumers from decoupling mechanisms. The reason for this is that classes of
customers with few members may really require customer-speciﬁc attention
in ratemaking, and a decoupling mechanism could result in signiﬁcant rate
increases to remaining customers if another customer or customers in the
class discontinued or reduced operations.
Because decoupling results in a lower risk proﬁle for the utility,
particularly with respect to weather and economic cycles, it is expected
(either immediately or over time) that a reduction in the cost of capital will
result. A class that is not exposed to decoupling rate adjustments due to
sales variations is not a part of the cause of the lower risk proﬁle. However,
because Commissions normally apply the same rate of return to all classes, it
may not be pragmatic to calculate a different rate of return for each class.
As a practical matter, large-use customer classes often have other revenue
stabilization elements in their rates, such as contract demand levels, demand
ratchets, and straight ﬁxed/variable rate designs that have a stabilizing effect
on revenues similar to that of decoupling. Consequently, one might argue
that, under traditional regulation, the classes with more variable loads were
beneﬁting from the risk-reducing nature of larger-volume customers, and that
decoupling merely balances the scales.35

35 But it is fairer to say that all loads impose both risks and beneﬁts on the utility. A largevolume user may have a higher-than-average load factor and provide stable revenues to the
utility, but the adverse impacts of its leaving the system are signiﬁcantly greater than those
of individual lower-volume customers. Many factors affect the market’s valuation of the risks
that a utility faces; load diversity is only one of them.
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12.10 “The use of frequent rates cases using a future test year
eliminates the need for decoupling.”
A future test year may have the effect of causing a utility’s “revenue
requirement” to more closely track a utility’s revenue requirement over time.
A future test year does not, however, have the effect of constraining allowed
revenues to a utility’s revenue requirement. In addition, a future test year
does not address the throughput issue, which is one of the primary reasons
for using decoupling. The term “decoupling” itself is rooted in the notion of
separating the utility’s incentive to increase proﬁts through increased sales,
and to avoid decreased proﬁts through decreased sales by breaking the link
between — that is, by decoupling revenues from sales.

12.11 “Decoupling diminishes the utility’s incentive to restore
service after a storm.”
This can be a problem if not addressed in the design of the decoupling
mechanism. After a storm, utilities normally bring in extra crews, pay
overtime, airlift in supplies, and otherwise do everything reasonably possible
to restore service. The primary reasons for this are the deeply-held sense of
obligation that drives utilities and their employees to provide reliable service
and their appreciation of the far-reaching and deleterious impacts of an
outage.
But there is also a more prosaic motive: the need to “get the cash register
running” again, so revenue ﬂows to the utility. If a decoupling mechanism
allows the utility to receive the revenues that it would have collected if the
power were on, consumers both suffer an outage and pay for service they did
not receive. The utility is made whole, and really does not suffer any penalty
from slow service restoration.
This is easily addressed in the design of an RPC decoupling mechanism.
One approach would be to adjust the number of customers for whom the
allowed revenue is computed to reﬂect only those who were receiving service
during a particular time period, deducting days when power was unavailable.
(This same concern applies equally to straight ﬁxed/variable pricing: the
charges to consumers must be halted during an outage, or the incentive to
restore service is diminished.) Another approach would be to address service
quality issues such as outages separately, in a comprehensive Service Quality
Index, with penalties tied to outage frequency and duration.
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12.12 “The problem is that utility proﬁts don’t reward
utility performance.”
At least two states have tried to overcome utility resistance to energy
efﬁciency investment by allowing a higher rate of return for investment in
energy efﬁciency than utilities receive on supply-side investments. While
this can work in theory, it is difﬁcult to make it work in practice, because the
incentive return must be quite high to overcome the lost margin effect that
decoupling addresses. In addition, a premium return may tend to reinforce
the Averch-Johnson effect, giving utilities an incentive to spend as much as
possible (to attract the incentive return) on measures that save little or no
energy (to avoid creating lost margins). An incentive return mechanism can
be a very important part of regulation, for example, by tying the utility’s
return (or the utility’s recovery of deferral margins under decoupling) to
the utility’s achievement of energy efﬁciency achievement and cost control
targets approved by the commission. But, as a general matter, incentive
return mechanisms have not been effective alternatives to decoupling; in
combination with decoupling, however, they can be.
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13 Communicating with
Customers about Decoupling

P

reparing a utility’s customers for the effects of decoupling on their
bills can be a challenge, both because the components of a utility’s
bill are not always straightforward, indeed are often confusing, and
because variable prices are a new phenomenon to most. Regulators,
utilities, and consumer advocates should all want to make the transition to
decoupling as smooth as possible for customers. This requires some thought
about bill design and consumer education. The guiding principle here should
be simplicity. In fact, the implementation of decoupling offers an opportunity
to overhaul the utility’s bill with an eye toward simpliﬁcation.
In many states, the utility bill has become a rather dense tangle of line
items that represent, in many cases, a long history of policy initiatives and
regulatory decisions. In many cases, they are a kind of tally of the rate-case
battles won and lost by advocates and utilities, a catalogue of special charges
and “trackers” dealing with particularly knotty investment and expenditure
requirements. The accumulated result is often a bill that consumers ﬁnd
difﬁcult to navigate. A customer’s electric bill typically consists of a monthly
customer charge, one or more usage blocks (or time-of-use periods), and as
many as ten surcharges, credits, and taxes added to these usage-related prices.
Some utilities present all of the detail on the bill, and it can be confusing
and overwhelming to the consumer. Table 13a shows an example of how the
customer’s bill may look with all of the detail. To the extent that line items
can be eliminated or combined, consumer confusion is likely to be reduced.
Alternatively, all of the detail can be provided, but the bill should “roll up”
all of the rate components, adjustments, taxes, surcharges, and credits into an
“effective” rate that the consumer pays. Table 13b shows what the customer
actually pays if they use more electricity, or saves if they use less electricity.
Utilities should be encouraged to display the “effective” rate to customers,
including all surcharges, credits, and taxes, so consumers can measure the
value of investing in energy efﬁciency or other measures that reduce (or
increase) their electricity consumption.
Tables 13a and 13b show a conversion of a rate with multiple surcharges
into an effective rate.
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Table 13a
Example of an electric bill that lists all adjustments to a customer’s bill
Your Usage: 1,266 kWh
Base Rate

Usage

Amount

$5.00
$0.05000
$0.10000
$0.15000

1
500
500
266

$5.00
$25.00
$50.00
$39.90

Fuel Adjustment Charge
$0.01230
Infrastructure Tracker
$0.00234
Decoupling Adjustment
$(0.00057)
Conservation Program Charge $0.00123
Nuclear Decommissioning
$0.00037

1,266
1,266
1,266
1,266
1,266

$15.57
$2.96
$(0.72)
$1.56
$0.47

Customer Charge
First 500 kWh
Next 500 kWh
Over 1,000 kWh

Subtotal:
State Tax
City Tax

Rate

$139.74
$6.99
$8.80

5%
6%

Total Due

$155.53

Table 13b
The rate above, with all of the surcharges, credits, and taxes applied to
each of the usage-related components of the rate design
Base Rate

Customer Charge
First 500 kWh
Next 500 kWh
Over 1,000 kWh

Rate

$5.56500
$0.07309
$0.12874
$0.18439

Total Due

Usage

Amount

1
500
500
266

$ 5.56
$ 36.55
$ 64.37
$ 49.05
$155.53
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A secondary issue is whether the changes in price occasioned by
decoupling should, themselves, be detailed in a line item on the bill or
subsumed in a total price. We are all familiar with changing prices at the gas
pump, but do not expect a “line item” description of the latest adjustment up
or down in that price. We expect to pay the price on the sign, and expect it
to include all taxes, fees, proﬁt, transportation charges, and other elements
of cost. In fact, if gas stations were required to track price changes in such
a way, consumers would see a confusing array of information that is largely
unrelated to changes in the total price being paid. Again, simplicity argues
for rolling the decoupling adjustments directly into the total price, rather
than having a separate decoupling adjustment line item. The full detailed
tariff must be available for the customer to review, generally on the utility
website, but it may not need to be on the bill; only the effective prices – what
a customer pays if he or she uses more or less service – is relevant to the
consumption decision.
When decoupling is implemented, a communication strategy should be
in place to help consumers understand why prices are being allowed to vary
from bill to bill. They may see decoupling as a “proﬁt guarantee” rather than
a “revenue assurance.” Information making clear the ultimate impacts of
decoupling will likely be more understandable than a brochure that attempts
to, say, summarize the contents of this guide.
Aside from the total size of their bills, customers tend to be most
concerned about whether they are being fairly charged by their utility.
Decoupling strikes to the heart of this issue because, unlike traditional
regulation, it has a high probability, if not certainty, that consumers will
actually pay the revenue requirement determined by the Commission.
In addition, where weather risk is eliminated, decoupling has the effect
of countering the impacts of high bills during extreme weather (with the
symmetric effect of slightly increasing bills during mild weather).
Most consumers would likely welcome a little “help” when the bills are
higher than usual, at the “cost” of a slightly higher bill when bills are lower.
This is merely the softening of the peaks and valleys. It is these aggregate
effects that consumers should understand, and which a communication
strategy should address.
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14 Conclusion

R

evenue regulation and decoupling provide simple and effective
means to eliminate the utility throughput incentive, remove a
critical barrier to investment in effective energy efﬁciency programs,
stabilize consumer energy bills, and reduce the overall level of
business and ﬁnancial risk that utilities and their customers face.
This guide has identiﬁed and explained key issues in decoupling for
the beneﬁt of regulators and participants in the regulatory process alike.
Each utility and each state will be a little bit different, so there may not be a
cookie-cutter approach that is right for all. However, the principles remain
fairly constant: minor periodic adjustments in rates stabilize revenues, so that
the utility is indifferent to sales volumes. This eliminates a variety of revenue
and earnings risks, in particular those associated with effective investment in
end-use energy efﬁciency, and can bring provision of least-cost energy service
closer to reality for the beneﬁt of utilities and consumers alike.
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Introduction:
Policy Overview for Decoupling

O

ver the last several decades there have been major shifts away
from the traditional utility service paradigm in which the local
utility supplied customers with all their resource needs, and those
resource needs were met through the construction and operation
of power plants. Some states have restructured their electric utilities so that the
resource supply is a competitive service. Others have maintained the traditional
vertically integrated model, while other states have developed hybrids combining features of each. Also different today is the expectation that the customer
demand for electricity will be provided exclusively from power plants. Energy
efﬁciency as a substitute for new power plants to meet customer needs has been
gaining acceptance in the regulatory world, signiﬁcantly during the last decade.
Moreover, as the price of renewable resources used for distributed generation
(DG) continues to decline, there has been a growth in the adoption of on-site
generation by customers as they demand a more diverse set of services. The
potential for deployment of customer-side resources of all types is large.
Traditional regulatory practice creates an environment in which the
utility is able to earn more proﬁt by selling more electricity. Because of this
dynamic, the utility is essentially in competition with the customer, as well
as with private sector companies that provide services, to supply the energy
needs of that customer. This can greatly impede the ability of the marketplace
to achieve the optimal least-cost solution for energy services. A regulatory
scheme that depends on increasing throughput as a means for achieving
earnings is likely to be increasingly out of step with customer needs and
desires—and with public policy objectives—in the coming years. As the utility
service environment changes, so too must regulation as customers demand
more and different services and as regulators increasingly encourage clean
energy outcomes. The growth in customer-sided resource options compounds
the challenge of net lost distribution revenues for utilities, especially as it
affects their ability to maintain and upgrade their grid infrastructure. Thus, as
nontraditional resources (that are neither supply options nor provided by the
utility) are proliferating, revenue regulation, while not a silver bullet, becomes
even more important as a means of managing revenues and removing utility
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barriers to adoption of these alternatives.1
Although the concept of increasing energy efﬁciency and DG may be
fairly straightforward, the impact and reaction of electric utilities to engage in
comprehensive energy efﬁciency and encourage DG is not. Ask any business
how it makes money and it will invariably respond that it does so through
increasing the number of units of the products it is selling, through growth.
Energy efﬁciency requires utilities to do the exact opposite of the traditional
model, and instead requires the utility to market and promote buying less
of its product. The net lost revenues that the utility will encounter as a
result of these activities is no trivial matter, especially as energy efﬁciency
programs ramp up. Many states have Energy Efﬁciency Resource Standards
requiring cumulative reductions in consumption by 20 to 25 percent in the
2020 decade. Others have commission-ordered energy efﬁciency portfolio
requirements, requiring similar reductions in consumption. A new study
cosponsored by The Edison Foundation Institute for Electric Innovation
found that electric utility efﬁciency programs saved 126 terawatt-hours of
electricity in 2012. If utilities were unable to collect two cents per kilowatthour (kWh) contribution to ﬁxed costs as a result of these efﬁciency program
savings, they would experience a signiﬁcant reduction in returns.
The growth in DG will also impact utility sales, and have a similar impact
on revenue as energy efﬁciency. According to a Bloomberg report, ﬁnancial
investments in DG have grown from $19 billion in 2004 to $143 billion in
2010.2 The onsite energy production from these investments will decrease
utility sales from what they otherwise would have been, and could result
in absolute decreases in sales in states that have strong energy efﬁciency
programs and low baseline growth. As states pursue a more aggressive
efﬁciency agenda, there might come a point where the current rate-setting
model is no longer sustainable. Utilities have embedded investment-related
and labor costs (not sensitive to volume)3 included in their rates to support
investments already made and necessary for good service, reliability, safety,
and other utility services, which are adjusted during periodic rate cases.
1 For an in-depth discussion of revenue regulation, see: Shirley, W., Lazar, J. & Weston, F.
Revenue Decoupling Standards and Criteria: A Report to the Minnesota Public Utilities Commission.
Montpelier, VT: Regulatory Assistance Project. Retrieved from http://www.raponline.org/
knowledge-center/revenue-decoupling-standards-and-criteria-a-report-to-the-minnesotapublic-utilities-commission
2 Bloomberg New Energy Finance. (2011). Global Trends in Renewable Energy Investment 2011,
UNEP SEFI Frankfurt School, Global Trends in Renewable Energy Investment.
3 Technically, the only truly “ﬁxed” costs for a utility are interest and depreciation. Labor
costs are technically variable costs, but they vary little in the short-run in response to sales
volumes. Over a long time, one or more decades, some costs that are ﬁxed in the shortterm, such as transformers and conductors, are revealed to be volume- and usage-sensitive,
especially when assets and systems are replaced.
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Without a mechanism in place to address the utility impact of reduced sales,
the lost revenues from energy efﬁciency programs and DG will make it more
difﬁcult for utilities to cover their ﬁxed cost obligations and to reach their
earnings targets for shareholders. As a result, various strategies to allow
utilities to recapture these lost revenues have been developed. Environmental
imperatives, including promotion of customer-side alternatives to utility
supply, motivate regulators to consider forms of regulation in which sales do
not matter and utilities are motivated to ﬁnd the best investments to meet
public policy objectives irrespective of which side of the meter it resides or
what degree of utility control is maintained.
Lost revenue recovery allows utilities to recover the deﬁcit in revenue
resulting from reduced sales.4 There are several mechanisms that accomplish
this: lost revenue adjustment mechanisms, straight-ﬁxed variable rates, and
revenue regulation. Only one of these mechanisms, decoupling - revenue
regulation, however, accomplishes the dual goals of both removing the
throughput incentive and continuing to send more economically appropriate
price signals to customers. Both of these principles are key to successful
energy efﬁciency programs.5
Revenue regulation, however, is a not a single distinct mechanism. Rather,
there are various elements that can be assembled in numerous ways based
on state priorities and preferences that serve to eliminate the throughput
incentive. This publication will focus on six utilities: Paciﬁc Gas and Electric
Company, Idaho Power Company, Baltimore Gas and Electric Company,
Wisconsin Public Service Company, National Grid, and Hawaiian Electric
Company, and the different forms of revenue regulation their regulators
have implemented. These examples provide a range of options on how to
implement revenue regulation. After considering the decoupling mechanisms
of numerous utilities across the nation, these speciﬁc utilities were chosen
in order to provide examples across many regions, and also to contrast the
different approaches taken by each utility to provide a broader overview of
the options available in designing decoupling mechanisms and to describe
how they have worked.
4 Strictly speaking, it is net lost revenue that is at issue. To the extent that avoided sales avoid
some amount of variable cost (low in the case of delivery services only), that avoided cost
should be netted from the foregone gross revenue, in order to calculate the correct amount
of revenue that would have otherwise gone to cover the company’s return of and return on
investment. Revenue regulation solves this problem automatically. In contrast, lost revenue
adjustments require these calculations, which predictably become quite contentious in the
rate-making process.
5 Although this paper does not focus on the rationale for sending appropriate price signals,
references on this issue can be found at: Lazar, J., Schwartz, L., and Allen, R. (2011) Pricing
Do’s and Don’ts. Montpelier, VT: The Regulatory Assistance Project. Available at: www.
raponline.org/docs/RAP_Lazar_PricingDosandDonts_2011_04.pdf, and Lazar et al. (2011).

CS7
117

Docket No. DG 21-130
Exhibit 12A
Docket No. DG 21-130
Attachment Energy TS 1-4.c
Page 68 of 146

Revenue Regulation and Decoupling

R

ate adjustments under a revenue regulation scheme do not
represent additional costs to ratepayers, but are a reallocation
of approved, recoverable costs to a changing base of retail sales.
Rates are set assuming a certain sales volume, and many costs that do not
vary with usage in the short run are collected through a volumetric sales
rate. When a utility engages in programs or policies that result in lower
customer usage, some revenues that should have offset some of these
costs are not billed to customers as a result (and vice versa where usage
increases). The revenue regulation adjustment tracks those lost revenues
and allows recovery in a subsequent period. In all cases, the revenue
regulation adjustment represents a reconciliation of revenues that were
approved for collection from customers that were not collected as a result
of changed sales volumes. Revenue regulation adjustments can also result
in reduced rates when excessive revenues are collected due to weather or
other variations in sales amounts.6

Background: Measuring the Success of Decoupling/
Revenue Regulation Mechanisms
A revenue regulation mechanism designed to promote energy efﬁciency
may be viewed as successful if the utility is no longer concerned about
increases and decreases in sales, is no longer taking actions to increase
sales or reduce decreases in sales, and is improving the overall efﬁciency
of its operations and management. Although a particular mechanism can
be designed to meet other goals (other performance goals, with dedicated
metrics and speciﬁc rewards and penalties attached), this paper is primarily
concerned with mechanisms designed to mitigate revenue losses that can
impede the desire of a utility to aggressively pursue programmatic energy
efﬁciency. By taking an in-depth look at six diverse utilities that have
implemented revenue regulation, this study describes the similarities and
differences among the adopted mechanisms and attempts to answer the
question of how each is working to achieve its goals.
A second signiﬁcant determinant of the success of a revenue regulation
mechanism is its acceptance by the stakeholders. This can be manifested
by a lack of objection or support of revenue regulation by consumers and
6 For a detailed analysis of the economic and public policy rationales for revenue regulation,
see: Lazar et al., 2011. See also: Shirley, W., Lazar, J., & Weston, F. (2008). Revenue
decoupling: standards and criteria: A report to the Minnesota Public Utilities Commission.
Montpelier, VT: The Regulatory Assistance Project. Available at: www.raponline.org/docs/
RAP_Shirley_DecouplingRevenueRpt_2008_06_30.pdf
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it can be manifested through changes in utility behavior that customers
respond to. Revenue regulation provides utilities who act prudently and in
accordance with the mechanism assurance that they will collect their allowed
revenues. As a result, they are better able to focus on other activities, such
as programmatic energy efﬁciency, that reduces costs in the long run. The
utilities studied also found beneﬁts to include providing customers with
a lower-cost product, improved customer interaction, and other efforts as
sanctioned by the regulator that will produce additional revenue streams.
Indeed, the Oregon Commission recognized as much when it commented
on Portland General Electric’s (PGE) ability to inﬂuence individual customers
through direct contacts and referrals. The Commission also noted that PGE
can inﬂuence usage depending on how aggressively it pursues DG; whether
it supports improvements to building codes; and whether it provides timely,
useful information on energy efﬁciency programs.7 Engaging actively in these
programs can also help develop better customer relationships as the utility
industry evolves to a more service-oriented business. Instead of just handing
customers a bill, the utility can be providing them efﬁciency-based solutions
that serve cumulatively to avoid more expensive ways to meet customer
demand.
Financial incentives for speciﬁed performance—relating to energy
efﬁciency achievements or improvements in customer service, to name only
two—are examples of ways to inﬂuence utility behavior in furtherance of
public policy objectives. If awarded, such incentives are included in periodic
adjustments to the allowed revenue. One goal is to turn the utility from being
a reluctant participant to being an enthusiastic advocate for (or at least not
an active inhibitor of) energy efﬁciency while creating a stable regulatory
environment to accomplish other complementary policies. Moreover,
combining revenue regulation with performance incentives creates a stronger
inducement for utilities to engage in least-cost planning, which beneﬁts its
customers.
Environmental groups will want to ensure that there are robust programs
and policies in place that advance clean energy solutions. Consumers will be
cautious about rate impacts that will need to be addressed in the design of a
decoupling mechanism (see text box on next page).
Striking a balance among competing stakeholder concerns while creating
effective mechanisms to advance good public policy falls to the regulators
and, as will be seen in the six case studies, there seems to be no generally
accepted approach. This demonstrates that revenue regulation is not a static,
one-size-ﬁts-all policy, but rather it can be fashioned in a number of ways to

7

Oregon Public Utility Commission. Order No. 09-020, p 27.
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meet the needs of any given community.
An additional way to evaluate the success of a revenue regulation
mechanism is to look at the rate impacts and how manageable they are. Most
annual rate impacts from revenue regulation fall between plus or minus one
to three percent. These impacts are generally manageable and may in fact be
less than the ﬂuctuations customers might otherwise experience with fuel
adjustment clauses or under a variable generation rate. Over the long term,
observers might expect to note avoided load-driven capital costs and other
long-lived commitments.
Another measurement of the success of decoupling is how the results of its
implementation are viewed by ﬁnancial institutions. Revenue regulation can
be a factor considered by the rating agencies in determining a bond rating
for a utility. With multiple mergers and the creation of holding companies
with subsidiaries, it becomes more difﬁcult to measure this because there
are multiple utility companies and afﬁliates in multiple states that are being
evaluated. Nevertheless, Standard and Poors noted that revenue regulation
mechanisms were a positive factor and that they would better align the
interests of consumers with utility shareholders by implementing rate designs
that encourage energy efﬁciency.8

S

ome consumer groups have expressed concerns with decoupling,
because, depending on how it is designed, there could be future
rate adjustments that are not subject to the same rigorous review
as would occur in a rate case. Below is a list of considerations in
designing revenue regulation mechanism that attempts to address those
concerns:
• Making revenue regulation contingent on a robust energy
efﬁciency commitment and portfolio;
• Requiring structural symmetry in the mechanism, such that
credits as well as surcharges ﬂowing from a reconciliation be
accounted for and refunded to customers;
• Creating a bandwidth around the amount of adjustment
permitted in any given year;
• Adjusting the cost of capital or, more appropriately, the imputed
capital structure, to reﬂect lower risk; and,
• Requiring periodic rate cases to assess the appropriate level of
revenues for the utility—which is helpful only if the utility’s
revenue requirement is set too high and does not account for
downward adjustments in costs such as reduced labor expense.

8 Standard and Poor’s. (2012, May 15). Poors. Credit Matters Report.
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Because revenue regulation reduces the utility’s risk proﬁle by providing
revenue and earnings stability, the upside can be a better credit rating from
the major rating agencies. Alternatively, the utility may be able to retain
the existing credit rating with a lower common equity ratio in its capital
structure. A better credit rating or lower equity ratio can translate into a lower
ﬁnancing rate, which beneﬁts the utility and ultimately the customers who
pay for utility-ﬁnanced construction projects. These construction projects
can include distribution and transmission upgrades or expansion as well as
pollution control investments on existing generating units or, if necessary,
new plant construction.
Finally, a more tangible means of ascertaining the success of a revenue
regulation mechanism is whether there is an increase in energy efﬁciency
and DG. Although some of the incremental increases may be motivated
by statutory or regulatory requirements, a utility decision to increase or
voluntarily go beyond the requirements through its own efforts or by assisting
others, especially if innovative means are used to achieve these results, can be
viewed as a demonstration that revenue regulation is working.
This publication contains an in-depth look at six instances of revenue
regulation, representing a wide cross-section of such regimes in the United
States. We look ﬁrst at each utility and provide a summary of its revenue
regulation mechanism. Next we discuss various components or decision
points in designing a revenue regulation mechanism and look at how each
state addressed that mechanism. What emerges is that despite the differences
in designing revenue regulation, each mechanism is customized so that the
pieces and parts ﬁt together into a complete tableau. This is perhaps one of
the most critical lessons to be drawn from these analyses, that is, that there is
no one right way to do revenue regulation. What counts most is making sure
that all the parts of a revenue regulation mechanism work together.
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California:
Paciﬁc Gas and Electric Company

P

aciﬁc Gas and Electric Company’s (PG&E) revenue regulation
mechanism compares authorized revenues plus annual attrition
adjustments with non–weather-adjusted actual revenues and
reconciles any over- or under-collection annually. The authorized
revenues are established through a general rate case every three years based on
a future test year. Each of PG&E’s functional operating areas is decoupled and
the authorized revenue requirement is determined separately for each unit:
electric distribution, gas distribution, public purpose programs, and the like.
During the general rate case, authorized revenues are also established for the
two years following the future test year. Each year, an “attrition case” measures
changes in the approved costs that have been experienced, and adjusts the
test-year revenue requirement. Collected revenue is tracked through balancing
accounts, and surpluses/deﬁcits in these accounts are amortized and refunded/
collected to or from ratepayers through rate adjustments in the following
year. Revenue regulation applies collectively to all of PG&E’s customer classes
(i.e., deviations in sales revenues relative to forecasted levels are tracked
and reconciled at the system level). The revenue regulation mechanism is in
addition to adjustments for PG&E’s electric and gas energy procurement costs.

Authority
California ﬁrst adopted revenue regulation for gas utilities in 1978. By 1982,
the California Public Utilities Commission (CPUC) put revenue regulation
in place for its three major electric investor-owned utilities, PG&E, Southern
California Edison, and San Diego Gas & Electric. The original construct, called
the Electric Revenue Adjustment Mechanism, established a revenue requirement for each utility annually and then reconciled billed revenues to authorized
revenues. The Commission determined that the mechanism would “eliminate
any disincentives PG&E may have to promote vigorous conservation measures
and also be fair to ratepayers in assuring that PG&E receives no more or no less
than the level of revenues intended to be earned.”9 However, the CPUC largely
9 CPUC Decision 93887 12/30/1981.
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suspended the electric revenue regulation mechanisms in 1996 owing to the
implementation of electric restructuring.
In 2001, the California Assembly passed Assembly Bill 29, which
established programs to reduce energy usage in the wake of the Western
Energy Crisis and required that “[t]he commission shall ensure that errors in
estimates of demand elasticity or sales do not result in material over or undercollection of the electrical corporations.”10 Now incorporated into the Public
Utilities Code, section 739.10, this required the CPUC to re-implement
revenue regulation. The CPUC ﬁrst re-implemented revenue regulation for
PG&E in 2004, when the company came out of Chapter 11 bankruptcy
following the Western Energy Crisis.

Authorized Revenue Requirement
The CPUC determines PG&E’s authorized revenue requirement through
a General Rate Case (GRC) every three years. Each of PG&E’s functional
operating areas is decoupled and the Commission determines a separate
authorized revenue requirement for each area.
In order to determine the appropriate revenue requirement and rates,
a future test year is used, meaning that the costs included in the revenue
requirement and sales levels used to determine rates are forecasted. For
example, on December 21, 2009, PG&E ﬁled its application for the 2011
GRC. This GRC used the future test year 2011 to determine PG&E’s
authorized revenue requirements in 2011. The test year revenue requirement
includes both projected expenses and capital expenditures.
The electric distribution revenue requirement request was based on the
costs PG&E forecasted it would incur in 2011 to:
• Own, operate, and maintain:
• Its distribution plant;
• A portion of its transmission plant providing service directly to
speciﬁc customers and connecting to speciﬁc generation resources;
and
• A portion of its common and general plant; as well as
• Provide services to its electric customers.
The generation revenue requirement request was based on the costs PG&E
forecasted it would incur in 2011 to:
• Own, operate, and maintain its electric generating plant; and
• Perform the transactions necessary to procure electricity for its
bundled-service electric customers.

10 Assem. Bill 29, ch 8, 2001 Cal. Stat. http://www.leginfo.ca.gov/pub/01-02/bill/asm/ab_00010050/abx1_29_bill_20010412_chaptered.pdf
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Because all customer classes are decoupled, the revenue requirement also
includes costs related to serving all customers.
In the 2011 GRC, PG&E received a total revenue requirement of
$5977 million. The retail revenue requirement for electric distribution was
$3190 million, for gas distribution $1131 million, and for electric generation
$1656 million.

Rate of Return
CPUC calculates the authorized revenue requirements for PG&E based on
a rate of return on its rate base of 8.79 percent, which is projected to provide
an 11.35-percent return on equity. Although intervening parties in the state’s
consolidated cost of capital proceedings have alleged that revenue regulation
reduces ﬁnancial risk, there has been no explicit reduction of the return on
equity or debt-equity ratio attributable to the implementation of revenue
regulation.

Costs Not Included in Revenue Regulation
According to PG&E, only approximately six percent of its electric revenues
are “at risk,” meaning not decoupled or tracked through another mechanism;
only 4.2 percent of natural gas revenues are not decoupled.11 In addition
to energy procurement costs, revenue regulation does not apply to PG&E’s
FERC-regulated electric transmission revenue requirement or to a portion
of PG&E’s gas transmission and storage revenue requirement. Costs not
included in PG&E’s revenue requirement include energy procurement costs.

Revenue Adjustment Mechanism
PG&E’s revenue adjustment mechanism allows for two methods for
changing the authorized revenue requirement between rate cases. The ﬁrst
mechanism is the stair-step method, through which adjustments to the revenue
requirement are predetermined during the GRC. Second, PG&E’s revenue
adjustment mechanism allows for changes in the post–test-year revenue
requirements, in addition to the predetermined adjustments, for “exogenous
changes.”
During the GRC, the CPUC also determines the authorized revenue
requirements, called post–test-year attrition increases, for the two years
following the test year. In the 2011 GRC, the Commission determined the
authorized revenue requirement for the future test year 2011 in addition to the
post–test-year attrition increases for 2012 and 2013.

11 Risser, R. (2006, August 2). Decoupling in California: more than two decades of broad support
and success. Presentation to the NARUC Workshop on Aligning Regulatory Incentives with
Demand-Side Resources.
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The annual attrition adjustments were ﬁxed dollar amounts of
$180 million in 2012, and $185 million in 2013, except for allowed
exogenous changes. In this context, attrition refers to the decrease in utility
revenues compared with costs between rate cases; attrition adjustments
refer to adjustments to the authorized revenue designed to allow the utility
to recover the increased costs. The 2012 increase includes $123 million for
electric distribution, $35 million for gas distribution, and $22 million for
electric generation. The 2013 increase includes $123 million for electric
distribution, $35 million for gas distribution, and $27 million for electric
generation.
Next, PG&E’s attrition mechanism allows adjustments to the post–testyear revenue requirements for exogenous factors, limited to ﬁve factors,
which are determined during the GRC. The ﬁve factors determined through
the 2011 GRC to be applied to the 2012 and 2013 attrition adjustments are:
postage rate changes, franchise fee changes, income tax rate changes, payroll
tax rate changes, and ad valorem tax changes. A $10 million threshold is
applicable to each factor each year.

Reconciling Actual Revenue With Authorized Revenue
Since 2004, PG&E has utilized balancing accounts to implement revenue
regulation. Balancing accounts track the difference between billed revenue
and the authorized revenue requirement each month in order to determine
the total annual under- or over-collection of revenue. The revenue balancing
accounts (RBAs) are credited each month with billed retail revenue and
debited each month with the total amount of authorized annual revenue
divided by 12. Any surplus or deﬁcit is tracked and all monthly surpluses
and deﬁcits are totaled at the end of the year. The total annual surplus
or deﬁcit, plus interest, is amortized and refunded to or collected from
ratepayers in the following year through a rate adjustment. PG&E uses
different balancing accounts to track speciﬁc revenue streams separately
and recover or refund over or under-collections separately. For example,
PG&E may over-collect distribution revenue, leading to a surplus in that
account and requiring a refund to ratepayers. In the same period, the utility
could under-collect public purpose revenue, leading to a deﬁcit in that
account, which would be recovered from ratepayers. It is possible that from
a ratepayer perspective, refunds from surplus accounts and recovery from
deﬁcit accounts could cancel each other out. PG&E tracks numerous revenue
streams through balancing accounts, including:12
• Distribution Revenue Adjustment Mechanism;

12 PG&E. Tariff Book. Available at: http://www.pge.com/tariffs/EPS.SHTML
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• Public purpose program Revenue Adjustment;
• Nuclear decommissioning Adjustment Mechanism;
• Utility Generation Balancing Account; and
• Regulatory Asset Revenue Adjustment Mechanism
Generally, rate adjustments apply equally to all customers in all rate
schedules, with some exceptions. For example, direct access customers are
exempt from changes in generation costs. Revenue regulation rate adjustments
occur annually, with rate adjustments attributable to over- or under-collection
in a year being effective January 1 the following year. CPUC requires PG&E to
ﬁle an Annual Electric True-Up advice letter by September 1 of each year with
its preliminary forecast of electric rate changes expected, including revenue
regulation and other adjustments. The account balances as of December 31
will determine the ﬁnal changes to rates that become effective on January 1. In
its 2012 Annual Electric True-Up advice letter, PG&E included 23 balancing
accounts that were approved for that year.13
Complementary Policies
California has implemented energy savings goals for its investor-owned
utilities, calling for approximately one-percent savings annually through
2020. The Risk/Reward Incentive Mechanism, implemented in 2007,
provides an incentive if the utility meets at least 85 percent of its savings
goals. Utilities can receive 9 percent of net beneﬁts if they achieve between 85
and 99 percent of savings goals and 12 percent of net beneﬁts14 if they meet
or exceed savings goals up to the earnings cap of $450 million. Penalties are
triggered when actual energy efﬁciency savings are at or below 65 percent of
the individual utility savings goal. First, utilities must reimburse ratepayers
dollar-for-dollar for any negative net beneﬁts; this is considered part of the
penalty payment. Utilities must also pay a per-unit penalty rate of $0.05/kWh
and $25/kW. The total penalty is also capped at $450 million.
PG&E currently offers residential customers service under a default
inclining block rate structure. Residential customers may volunteer for timeof-use (TOU) rates, with peak, part-peak, and off-peak tiers for summer,
and part-peak and off-peak tiers for winter. Discounted rates for low-income
and medically fragile customers are available, but they too are inclining.
Commercial customers take service on a Peak Day Pricing default rate but
can opt out to take service under a TOU structure. Peak Day Pricing is TOU
pricing with a surcharge added on top during 9 to 15 peak events called

13 PG&E. (2012, August 31). Annual Electric True-up Filing. Available at: http://www.pge.com/
nots/rates/tariffs/tm2/pdf/ELEC_4096-E.pdf
14 ACEEE. California. Available at: http://database.aceee.org/state/california
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during the year. Each of these rate structures signals customers that increased
use of energy will be increasingly more expensive. These rate designs create
a situation in which utility revenues are greatly affected by weather, whereas
their investment and labor costs are not; the revenue regulation mechanism
buffers utility revenues and earnings from these weather effects.
Some Commissions have implemented service quality programs to ensure
that utilities don’t engage in destructive cost cutting to improve margins
under revenue regulation. PG&E ﬁles annual reliability reports, but there is
no explicit penalty or reward associated with performance. However, a new
initiative by the CPUC is exploring how to elevate the importance of safety
in gas and electric utility rate cases, which would be supported through a
performance-based ratemaking platform.
Energy Eﬃciency Outcomes
Because PG&E has been decoupled in one form or another since 1984,
it is very difﬁcult to determine the effect of revenue regulation on the
implementation of energy efﬁciency programs. However, PG&E has reported
that incremental energy efﬁciency savings have consistently exceeded one
percent of retail sales over the last ten years.15

Resources
California Division of Ratepayer Advocates
Report on the Cost of Capital for Test Year 2013, Docket A. 12-04-015
(August 6, 2012)
California Public Utilities Commission
Docket 09-12-020
Settlement Agreement (May 13, 2011)
Docket 10-07-027
Decision 11-05-018 (May 5, 2011)
Resolution E-3862 (April 1, 2004)
Paciﬁc Gas and Electric Company
Advice Letters 3896-E, 3896-E-A, 3896-E-B:
Annual Electric True-Up and Supplemental Filings (January 23, 2012)
Advice 3727-E: Annual Electric True-Up Filing (September 1, 2010)
General Rate Case Application of Paciﬁc Gas and Electric Company
(December 21, 2009)

15 EIA. Form EIA-861 data ﬁles. Available at: http://www.eia.gov/electricity/data/eia861/
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Idaho:
Idaho Power Company

I

daho Power Company’s (IPC) Fixed Cost Adjustment (FCA) mechanism
compares the authorized ﬁxed-cost revenue requirement with weathernormalized sales and reconciles the difference annually for residential
and small business customers. The allowed revenue is determined on
a per-customer basis during the general rate case, and the total ﬁxed-cost
recovery amount is adjusted based on the number of customers.

Authority
In 2004, the Idaho Public Utilities Commission established a case to
investigate ﬁnancial disincentives to investment in energy efﬁciency by IPC.
After a series of workshops, in 2007 the Commission approved a threeyear pilot of IPC’s proposed revenue regulation mechanism. In 2009, the
Commission extended the pilot for an additional two years, starting January 1,
2010. On April 2, 2012, the Idaho Public Utilities Commission made the IPC
pilot program permanent.

Authorized Revenue Requirement
During the general rate case, the Commission establishes the class-speciﬁc
portion of IPC’s revenue requirement. For purposes of the FCA, this includes
the ﬁxed costs collected through Residential Service and Small General Service
customer rates. During the general rate case, the Commission also establishes a
ﬁxed-cost per-customer rate—the amount of ﬁxed cost revenue the Company
will recover from each customer. Finally, the Commission must also establish
the ﬁxed-cost per-kWh rate—the portion of retail rates that covers ﬁxed costs.
“Fixed costs” are deﬁned much more broadly than accounting standards
provide, including return, taxes, and labor expenses.

Rate of Return
IPC’s most recent rate case resulted in an overall settlement. The Stipulation
speciﬁed an overall rate of return of 7.86 percent, which combines return
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on equity (ROE), capital structure, and cost of debt. The Commission made
no explicit adjustment to the Company’s allowed rate of return based on the
implementation of the FCA.

Revenue Adjustment Mechanism
The revenue adjustment mechanism was designed to be weather
normalized. For each customer class included in the revenue regulation
mechanism, the actual number of customers (CUST) is multiplied by the ﬁxedcost per-customer rate (FCC) to give the allowed ﬁxed-cost recovery amount.
This pro forma amount is then compared to the ﬁxed costs recovered by the
company. This actual ﬁxed-cost recovery is determined by taking the weathernormalized sales for each class (NORM) and multiplying it by the cost-perkWh rate (FCE) as determined in a general rate case. The difference (allowed
ﬁxed cost recovery minus actual ﬁxed cost recovery) determines the FCA. In
this way, the revenue requirement is adjusted between rate cases based on the
number of customers, and is weather normalized, leaving the weather risk
with the company. This difference is the FCA and is applied to each decoupled
customer class.
The mathematical formula is FCA = (CUST × FCC) – (NORM × FCE).
The number of customers is determined by class on the same basis as the
methodology used in the general rate case.

Reconciling Actual Revenue With Authorized Revenue
Each month, the actual ﬁxed-cost recovered amount is determined based
on the weather-normalized sales for each customer class multiplied by the
ﬁxed-cost per-kWh rate. For reporting, a monthly “shaped” ﬁxed cost per kWh
is used for calculating actual ﬁxed-cost revenue. This adheres to Generally
Accepted Accounting Practices (GAAP) and better reﬂects end-of-year impacts
within the year. The methodology used to weather-normalize actual monthly
energy used in the FCA is the same as used in the general rate case. Finally, the
actual ﬁxed-cost recovered amount is subtracted from the allowed ﬁxed-cost
recovery amount and the difference is recorded as a line item in the monthly
Power Cost Adjustment (PCA) report provided to the Commission. Differences
are deferred with interest until the end of the year. The actual FCA balance
will differ from that recorded in the monthly reports to reﬂect the fact that the
deferral balance is calculated on an annual, not monthly basis. FCA balance is
based on annual average prorated customer count, annual weather normalized
sales, and non-shaped FCE rates, which would affect both the balance accrual
and the associated interest.
Each year, the Company totals the FCA results, including interest, for the
period from January 1 to December 31. If the total is negative, it represents an
under-collection of revenue from customers and the amount will be recovered
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from ratepayers in the following year through an adder to rates (Schedule 54.)
Likewise, if the total is positive, the Company has over-collected its ﬁxed-cost
revenue, and will return the excess amount to customers through an adder in
rates using a credit or surcharge mechanism. These adjustments are currently
included in the Annual Adjustment Mechanism line item on customer bills.
Since July 2012, the Annual Adjustment Mechanism includes PCA and FCA to
avoid customer confusion.
Originally, FCAs were calculated for each decoupled customer class;
however, the FCA is now recovered proportionally between the residential
and small general service customers for such reason as a lack of cost of service
studies to support the underlying cost allocations and acknowledgment of the
“portfolio” approach toward energy efﬁciency. Annual adjustments are capped
at three percent and differences beyond that are rolled over until the next
period. Adjustments to the rate occur June 1 of the year following the previous
one-year period from January 1 to December 31.
IPC was initially obligated to submit its adjustment request, subject to
Staff audit, on March 15 of each year. Under the pilot program, this included
a detailed summary of demand-side management (DSM) activities that
demonstrate an enhanced commitment to DSM resulting from implementation
of the FCA. “Evidence of enhanced commitment will include, but not be
limited to broad availability of efﬁciency and load management programs,
building code improvement activity, pursuit of appliance code standards,
expansion of DSM programs, pursuit of energy savings programs beyond peak
shaving/load shifting programs, and third party veriﬁcation” (IPC-E-04-15
Settlement Stipulation, p 5). However, the Company is no longer required
to ﬁle the separate annual report specifying ways in which it increased its
investment in energy efﬁciency and DSM as a result of the FCA mechanism.
DSM is comprehensively reported in annual DSM reports ﬁled with the
Commission.

Potential Changes
The Commission noted when approving the permanent FCA that it “does
not isolate or identify changes in cost recovery associated solely with the
Company’s energy efﬁciency programs.”16 The Company was required to ﬁle a
proposal to adjust the FCA to address the capture of changes in load not related
to energy efﬁciency programs. In its compliance ﬁling, IPC recommended
making no change to the FCA mechanism, but did propose an altered
mechanism in order to comply with the Commission’s request. The proposal
would cap the annual change in per-customer consumption to two percent (up

16 Order No. 32505, p 6. Available at: http://www.puc.idaho.gov/orders/32599.ord/32505.pdf
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or down). The Commission Staff had previously proposed that the FCA balance
be equally shared between the customers and the Company in order to account
for variations in energy consumption other than weather and energy efﬁciency.
However, the Commission found that neither proposal satisﬁed its needs,
stating that the Company’s proposal to cap deviations in annual usage would
not have had any effect on previous FCA results. Additionally, both IPC and the
Idaho Conservation League ﬁled comments stating that the Staff’s 50/50 sharing
proposal failed to remove the ﬁnancial disincentives inherent in DSM programs.
The Commission ﬁnally determined to keep the FCA mechanism unchanged
and continue to monitor the results.

Complementary Policies
Idaho requires its investor-owned utilities to pursue all cost-effective energy
efﬁciency; however, it does not have incentives for achieving energy efﬁciency
savings.
IPC uses inclining block rates as the default rate structure for its residential
customers, but there is also available an optional Time-of-Day pilot program
with summer and winter peak and off-peak periods. Small general service
customers take service on a two-tier, inclining block schedule.
IPC has no ﬁling or reporting requirements relating to service quality
(except in Oregon).

Energy Eﬃciency Outcomes
Before IPC implemented revenue regulation in January 2007, it reported
increasing incremental energy efﬁciency savings from 0 percent of retail load
in 2003 to 0.5 percent of retail load in 2006. Since the revenue regulation
mechanism was implemented, reported savings have increased from 0.6
percent in 2007 to 1.3 percent in 2010 (with low or no reported savings in
2009 and 2011.)17 The DSM Report for 2012 shows this to be 1.2 percent.

Resources
Idaho Public Utilities Commission
IPC-E-04-15 - Idaho Power — Investigation of Financial Disincentives
IPC-E-09-28 - Idaho Power — Application to Make the Fixed Cost
Adjustment Permanent
IPC-E-11-19 - Idaho Power — Request to Convert Schedule 54 (Fca) From
Pilot to Permanent

17 EIA. Form EIA-861 data ﬁles. Available at: http://www.eia.gov/electricity/data/eia861/
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Maryland:
Baltimore Gas and Electric

B

altimore Gas and Electric’s (BGE) revenue regulation mechanism compares actual distribution revenue to the authorized revenue, adjusted
for the number of customers, for each applicable rate schedule. The
authorized revenue, including the cost of power, is based on test year
requirements and sales levels. Over- or under-collections are reconciled monthly
through a rider. This mechanism differs from the others we describe by having a
monthly, rather than annual, deferral and recovery period.

Authority
BGE requested a revenue regulation mechanism in 2007 due to the expected
impact on electricity sales of the company’s conservation and demand response
programs. BGE stated that the revenue regulation mechanism was necessary to
eliminate the inherent disincentive in the traditional ratemaking process with
respect to conservation and demand response. Under traditional ratemaking,
BGE pointed out that, “a one percent reduction in electricity use and demand
on the Company’s system for the residential and small commercial classes
would cut cost recovery by approximately $4 million. This ﬁrst year impact on
recovery is then followed by $8 million in the second year (as an equal amount
of savings is added), and so on: the ﬁve-year loss to shareholders from this
steady-state utility investment program would be more than $20 million”18 The
revenue regulation mechanism proposed by BGE was based on its gas revenue
regulation mechanism, which has been in place since 1998.

Authorized Revenue Requirement
BGE initially calculated its revenue requirement per class separately for
each rate scale based on weather-normalized 2007 sales and the number of
customers. Because BGE proposed the mechanism in 2007, the test year 2007
18 BGE. (2007, October 26). 9111FilingConserva102607F. Available at: http://webapp.
psc.state.md.us/intranet/maillog/content.cfm?ﬁlepath=C:%5CCasenum%5CAdmin%20
Filings%5C60000-109999%5C108061%5C9111FilingConserva102607F.pdf.
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included nine months of actual sales and three months of forecasted sales.
BGE used three steps to calculate the base monthly revenue requirement:
1. Calculate the Customer Charge revenues by multiplying the number of
customers by the Customer Charge for each class.
2. Calculate the Delivery Service revenues by multiplying the weathernormalized sales by the Delivery Price for each class.
3. Add the Customer Charge revenues and the Delivery Service revenues
to determine the base revenue requirements for each class.
BGE’s residential, small general service and general service customers are
included in the revenue regulation mechanism.

Rate of Return
BGE was allowed a return on common equity of 9.75 percent applied to
a common equity ratio of 51.05 percent in its most recent rate case. BGE
strongly opposed the reduction of its ROE and preferred another lost revenue
mechanism over revenue regulation if an ROE reduction was implemented as
a result of revenue regulation.
The Public Service Commission (PSC) made no adjustment to BGE’s ROE
when revenue regulation was ﬁrst implemented in 2007, but did reduce its
allowed ROE by 50 basis points in the last rate case. The Commission had
previously reduced the ROE of another utility by 50 basis points when it
adopted a similar revenue regulation mechanism for that utility.19, 20

Revenue Adjustment Mechanism
On a monthly basis, the adjustment to base revenue requirement is
calculated for each rate class using the following steps:
1. Calculate the revenue adjustment for the change in the number of
customers by multiplying the change in the number of customers by
the Customer Charge.
2. Calculate the revenue adjustment associated with the change in sales by
multiplying the change in the number of customers by the average use
per customer and multiplying that product by the Delivery Price for the
class.
3. Calculate the target base revenues for each class for the current period
by adding the two types of adjustments to the revenue requirement.
The Delivery Price for each class is the delivery rate, established
by the PSC, adjusted for the electric universal service charge, nuclear

19 Potomac Electric Power Company.
20 BGE’s gas mechanism was approved in a 1998 settlement that did not discuss any adjustment
to ROE.
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decommissioning credits, and the administrative credit associated with the
administrative adder portion of the Standard Offer Service rates.21
BGE had a full electric and gas rate case in 201022 and another one ﬁled in
2013 and concluded in 2014.23 Both reset the required decoupling elements—
monthly revenue requirement, monthly average usage per customer, and
number of customers. Neither case changed the mechanism.
The decoupling mechanism now excludes lost sales resulting from major
storms.

Reconciling Actual Revenue With Authorized Revenue
On a monthly basis, each rate class’s target base revenues are compared
to the actual base revenues for the month. The difference is divided by
the forecasted sales for the following period to calculate the monthly rate
adjustment. Balancing accounts are used to record the timing differences
associated with when the adjustments are calculated versus when they are
billed or refunded. The monthly rate adjustment, Rider 25, is capped at ten
percent of rates. Any amount beyond ten percent of the current rate will be
carried over and reconciled in the subsequent period.

Complementary Policies
Maryland requires its electric utilities to provide energy efﬁciency services
to achieve a ten-percent reduction in per capita electricity use by 2015. The
state’s overall goal is a 15 percent reduction of per capita electricity use by
2015. Although the PSC is explicitly allowed to approve ﬁnancial incentive
mechanisms to promote energy efﬁciency, no incentives have been approved
yet.24
BGE’s default service to its standard offer residential customers (those
customers who have not elected to take generation service from an alternate
supplier) features seasonal rates—summer and winter. BGE also offers a TOU
rate as an option to standard offer residential customers and as the default
rate for small general service customers.

21 BGE. (2007, October 26). 9111FilingConserva102607F. Available at: http://webapp.
psc.state.md.us/intranet/maillog/content.cfm?ﬁlepath=C:%5CCasenum%5CAdmin%20
Filings%5C60000-109999%5C108061%5C9111FilingConserva102607F.pdf
22 Case No. 9230 – See references above.
23 Case No. 9326 – See references above.
24 ACEEE. Maryland. Available at: http://database.aceee.org/state/maryland
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Regarding performance incentives under revenue regulation, in October
2012, Maryland issued a four-part plan designed to speed up investments
that will strengthen the state’s distribution grid. Part of that plan would set a
ratemaking structure that aligns customer and utility incentives by rewarding
reliability that exceeds established reliability metrics and penalizing failure
to reach those metrics. A task force has encouraged the Maryland state
regulatory commission to implement a performance-based ratemaking
process for IOUs such as BGE, linking a utility’s progress or failure to meet
certain reliability metrics with its authorized rate of return.

Energy Eﬃciency Outcomes
When BGE implemented electric revenue regulation in mid 2007, it had
not achieved incremental energy savings for several years. In 2008 it reported
incremental savings of 0.5 percent of retail load, increasing to 1.7 percent in
2010 and 2011.25

Resources
Maryland Public Service Commission
Letter Order ML 108061 (December 27, 2007)
Letter Orders ML 108069 (November 30, 2007)
Case No. 9036
Order No. 80460 (December 21, 2005)
Case No. 9230
Order No. 83907 (December 13, 2013)
Case No. 9326
Order No. 86060 (December 13, 2013)

25 EIA. Form EIA-861 data ﬁles. Available at: http://www.eia.gov/electricity/data/eia861/
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Wisconsin:
Wisconsin Public Service
Corporation

W

isconsin Public Service Corporation’s (WPS) Revenue
Stabilization Mechanism (RSM) began in 2009 as a
four-year revenue regulation pilot that reconciled target
marginal revenue per customer with actual marginal
revenue per customer. As of 2012, the pilot was extended,26 albeit with some
modiﬁcations. This section focuses on the current iteration of the RSM.

Authority
The Public Service Commission of Wisconsin (PSCW) approved a revenue
regulation pilot for WPS in a December 2008 rate case order (Docket No.
6690-UR-119). The revenue regulation mechanism was effective from January
1, 2009 through December 31, 2012 and applied to the utility’s electric and gas
operations. In a rate case completed in December 2012 (Docket No. 6690-UR121), the pilot was extended, and a modiﬁed RSM was approved. The extended
RSM is in effect from January 2013 until the next rate case.

Authorized Revenue Requirement
The authorized revenue requirement is determined through a rate case.
The Commission uses a future test year to determine the revenue requirement. The cost of fuel is not included in the revenue requirement but is addressed through a “Retail Electric Fuel Rule” adjustment.

Rate of Return
The Commission authorized a rate of return on utility common equity of
10.30 percent in Docket No. 6690-UR-120. This rate remained the same in
Docket No. 6690-UR-121 and is currently in effect.

26 The pilot extension is in effect until the effective date of a Final Decision issued by the
Commission on an application for a general base rate case ﬁled after January 1, 2013.
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Revenue Adjustment Mechanism
WPS implemented a new electric RSM based on a “Total Rate Case Margin”
mechanism instead of a “Total Rate Case Margin per Customer” mechanism,
which had been the practice during the initial four-year pilot phase. The
revision was intended to remove the calculation sensitivities related to sales
per customer from the original RSM calculation. The margin reﬂected in the
formula equals the total revenue for each tariff, less the costs associated with
the annual per-kWh value established for monitored fuel costs, and excluding
any surcharges, credits, taxes, or similar charges. The “Total Rate Case Margin”
mechanism allows WPS to achieve the total margin assumed in the forecasted
test year, no more, and no less. The new RSM will be in effect on a pilot basis
until the effective date of WPS’s next general rate order, which WPS committed
to ﬁling for the 2014 and/or 2015 test years. The RSM applies to most tariffs,
except large commercial and industrial customers.27

Reconciling Actual Revenue With Authorized Revenue
Each year, the utility compares the total target revenue and the total actual
revenue and defers the difference, subject to carrying costs based on WPS’s last
approved short-term debt rate. The margin will be based on annual per-kWh
value established for monitored fuel costs, which is done in a rate case. The
margin is determined by subtracting the average kWh value from the authorized energy rates.
The formula for calculating an electric under-recovery or over-recovery is:

Under-recovery or over-recovery equals
[actual margin minus ratecase forecasted margin
established in the most recent rate proceeding]
The summation is over each tariff. A positive value equals an overrecovery, and a negative value equals an under-recovery. The margin reﬂected
in the formula equals the total revenue for each tariff, less the costs associated
with the annual per-kWh value established for monitored fuel costs, and
excluding any surcharges, credits, taxes, or similar charges.
In the event that a true-up will cause rates to increase, the Commission
will provide an opportunity for a hearing. Revenue regulation adjustments
occur as a part of the general rate case.

27 Except the Direct Load Control, Cp - Large Commercial & Industrial Service, Cp-ND Pilot Large Commercial & Industrial - Day Ahead, Cp-RR - Large Commercial & Industrial
Response Rewards, Automatic Transfer Switch, Parallel Generation, Lighting, Nature Wise,
and Real Time Market Pricing tariffs.
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The revenue regulation adjustments are subject to a $14 million per
year cap for electric, excluding carrying costs. Any adjustments over that
amount will not be carried over and will not be collected from ratepayers.
Equivalently, revenue over collection in excess of $14 million will not be
returned to ratepayers.

Complementary Policies
WPS, like all other investor-owned utilities in Wisconsin, is required to
spend 1.2 percent of its annual operating revenues on energy efﬁciency and
customer-owned renewable resource programs that are administered by a third
party through the Focus on Energy program, which was established in 2002.28
Separately, through a contract, the PSCW approves annual electricity savings
goals for the Focus on Energy program. The savings goals were equivalent
to 0.75 percent of electric sales for the participating utilities from 2011 to
2013. In addition, the PSCW approved a rate of return on investments in
energy efﬁciency for Wisconsin Power & Light, and other utilities can propose
incentives as part of their rate cases. However, WPS has not yet proposed an
incentive mechanism.29
WPS offers residential customers a default ﬂat rate, but they also offer a
TOU option with winter and summer on-peak, off-peak, and shoulder tiers.
For small commercial and industrial customers, there are ﬂat rates, TOU
rates, and critical peak rates. Large commercial and industrial customers can
take service under a TOU rate with summer and winter on-peak and off-peak
rates, a TOU with critical peak rate, or under a special contract rate unique to
the customer and approved by the Commission.
The authorized level of expensed conservation costs recoverable in
rates for the test year (2013) is $19,778,728. The level for electric utility
operations consists of the conservation budget of $17,669,792, and an
escrow adjustment of $2,108,936, which represents the test year amortization
of the projected overspent escrow balance at December 31, 2012, over two
years.
Wisconsin has a statute requiring ﬁling of reliability data, but no reward or
penalty system to support its revenue regulation system.

28 The required spending level was higher for the year 2011 owing to a temporary change in
state policy.
29 ACEEE. Wisconsin. Available at: http://database.aceee.org/state/wisconsin
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Energy Eﬃciency Outcomes
WPS implemented revenue regulation in 2009. In order to gain approval
for the original revenue regulation mechanism, WPS agreed to fund energy
efﬁciency and renewable energy programs at levels above their 1.2-percent
statutory minimum contribution to Focus on Energy. Focus on Energy
produces an annual report of energy efﬁciency program activities. In its 2012
report, Focus on Energy reports the following outcomes achieved for WPS’
service territory. The table below represents the savings under the statewide
Focus on Energy Programs and does not represent the savings attributed under
the funding levels above 1.2 percent.30
Customer
Participation
Rate (%)

Per Capita
Incentive ($)

Segment

Per Capita
Lifecycle Bill
Savings ($)

Electric

Commercial

$115,258

3%

$83.30

WPS

Electric

Industrial

$9,026,768

96%

$8,924.63

WPS

Electric

Residential

$6,494

36%

$6.66

Territory

Utility
Type

WPS

Resources
Public Service Commission of Wisconsin
Application of Wisconsin Public Service Corporation for Authority to Adjust
Electric and Natural Gas Rates, Final Decision. (December 7, 2012). Docket
No. 6690-UR-121.

David J. Kyto, Wisconsin Public Service Corporation
Application of Wisconsin Public Service Corporation for Authority to Adjust
Electric and Natural Gas Rates, Supplemental Direct Testimony. (May 15,
2012). Docket No. 6690-UR-121.
Focus on Energy
The Cadmus Group, Inc. (2013). Focus on Energy Calendar Year 2012
Evaluation Report: Appendixes. Portland, OR: The Cadmus Group, Inc.
Retrieved from http://www.focusonenergy.com/sites/default/ﬁles/FOC_XC_
CY%2012%20Report%20Appendices%20A-O%20Final%2005-3-13.pdf.

30 The Cadmus Group, Inc. (2013).
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Massachusetts:
National Grid

T

he revenue regulation mechanism for National Grid (Massachusetts
Electric Company and Nantucket Electric Company together
doing business as National Grid) compares authorized distribution
revenue to actual distribution revenue. Revenue is compared and
adjustments are made separately for each customer class.

Authority
The Massachusetts Department of Public Utilities (DPU) adopted revenue
regulation as a statewide regulatory policy in 2008 and individual utilities
ﬁled revenue regulation tariffs in response. In its Investigation Into Rate
Structures that will Promote Efﬁcient Deployment of Demand Resources,31 the
DPU investigated rate structures and revenue recovery mechanisms that
may reduce disincentives to the efﬁcient deployment of demand resources
in the state and considered how the electric and natural gas distribution
companies’ existing cost recovery mechanism could be changed to better
align the companies’ ﬁnancial incentives with policy objectives while
ensuring that the companies are not ﬁnancially harmed by the increased use
of demand resources. The DPU ﬁnally concluded that revenue regulation
mechanisms would eliminate the ﬁnancial disincentives because they sever
the link between the companies’ revenue and reduction in sales. The DPU
also endorsed a revenue per customer approach, but recognized that other
factors could result in changes to distribution-related costs and consented
to consider company-speciﬁc ratemaking proposals that accounted for the
impact of capital spending and inﬂationary pressures on the company’s
required revenue.

31 D.P.U. 07-50. (2007).
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Authorized Revenue Requirement
The authorized revenue requirement does not include costs that are
reconciled outside of base distribution rates, including energy supply costs
for basic service customers, transmission costs, the energy efﬁciency system
beneﬁts charge and reconciling charge, and costs recovered through the
residential assistance adjustment factor.

Rate of Return
The Commission recognized the effects of revenue regulation on ROE, and
determined that revenue regulation reduces volatility, which reduces risk,
and a downward adjustment to ROE was appropriate, but did not make its
actual ROE adjustment for the revenue regulation mechanism explicit in its
order.32 The DPU determined that a return on equity equal to 10.35 percent
was sufﬁcient. The testimony from National Grid supporting its proposed
ROE presented comparisons of allowed ROE for a set of companies that
had revenue regulation or another risk management mechanism in place to
account for an implied reduced risk proﬁle in developing that proposal.

Revenue Adjustment Mechanism
Each year the authorized revenue requirement is adjusted to account for
capital expenditures in the previous year. The CapEx Adjustment applies
to capital expenditures incurred by National Grid for distribution system
investments in the previous year, net of the amount recovered through
depreciation expense in base rates. This accounts for the material difference
in expected capital expenditures compared with prior years. In this way, the
CapEx Adjustment in the National Grid revenue regulation mechanism is a
special case of a “K Factor,” which characterizes an expected change in costs
in the future and accounts for those changes when they occur. Each year, the
Company ﬁles with the Department documentation in support of the capital
expenditures it has incurred since the previous review. The Department
reviews the ﬁlings to determine the prudence of the incremental expenditures
and whether the expenditures are used and useful. National Grid then
allocates approved expenditures to rate classes based on the cost of service
study. For each class, the Company determines the adjustment allocated
to the rate class then divides this sum by the forecasted kWh sales for the
following year to determine the per-kWh adjustment.
In order to provide a balance between providing the Company with
sufﬁcient funds to ensure the safety and reliability of the distribution
system and protecting ratepayers against the incentive the Company has to

32 D.P.U. 07-50. (2007). pp 392–396.
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overinvest in infrastructure, the mechanism limits the level of annual capital
expenditures that is recoverable through the mechanism. To arrive at the
amount, the Department set a limit of $170 million per year, which is equal
to the approximate three-year average of the Company’s capital spending in
previous years. Should the Company’s capital expenditures exceed this limit,
it may seek to include the investment in the rate base during the next base
rate proceeding.
The Company submits its CapEx ﬁling no later than July 1 of each year.
On November 1 of each year, the Company submits all other information
in support of its proposed adjustment factors. The factors will take effect on
March 1 of each year.
The authorized revenue is also adjusted to include a 50-percent sharing
for earnings above the authorized ROE.

Reconciling Actual Revenue With Authorized Revenue
Each year, National Grid calculates on a rate class-speciﬁc basis, the
difference between the actual distribution revenue billed to customers
through distribution rates and the annual target revenue. For each rate class,
the difference between the actual billed distribution revenue and the annual
target revenue is summed to determine the Company-wide reconciliation
amount. That amount is divided by the Company-wide kWh forecasted
for the upcoming year to arrive at a cent-per-kWh reconciliation charge or
credit. To determine the ﬁnal adjustment for each rate class, the Companywide reconciliation adjustment is added to the rate class-speciﬁc adjustment
resulting from the target revenue adjustment mechanisms.
The adjustment to the authorized revenue in any year is capped at three
percent of total revenues.33 Any excess can be carried forward to a future year
with carrying charges equal to the customer deposit rate.
National Grid must report to the DPU if the difference between the
year-to-date billed revenue and year-to-date annual target revenue equals
or exceeds ten percent of the target revenue and the Company believes that
the difference will fall outside of the ten-percent threshold in the coming
months. In this case, interim revenue regulation adjustments can be made. In
order to avoid an interim adjustment too close to the scheduled annual rate
adjustment, National Grid must notify the Department of variances exceeding
ten percent of annual target revenue by August 31 of each year.

33 D.P.U. 07-50. (2007). p 87.
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Complementary Policies
Massachusetts requires that electric utilities procure all cost-effective
energy efﬁciency before more expensive supply-side resources. This
requirement was translated into annual savings requirements for electric
utilities starting from 1 percent of sales in 2009, to 1.4 percent in 2010,
2 percent in 2011, and 2.4 percent in 2012, and potentially increased savings
in subsequent years. Utilities can earn approximately ﬁve percent of program
costs for meeting or exceeding savings targets.34
National Grid offers inclining block rates as the default residential rate, but
there is an optional TOU rate with peak and off-peak tiers also available to
residential customers. Small and large industrial and commercial customers
can take service under ﬂat rates, inclining block rates, or TOU rates.
National Grid operates under a penalty and reward system for service
quality, established in Docket D.T.E. 99-84. The impetus behind the DPU’s
original establishment of the Service Quality Guidelines was to prevent
Massachusetts utilities from allowing service quality to deteriorate under a
new regulatory regime.

Energy Eﬃciency Outcomes
Before Massachusetts Electric implemented revenue regulation in 2009,
it reported consistently high levels of incremental energy efﬁciency savings,
approximately 0.9 percent of retail load. In 2010, the company reported 1.36
percent savings and 1.59 percent in 2010 and 2011, respectively.35

Resources
Massachusetts Department of Public Utilities
Docket 09-39
Petition of Massachusetts Electric Company
(November 30, 2009)

34 ACEEE. Massachusetts. Available at: http://database.aceee.org/state/massachusetts
35 Personal communication with National Grid.
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Hawaii:
Hawaiian Electric Company

H

awaiian Electric Company (HECO) uses a revenue regulation
mechanism that compares actual revenue to target revenue in
each year. The target revenue is based on the authorized revenue
for the last test year adjusted for operation and maintenance
(O&M) increases and rate base changes.
HECO is a subsidiary of Hawaiian Electric Industries, which also operates
Maui Electric Company (MECO) and Hawaiian Electric Light Company; these
subsidiaries service the islands of Maui and Hawaii County, while HECO
serves Oahu (Honolulu).

Authority
In 2008, the Governor of Hawaii, the Division of Consumer Advocacy,
and HECO entered into an agreement as a result of the Hawaii Clean Energy
Initiative.36 The agreement is intended to move Hawaii away from its
dependence on imported fossil fuels for electricity and ground transportation,
and toward locally produced renewable energy and energy efﬁciency. In
the agreement, the State, the Consumer Advocate, and HECO committed
to, among other things, a transition away from a model that encourages
increased electricity usage and to a model that implements revenue regulation
decoupling to encourage the development of renewable energy by HECO. The
Commission opened Docket 2008-0274 in order to examine the features of a
revenue regulation mechanism. The Opening Order directed HECO and the
Consumer Advocate to ﬁle a joint proposal on revenue regulation within 60
days. This joint proposal was modeled closely after the California mechanism
described earlier for PG&E, with a rate-case determined revenue requirement,
plus annual attrition adjustments, plus separate mechanisms to recover power
supply and energy efﬁciency costs.
36 Energy Agreement Among the State of Hawaii, Division of Consumer Advocacy of the
Department of Commerce & Consumer Affairs, and Hawaiian Electric Companies. Available
at: http://ﬁles.hawaii.gov/dcca/dca/HCEI/HECI%20Agreement.pdf
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The Hawaii Public Utilities Commission approved revenue regulation for
HECO in August 2010 based on an investigation into the appropriateness of
revenue regulation and its design. The revenue regulation mechanism took
effect on March 1, 2011. This replaced a previous lost revenue adjustment
mechanism.

Authorized Revenue Requirement
The Commission establishes the Authorized Base Revenues through a
general rate case based on traditional cost-of-service ratemaking principles.
The Authorized Base Revenue is the annual amount of revenues required for
the utility to recover its estimated O&M, depreciation, amortization, and tax
expenses for the period.
The Target Revenue is equal to the base revenue requirement less any
revenue being separately tracked or recovered through any other surcharge
or tracking mechanism, including revenue for fuel and purchased power
expenses.
The revenue regulation order also requires staggered triennial rate cases for
each of the Hawaiian Electric Industries Companies to determine approved
baseline Revenue Adjustment Mechanism (RAM) inputs.

Rate of Return
The Commission made no explicit adjustment to ROE owing to the
revenue regulation mechanism, but noted that the allowed ROE of ten
percent reﬂects the approval of revenue regulation and other cost-recovery
mechanisms that will lower HECO’s business risk.37 Most recently, the
Hawaiian Public Utilities Commission approved a 9.0-percent ROE for
MECO, reﬂecting both a lower baseline cost of capital and a penalty of 0.50
percent associated with inadequate performance bringing renewable energy
into the MECO system.38 A companion Order also established new guidance
on future revenue regulation mechanisms.39

37 The HECO Companies described as follows in their Reply SOP in the Schedule A decoupling
proceedings: “the Commission effectively reduced the Companies’ return on common equity
by 50 basis points to “fairly compensate ratepayers” for what it perceived as the “riskreducing” effects of the RBA and RAM mechanisms, the Renewable Energy Infrastructure
Program (‘REIP”) Surcharge and the Purchased Power Adjustment Clause (“PPAC”).”
Available at: http://dms.puc.hawaii.gov/dms/DocumentViewer?pid=A1001001A10L29B5532
6B47993
38 Hawaii PUC, Decision and Order No. 31288. (2013, May 31). pp. 97–112.
39 Hawaii PUC, Decision and Order No. 31289. (2013, May 31).
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Revenue Adjustment Mechanism
The RAM is designed to replace the need for annual rate cases by adjusting
Authorized Base Revenue levels to reﬂect estimated changes in the utility’s
cost of service. The RAM is intended to, via formula-driven estimates and
escalators, compensate the HECO Companies for changes in utility costs
and infrastructure investment between rate cases and reduce the frequency
of rate cases. The RAM Period is the calendar year containing the Annual
Evaluation Date (March 31, the date of the annual RAM ﬁling). The RAM
adjusts the revenue requirement according to changes in four main categories
of expenses:
• Base expenses, which are changes in designated O&M expenses;
• Rate base, the return on incremental investment in designated rate base
components40;
• The incremental depreciation and amortization expenses; and
• Exogenous tax changes, changes in costs owing to signiﬁcant changes
in tax laws or tax regulations
Base expenses are segregated between labor and non-labor amounts. The
labor component is adjusted annually by the Labor Cost Escalation Rate,
reduced by the Labor Productivity Offset (ﬁxed at 0.76 percent). The nonlabor component uses the Non-labor Escalation Rate to annually adjust those
costs. Tracked O&M expenses for fuel, purchased power, pension and postemployment beneﬁts, integrated resource planning, DSM, and other rate
adjustment provisions are not adjusted in the RAM, because any changes in
these costs are accounted for in other cost-tracking mechanisms.
The Rate Base equals the average net investment estimated for the
RAM Period. The average rate base is the rate base for the rate case test
year, with adjustments for changes in only four components of rate base:
(1) average plant-in-service, (2) average Accumulated Depreciation, (3)
average accumulated contributions in aid of construction, and (4) average
accumulated deferred income taxes. All other components of the rate base
remain the same as in the preceding rate case test year. The average plantin-service is equal to the average of the actual plant-in-service at the end of
the year prior to the RAM period, the Evaluation Year, and the same year-end
balance plus estimated plant additions for the RAM period. Plant additions
include Baseline Capital Project plant additions and Major Capital Projects
plant additions estimated to be in service by September 30 of the RAM
period.

40 Hawaii PUC, Decision and Order No. 31908. (2014, Feb. 1).
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The RAM also includes an Earnings Sharing Revenue Credit mechanism
in order to protect against excessive overall utility revenue levels. The RAM
will escalate and update the Company’s approved base revenue requirement,
reduced by earnings sharing credits and major project revenue credits to
customers. Based on the Company’s achieved return on common equity
for the Evaluation Year, the mechanism credits the RBAs according to the
following chart:
ROE at or below the authorized
ROE

Retained entirely by shareholders,
no customer credits

First 100 basis points (1%)
over authorized ROE

25% share credit
to customers

Next 200 basis points (2%)
over authorized ROE

50% share credit
to customers

ROE exceeding 300 basis points
(3%) over authorized ROE

90% share credit
to customers

Finally, the RAM includes additional consumer protections:
• A provision for Major Capital Projects Credits;
• A provision for Baseline Capital Projects Credits;
• Notiﬁcation is provided to all affected customers of the RAM ﬁling in
newspapers and bills;
• Evaluation procedures for ﬁling, examination, and any exceptions to
annual revenue regulation ﬁlings;
• Continued ability of HECO or the Consumer Advocate to request
formal rate proceedings to replace and terminate RAM at any time; and
• Formal review of revenue regulation as a part of the next round of rate
case proceedings;
A recent order41 added two additional consumer protections:
• A limitation that only 90 percent of the current RAM Period Rate Base
that exceeds the Rate Base Adjustment Mechanism from the prior year
can be included in the Decoupling Mechanism for baseline utility plant
projects, which, unlike major capital projects, are not subject to prior
Commission review and approval; and,
• A requirement to post a number of metrics online for customer review,
although not at this point tied to performance.

41 February 7, 2014 order on schedule A issues. Available at: http://dms.puc.hawaii.gov/dms/Do
cumentViewer?pid=A1001001A14B10B22326F07922. p 42–47.
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This order also examined four issues with respect to the application of
the RAM. The Commission determined that the short-term debt rate, as
reﬂected in the most recent rate case, should be used to adjust over- and
under-collections. The Commission also resolved its concern that, without
a sustainable business plan, there exists no strategic framework under
which to evaluate capital expenditure programs. The Commission required
the parties in the Docket to further explore capital expenditure issues in
conjunction with other risk-sharing mechanisms discussed elsewhere in the
order. The commission ordered a further evaluation of a proposed risksharing mechanism within the RBA. Furthermore, the Commission ordered
the parties to work together to establish appropriate metrics, which the utility
would report on its website.
Once the total RAM Revenue Adjustment is calculated, it is applied
through a uniform adjustment to the per-kWh energy charge for all customer
classes.

Reconciling Actual Revenue with Authorized Revenue
RBAs record the monthly differences between target revenues and the
adjusted recorded electric sales revenues. The RBA also applies monthly
interest, equal to the annual rate for short-term debt from the cost of capital
in each HECO Company’s last base rate case, to the simple average of the
beginning and ending balances each month in the RBA. In effect, the RBA
applies one-twelfth of the rate each month. Finally, the RBA provides for
collection or return of the calendar year-end balances in the RBA and recovery
of the RAM Revenue Adjustment over the subsequent
May 1 through April 30 period. The target revenue is the most recent
Authorized Base Revenue or the re-determined Authorized Base Revenue
calculated under the RAM.
On or before March 28, the Company must ﬁle with the Commission
a statement of the previous year-end balance in each RBA sub-account
and the Authorized Base Revenue level for the current calendar year with
supporting calculations. An amortization of the year-end balance in the RBA
sub-accounts and the RAM Revenue Adjustment are recovered through the
per-kWh RBA rate adjustments. The rate adjustment occurs from May 1 of
the current calendar year to April 30 of the next year.

Complementary Policies
Currently, electric utilities in Hawaii may use energy efﬁciency to meet a
portion of their Renewable Portfolio Standard requirements. Starting in
2015, electricity savings from energy efﬁciency will be applied to the State’s
Energy Efﬁciency Portfolio Standard, which sets a target equivalent to
30-percent forecast sales by 2030. This goal is translated into a target of

CS38
148

Docket No. DG 21-130
Exhibit 12A
Docket No. DG 21-130
Attachment Energy TS 1-4.c
Page 99 of 146

Revenue Regulation and Decoupling

1.4 percent annual savings. HECO transferred administration of all of its
energy efﬁciency programs to a third party administrator in 2009. The
administrator is compensated for satisfactory performance.42
Because of its heavy dependence on petroleum as a generation fuel,
electricity prices in Hawaii are very high; solar and wind are typically lowercost resources for these systems. HECO’s default residential rates are inclining
block rates with a $9.00/month customer charge, and a three-block inclining
rate design of $0.34/kWh to $0.37/kWh. Residential customers can elect to

R

evenue regulation represents a regulatory framework that
removes the ﬁnancial disincentive for utilities to pursue clean
energy strategies. It doesn’t, in and of itself, align the utility
business model with those utility policies and practices that address
customer expectations. In fact, some commissions are concerned that
it might create a dynamic in which the utility, assured of its revenue
needs, becomes complacent and lacks motivation to innovate and
develop strategies that may be more in line with the public interest.
In a recent order (Docket 2011-0092, May 31, 2013) the Hawaiian
Public Utilities Commission addressed this big picture issue in a rate
order for Maui Electric. The Commission called out the management
as lacking a long-term vision for creating customer value and expressed
concern that “the HECO Companies’ over-reliance upon a link between
the [Decoupling] Agreement and utility ﬁnancial health obfuscates
utility performance and ultimately customer service and satisfaction.”43
The implementation of clean energy policies is not a singular goal, but
rather a policy that must be part of a larger effort to create customer
value.
The Commission laid out a hard path and a soft path to achieve
the results they desire for consumers. The hard path involves a closer
examination of utility investments, operations, and expenditures. The
soft path is opened through the actions of management to create and
execute a vision for the utility of the future. The Commission remains
committed to regulatory innovations that are in the public interest and
will work with the utility, consumer advocate, and other stakeholders to
create and implement this vision.
The results of this effort will likely produce ideas and outcomes that
will have applicability beyond this one utility.

42 ACEEE. Hawaii. Available at: http://database.aceee.org/state/hawaii
43 Hawaii PUC: Decision and Order No. 31288. Maui Electric Company, Limited; Docket No.
2011-0092. (2013, May 31). Appendix C, p 2.
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take service under a TOU rate with off-peak, mid-peak, and priority-peak
tiers. General service and large power service customers take service under a
ﬂat rate, unless they opt to take service under a TOU.
Hawaii is developing reliability standards, in part as a response to
deteriorating service quality as a result of distributed and customer-owned
generation (see text box). In an effort to make electricity reliability and
interconnection standards as transparent as possible, the Reliability Standards
Working Group was formed in the Feed-In Tariff docket and continues
its work in Docket No. 2011-0206 to ﬁnd solutions to integrating high
penetrations of renewable energy consistent with reliability and power quality
standards.

Energy Eﬃciency Outcomes
HECO implemented revenue regulation in 2011. Since 2003, HECO has
reported incremental energy efﬁciency savings between 0 and 0.5 percent
of retail load, with 1.31 percent savings reported in 2011 by Hawaii Energy,
the State’s ratepayer funded efﬁciency program administrator. The company
has not yet reported its savings for 2012.44 In addition, HECO has seen more
than a sixfold increase in renewable installations under its net metering and
feed-in tariff policies since the inception of the revenue regulation plan.

Resources
Hawaii Public Utilities Commission
Docket No. 2008-0274
Final Decision and Order (August 31, 2010)
Docket No. 2008-0083
Final Decision and Order (December 29, 2010)
Docket No. 2011-0092
Final Decision and Order May 31, 2013, including Decision and Orders
Nos. 31288 and 31289
Docket No. 2013-0141
Final Decision and Order (February 1, 2014), including Decision and
Order No. 31908.

44 EIA. Form EIA-861 data ﬁles. Available at: http://www.eia.gov/electricity/data/eia861/
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Discussion of the
Six Utilities Overall
Authority

T

he ﬁrst step in implementing a revenue regulation mechanism
is to understand the authority of the regulating body: the Public
Utility Commission or PSC. It is important for any Commission
to clarify its justiﬁcation for acting on revenue regulation in order
to prevent any decisions from being overturned. Over the years, Utilities
Commissions have relied on different justiﬁcations for implementing revenue
regulation mechanisms. Commissions have implemented revenue regulation
at their own discretion, justiﬁed by their directive to ensure safe, reliable, and
economic public utility service to citizens to justify changing the regulatory
environment. In some cases, the Commission is unable to engage on narrow
issue ratemaking and rates can change only as the result of a full rate case. In
this case, statutes must be amended to enable revenue regulation.
In all of the case studies discussed here, the Commissions ﬁrst
implemented revenue regulation at their own discretion, but each followed
slightly different paths to do so. The CPUC ﬁrst implemented revenue
regulation in 1978 at its discretion. In 2001, after a period when mechanisms
were suspended, the California Legislature required that deviations from
projected sales not result in under- or over-collections by utilities, and
so the CPUC re-implemented revenue regulation according to statutory
requirement. The Hawaii Public Utilities Commission implemented revenue
regulation after an agreement between the utility, the Governor, and other
stakeholders called for it. In Idaho, the Commission established a case in
which to investigate revenue regulation and held a series of stakeholder
workshops before implementing the policy. The Massachusetts DPU adopted
revenue regulation as a statewide regulatory policy and required individual
utilities to ﬁle tariffs in response as the result of its general investigation
into rate structures that promote demand-side resources. The Maryland
Commission implemented revenue regulation for BGE when the utility
requested the mechanism. Thus the impetus to develop a revenue regulation
mechanism may come from different sources and the Commission may be
comfortable in moving forward under their general supervisory statutes.

CS41
151

Docket No. DG 21-130
Exhibit 12A
Docket No. DG 21-130
Attachment Energy TS 1-4.c
Page 102 of 146

Revenue Regulation and Decoupling

Nevertheless, speciﬁc statutory language can be helpful to shore up the
existing authority.

Authorized Revenue Requirement
Under the traditional regulatory framework, the Commission (or other
authority in the case of publicly owned utilities) must determine a utility’s
revenue requirement. This function does not change under revenue
regulation. The revenue requirement of a utility is the aggregate of all the
operating and other costs incurred to provide service to the public. This
typically includes operating expenses, depreciation, and the cost of capital
invested, including interest on debt and a “fair” return on equity to investors.
The (simplistic) formula for determining revenue requirements is as follows:
Revenue Requirements = (Rate Base × Rate of Return) + Operating Expenses +
Depreciation +Taxes
Traditionally, the revenue requirement, along with sales, is used to
determine the rates consumers will pay for electricity.45 The rates are also
broken down by customer class, and intraclass tariffs are created based
usually on a cost of service study that determines each customer class and
subclass contribution to the utility’s costs. The (simplistic) formula for
determining the rate per unit is:
Rate = Revenue Requirement 8 Units Sold
In this way, rates are set to allow the utility to exactly recover its revenue
requirement when the sales level used to calculate rates is equal to actual
sales. However, it is important to recognize that actual expense and revenue
varies with actual sales. When actual sales are greater than the sales level
used in ratemaking, revenue increases and expenses increase by a different
amount; when actual sales are lower than the ratemaking sales level, actual
revenue declines and expenses decrease by a different amount. Under
revenue regulation, rates are initially set in the same way, but when actual
sales differ from the level used to calculate rates, the actual revenue level
is maintained at the rate case amount as rates are allowed to vary inversely
with sales—increased sales lead to decreased rates and vice versa. Because
the primary expenses that change in the short run as sales levels change are
power supply expenses, and most regulators allow these to be tracked using
a power cost adjustment mechanism, revenue regulation mechanisms are
generally designed to ensure recovery of the non-power costs (which do not
change signiﬁcantly in the short-run) as sales volumes change.

45 Lazar et al., 2011.
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Revenue regulation ensures that actual revenue is equal to the revenue
requirement established by the Commission or appropriate authority.
Although the description above presents an overly simpliﬁed view of the
revenue requirement and its use in traditional price regulation and revenue
regulation, there are many variations on how a Commission can establish a
revenue requirement, particularly when implementing revenue regulation.
With revenue regulation, as in traditional ratemaking, imprudent costs can
always be removed from rates, and there is no change to the ability of a
Commission to impose penalties.

Utility Functions to be Included
First, the regulator must determine which utility functions will be
included in the revenue regulation framework. With vertically integrated
utilities, this usually includes a utility’s regulated generation, transmission,
and distribution units. As we discuss below, however, it is critical to structure
power supply recovery mechanisms to avoid providing for double-recovery
of certain power supply costs. For utilities operating in areas of the country
that have restructured electricity markets, only the regulated distribution
business is decoupled. Utilities that also provide gas services may have their
gas distribution business operating under revenue regulation as well.
Table 1

Business Unit Included in the Revenue Regulation Model
Paciﬁc Gas & Electric

Electric generation and distribution;
gas distribution

Idaho Power Company

Electric generation and distribution

Baltimore Gas & Electric

Electric distribution; gas distribution

Wisconsin Public Service
Corporation

Electric generation and distribution

National Grid

Electric distribution

Hawaiian Electric Company

Electric generation and distribution

Test Year
One consideration in establishing the revenue requirement is what period
of time will be used as a “test period” or “test year.” The test year is the year
on which the Commission will base its computations of the utility’s total costs
and sales levels. A historic test year uses actual data on sales and costs from
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Table 2

Test Year Used
Paciﬁc Gas & Electric

Future test year

Idaho Power Company

Historic test year

Baltimore Gas & Electric

Hybrid test year

Wisconsin Public Service Corporation

Future test year

National Grid

Historic test year

Hawaiian Electric Company

Future test year

a past year. Whereas a historic test year allows for the use of actual cost data,
it cannot account for expected variations in sales. A future test year requires
assumptions to be made about a utility’s sales in a future year. This can allow
expected changes in sales, like those from energy efﬁciency programs, to
be included in sales projections: however, because regulators are relying on
estimates provided by the utility, there may be a greater risk for inaccuracy.
A Commission may also choose to use a test year that includes both past and
future periods. This may provide a sense of balance between historic and
future data. Furthermore, as the case proceeds, the Commission can require
the utility to substitute historical data for projected data from the test year.

Rate of Return
As in any rate case, regulators must determine the appropriate rate of
return that a utility can earn on its investments, including the cost of debt
and the allowed ROE for its shareholders. The approved ROE is only used to
establish the return on investments that are included in the rate base when
determining revenue requirements. Although revenue regulation ensures that
a utility recovers no more or less than its target revenue, revenue regulation
does not guarantee that the utility will earn the authorized ROE. Depending
on how a utility manages its costs between rate cases, it will realize an actual
ROE either higher (in the case of reduced costs) or lower (in the case of
increased costs) than the authorized level.46

46 In a rate case, the Commission determines an allowed return on equity. This is used to set a
price (price regulation) or an allowed revenue requirement (revenue regulation). Once set,
however, the actual return earned by the utility is affected by anything that changes either
revenue or expenses; for example, an increase in employee compensation, a change in the
number of employees, or, under price regulation, a change in sales volumes.
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A utility’s allowed ROE generally represents the return deemed necessary
to attract investment considering the level of risk of that investment.
Riskier investments require a higher return to attract investors and vice
versa. Utility earnings can be volatile because of short-run impacts on sales
volumes and revenues, which include changes in sales owing to weather,
economic conditions, and energy efﬁciency and DG programs. This volatility
typically causes utilities to retain a higher level of equity in their capital
structures so that reduced revenues do not leave them unable to service their
debt. Revenue regulation can reduce this volatility by stabilizing revenues
regardless of the cause. Because of this reduced risk, many stakeholders
have proposed that the implementation of a revenue regulation mechanism
be associated with a corresponding reduction in the utility’s equity capital
ratio (the percentage of capital supplied by common equity). This reﬂects
the utility’s more stable revenue owing to revenue regulation and reduces the
overall revenue requirement that will be recovered from consumers.47
An alternative option to reducing the utility’s equity ratio is to reduce
the ROE, reﬂecting a lower risk level. For the utilities included in these
case studies, only BGE and Mass Electric experienced a reduction in their
ROE. The Commission did not reduce BGE’s ROE at the time the revenue
regulation mechanism was implemented, but reduced it by 50 basis points
during the subsequent rate case. The Massachusetts Commission did not
reveal its adjustment, but incorporated a lowered ROE into its decision.
Absent an explicit adjustment to the cost of capital, investors’ expectations
will adjust to the presence of revenue regulation if its presence is reliable. The
more stable earnings will likely, in time, contribute to a higher credit rating.
That in turn will lead to lower cost debt that will be revealed in future cost
of capital calculations. An adjustment to the ROE or capital structure by the
regulator in a rate proceeding will be reﬂected immediately in lower rates to
consumers; simply allowing the utility’s credit rating to improve over time,
and its cost of debt to decline, will have the same effect, but on a lagged basis,
as new bonds are issued at lower interest rates.48
Beginning in 2004, Standard and Poor’s began publishing “risk proﬁles”
for utilities, which classiﬁed utilities based on their earnings variability and
other risks; those with more stable earnings were determined eligible for
higher bond ratings at any given equity capitalization ratio (or, alternatively,
able to retain a given bond rating with a lower equity ratio).49 One utility

47 Lazar et al., 2011.
48 Lazar et al., 2011.
49 Standard and Poor’s. (2004, June 2). New Business Proﬁle Scores Assigned for U.S. Utility and
Power Companies; Financial Guidelines Revised.
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with a revenue regulation mechanism, Northwest Natural Gas, was believed
to have had their business risk proﬁle upgraded by one step in response to
the beneﬁts of the mechanism.50

Eﬀect on Bond Ratings
Revenue regulation stabilizes a utility’s revenue streams, reducing risk to
investors; this reduced risk may be a contributing factor in an increase in
a utility’s bond rating. Bond rating agencies have recognized that revenue
regulation mechanisms and other mechanisms that reduce net earnings
volatility and risk contribute to a lower cost of capital for the utility.51
Standard and Poor’s has explicitly stated that it “views decoupling as a
positive development from a credit perspective.”52 However, in the case of the
utilities examined in this report, none experienced an improved credit rating
after the implementation of revenue regulation with the exception of PG&E.
However, PG&E came out of Chapter 11 bankruptcy in the same year that
its revenue regulation mechanism was implemented, making it impossible to
attribute the improvement to revenue regulation alone. Bond rating changes
are generally slow to evolve. Numerous other factors are taken into account
when assigning an overall credit rating, which appear to have outweighed
any positive effect of revenue regulation. These factors certainly include the
recession of the U.S. economy that began in 2007.

Customer Classes Included
When determining the target revenue for a utility revenue regulation
mechanism, regulators must also consider which customer classes to include
in the mechanism. In some cases, industrial customers have objected to a
revenue regulation mechanism. This is due to the wide difference in rates
among customers, making the design of a revenue regulation mechanism
more challenging. If regulators choose to exclude a class of customers from
revenue regulation, they must determine the revenue requirement associated
with serving only the included customer classes. This generally requires
a detailed cost of service study to ensure that revenue responsibility is
accurately allocated by customer class.

50 Christensen Associates. (2005, March). A review of distribution margin normalization as
approved by the Oregon Public Utility Commission for Northwest Natural.
51 Lazar et al., 2011.
52 Standard & Poor’s. (2008, February 19). Decoupling: the vehicle for energy conservation?

CS46
156

Docket No. DG 21-130
Exhibit 12A
Docket No. DG 21-130
Attachment Energy TS 1-4.c
Page 107 of 146

Revenue Regulation and Decoupling

Table 3

Customer Classes Included in Revenue Regulation Mechanism
Paciﬁc Gas & Electric

All customer classes

Idaho Power Company

Residential and small general service

Baltimore Gas & Electric

Residential and small general service

Wisconsin Public Service
Corporation

All customer classes

National Grid

All customer classes

Hawaiian Electric Company

All customer classes

Included Costs
Finally, regulators may wish to exclude speciﬁc costs from the overall
revenue requirement if those costs will be tracked through another
mechanism, like fuel costs in a PCA mechanism, energy efﬁciency program
expenditures, or smart grid costs, for example. Separate tracking mechanisms
can also be used for those costs that are difﬁcult to project based on historical
data or costs over which the utility has very little control, like fuel costs.
Although revenue regulation tracks collected revenue, mechanisms like Fuel
Adjustment Clauses, Purchased Power Adjustments, and Energy Efﬁciency
Riders can be designed to track actual costs as well as collected revenue.
This topic raises a note of caution: if mechanisms are not well designed,
double-recovery of costs can occur for vertically integrated utilities that
provide both power supply and distribution services. For example, if a
per-customer revenue regulation mechanism includes investment-related
power supply costs in the revenue-per-customer formula, but excludes fuel
and purchased power costs that are recovered through a separate tracking
mechanism, double recovery of some power supply costs is likely. If the
utility experiences customer and sales growth, the amount it recovers for
investment-related power supply costs will go up. However, if that utility
serves this growth by operating existing power plants more, by selling less
power on the surplus market, or by purchasing power from other suppliers,
it will not incur any increases in the type of power supply costs accounted for
in the revenue per customer (RPC) calculation. The increased power supply
costs to serve that growth will be recovered through the fuel and purchased
power tracking mechanism. The net effect for the utility will be to recover
incremental power supply costs twice—once in the per-customer mechanism,
and again in the fuel and purchased power mechanism. It is essential to make
sure that the other adjustment mechanisms do not overlap the cost impacts
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Table 4

Costs Excluded From Revenue Regulation Mechanism
Paciﬁc Gas & Electric

Energy procurement costs

Idaho Power Company

All variable costs

Baltimore Gas & Electric

Energy supply costs

Wisconsin Public Service Energy costs
Corporation
National Grid

Energy supply costs for basic service customers,
transmission costs, the energy efﬁciency system
beneﬁts charge and reconciling charge, and costs
recovered through the residential assistance
adjustment factor

Hawaiian Electric
Company

Fuel and purchased power

that are treated in the revenue regulation mechanism. One way to do this
is to ensure that all power supply costs (investment, labor, fuel, purchased
power) are recovered through a single mechanism. There are several ways to
achieve this:
a) A comprehensive power supply recovery mechanism that includes
all power supply costs, that is separate from the costs treated in the
revenue regulation adjustment (e.g., Puget Sound Energy, Washington
State)
b) No power supply adjustment whatsoever, with all utility costs included
in an RPC mechanism (e.g., National Grid)
c) An annual attrition calculation, with all costs reviewed for changes
since the last proceeding (e.g., HECO)

Revenue Adjustment Mechanism in Revenue Regulation
A RAM53 is not necessary to achieve revenue regulation, but provides
attrition relief—increasing authorized revenue commensurate with increased
costs—between rate cases. Whereas revenue regulation sets a target revenue
that the utility will earn regardless of sales levels, the RAM adjusts the target

53 We use the RAM term applied in Hawaii here to address any type of attrition or similar
mechanism, other than a revenue-per-customer framework, that changes the allowed revenue
between general rate cases.
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Table 5

Type of Revenue Adjustment Mechanism
Paciﬁc Gas & Electric

Hybrid

Idaho Power Company

RPC

Baltimore Gas & Electric

RPC

Wisconsin Public Service
Corporation

RPC

National Grid

No RAM; potential capital expenditure
adjustment

Hawaiian Electric Company

Hybrid

revenue between rate cases. Regulators may choose to take several different
approaches to RAM:
• No RAM. Regulators may choose not to implement a RAM, leaving
the revenue requirement unchanged between rate cases. This requires
the utility to request a rate case when it requires additional revenue to
cover its costs.
• Stairstep. Stairstep adjustments provide predetermined increases in
target revenue. These increases can be determined during a rate case
and generally reﬂect forecasts of cost growth.
• Indexing. Indexing ties adjustments to the target revenue to multiple
factors like inﬂation, productivity, customer growth, and changes in
capital expenditures.
• RPC. The RPC approach is a form of indexing. RPC adjusts the total
revenue requirement for the number of customers served. Regulators
using an RPC mechanism will determine the revenue requirement per
customer and the overall revenue requirement will be determined by
multiplying the total number of customers by the revenue requirement
per customer. The amount of revenue required to serve each customer
can be determined separately for customer classes and for existing
and new customers. This way, the RPC method accounts for a utility’s
growth in ﬁxed costs that is related to growth in the number of
customers served. RPC is useful where the correlation between cost
growth and customer growth is signiﬁcant. It also protects customers
from making up the deﬁcit if there is a loss in customer load, such as if
a large business closes down or relocates.
• Hybrid. Hybrid RAMs generally use stairstep increases to account for
projected capital costs and indexing to account for O&M expenses.
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Adjustments from any type of RAM can be implemented automatically or
through an attrition proceeding. Some stakeholders oppose adjustments to
the revenue requirement outside of a rate case on the basis that this could
allow the revenue requirement to increase signiﬁcantly without examination
of the impact on ratepayers or without due consideration of other costs and
revenues. For this reason, some regulators choose to cap the total adjustment
that can be made to the revenue requirement outside of a rate case.

Calculation of Actual Revenue
Regulators have options when ensuring that actual revenue equals target
revenue under revenue regulation. First, regulators must decide how to
determine “actual revenue.” In most cases, actual revenue simply equals the
amount of revenue a utility collects from its customers. The Idaho Public
Utilities Commission, however, has chosen to use weather-normalized
revenues as the basis for utility revenues in revenue regulation. Although this
prevents the utility from recovering revenue lost to it owing to milder than
expected weather, it further complicates the revenue regulation mechanism
and reduces its risk-reduction beneﬁts. By the same token, if weather
is severe and increases sales above the revenue requirements, weather
normalization would allow the utility to retain some of the revenues.
Next, regulators must determine whether to implement revenue regulation
using a current or accrual method.
• Current Method. With the current method of revenue regulation, the
target revenue for a period, say a month, is divided by the actual sales in
that period to determine the rate per kWh. The current method ensures
that actual revenue equals target revenue by calculating the rate at the
end of the period so that the target revenue can be recovered. The current
method allows for no lag in revenue recovery. One effect of this method
is that, although customer rates vary, total bills are generally more stable.
For example, in a hotter than expected July, customers will purchase
more kWh, but they will be charged a lower rate. A milder than average
winter would lead to fewer sales, but at slightly increased rates. This way,
customers do not experience the same bill variability as they would if
rates were set before the sales deviations occurred. On the other hand,
the current method does not provide customers with the ability to plan
ahead based on a predictable rate for electricity. This method has been
used for revenue regulation of natural gas utilities.54

54 Because this method results in changes in the price for service that are calculated after that
service has been provided, it fails the “no retroactive ratemaking” statutes that guide most
electricity regulators. Customers are entitled to know the price of the commodity they are
consuming at the time they use it.
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Table 6

Tracking and Accrual of Diﬀerence Between
Actual and Authorized Revenue
Track
Difference

Accrual
Period

Paciﬁc Gas & Electric

Monthly

Year

Idaho Power Company

Monthly

Year

Baltimore Gas & Electric

Monthly

Month

Wisconsin Public Service Corporation

Yearly

Year

National Grid

Yearly

Year

Monthly

Year

Hawaiian Electric Company

• Accrual Method. Under the accrual method, rates are set based
on an assumed sales level and the differences between actual and
target revenue are allowed to accrue over some period. Then the total
difference between actual and target revenue is reconciled through an
adjustment to rates in the subsequent period; this is known as the trueup process. Presently all revenue regulation mechanisms for electric
utilities use the accrual method.55
If regulators use the accrual method of revenue regulation, they will next
need to determine the period over which the difference between actual and
target revenue will be allowed to accrue. One year is typical; however, shorter
periods are also used. Next the frequency of comparing collected revenue
to target revenue should be determined. It is possible to do this comparison
only once at the end of the accrual period. It is common, however, for
comparisons to occur more frequently, often monthly. When revenues are
compared within the accrual period, the differences are tracked, generally for
the purpose of applying interest to the difference that will be deferred until
the end of the accrual period.

Rate Adjustments
In designing a revenue regulation mechanism, there are a number of
decision points that regulators need to consider to balance the interests
of all the stakeholders. One of the decision points revolves around the
55 The closest to a current method in use for electric utilities in the BGE system of monthly
reconciliation.
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determination of the mechanism used to adjust rates. The issues that
regulators need to consider include the following:
1. Rate Case Requirements. One of the often-mentioned concerns about
surcharges, especially when they are numerous, is how that will impact
the frequency of rate cases. For regulators and stakeholders, rate cases
provide the best mechanism to correctly align rates and costs, but they
are time-consuming and expensive for all parties. This is because a rate
case presents an opportunity to closely examine all of the utility’s expenses
and adjust rates to reﬂect cost increases and decreases. Because under
a revenue regulation mechanism the goal is to match revenues received
from all customers with revenue requirements, a correct determination of
revenue requirements is important, as is the speciﬁcation of appropriate
cost indices to adjust the revenue requirements. As the time between rate
cases increases, some regulators feel the base rate case data, even with
adjustments, need to be reexamined. As a result, some regulators have
chosen to mandate the frequency of rate cases to address this, whereas
others have not. It may be that in some cases, where there are numerous
surcharges recovering a multitude of costs, there may not be as many costs
subject to review in the rate case, making it less signiﬁcant to a regulator
than a case in which most costs are being analyzed and recovered in the
rate case itself.
2. Collection Mechanism. Integrally tied to the mechanism for recovering
revenues is how the utility will collect or refund the revenues. Options
that are available include recovery through a rate case or periodic
adjustments to rates through a surcharge mechanism. As can be seen
by the case studies, depending on the plan in place, some utilities have
very discreet requirements dictating the frequency of rate cases with
adjustments occurring in those cases or between those cases. Other
utilities have no requirements upon them with respect to the frequency of
rate case ﬁlings. This will be discussed in more detail below. What does
emerge from these case studies is that the discreet components or choices
in how to execute a revenue regulation plan are carefully interwoven to
create a holistic approach. Each component works with the other and the
value of this case study is in examining the different pathways that can be
chosen. As discussed previously, some of the commissions have authorized
revenue regulation to recover the revenue requirements in the last rate
case, whereas others have authorized adjustments to rates between rate
cases; this impacts the pathway that the adjustment mechanism takes.
3. Timing. How often should rates be adjusted to true up to the utility’s
revenue requirement. States have chosen different options ranging from
monthly to annually.
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4. Allocation of Revenue Regulation Revenue Surpluses or Deﬁcits.
There are a number of decision points regarding allocation. Should the
revenue regulation apply to all rate classes or just the smaller customers
whose usage per customer and load variations are not as dramatic as
those of larger-use customer classes? Should there be a different allocation
to each rate class or should the allocation of costs among the classes be
the same? Different mechanisms accomplish different goals. Some states
have allocated revenue regulation revenues based on the revenues lost by
customer class as a result of energy efﬁciency. This can sometimes be a
political decision to mitigate opposition to energy efﬁciency programs by
large customers. Other states recognize that the system savings resulting
from energy efﬁciency beneﬁt all customers, so that all customers should
pay equally.
5. Carrying Charges. Depending on the timing issue discussed previously,
regulators may want to consider carrying charges on any adjustments.
This should be symmetrical in its application, however, so that it applies
to surcharges and refunds. Consideration should be given for the basis of
the carrying charge rate, whether weighted average cost of capital, rate of
return, a risk-free rate, or some other mechanism should be adopted.
6. Rate Caps. In order to mitigate potential rate impacts, a regulator may
want to consider a cap on how much rates can go up when the revenue
regulation adjustment is made. This might be more critical if the regulator
is aware of other potential rate increases that will impact customers’ bills.
If a cap is used, the case in which the utility’s adjustment would exceed the
cap must be considered. Some regulators have opted to allow the utility to
carry over the excess unrecovered amount for a period of years, whereas
others do not. This allows the utility to recover those revenues in a
subsequent year when perhaps the adjustment is less. As a practical matter
however, adjustments of greater than three percent are less common, as
shall be discussed later.
7. Impact on At-Risk Consumers. Low-income and consumer advocates
have expressed concern about revenue regulation as a vehicle for annual
rate increases without the scrutiny of a general rate case, creating rate
increases for the low-use customers doing the most to constrain usage
and help achieve targeted energy savings. One proposal to address this
has been to impose any resulting surcharges only to above-average usage
customers, and any resulting credits only to below-average usage.56

56 Cavanagh and Howat. (2012, May 2). Finding common ground between consumer and
environmental advocates. Electricity Policy.
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Rate Case Requirement
Requirements as to the frequency of rate cases can be tied to the recovery
mechanism or to the entire regulatory framework for implementing revenue
regulation. In the cases studied, two of the utilities require periodic rate cases:
PG&E every three years and WPS every year. Two others, National Grid and
HECO, require annual mini rate cases, explained later, in which adjustments
are made, and two others, IPC and BGE, have no requirements for scheduled
rate cases. Nevertheless, if the concern is to ensure that the utility’s revenue
recovery meets its revenue requirements, some kind of periodic rate case
to examine costs is appropriate. Having periodic rate cases can provide a
measure of assurance to consumer advocates that the level at which the
revenues, and hence the rates, are set, is correct. One of the criticisms of
revenue regulation is in fact the lack of rate cases to produce a proper level of
conﬁdence in the allowed amounts. Multiple surcharges are usually additive
to existing rates, therefore not permitting an opportunity to reduce the base
rate for reductions in cost. Moreover, the infrequency in cases impedes the
examination of rate allocations as would occur through a cost of service study.
This is a particular issue where utilities are augmenting power supply
with purchased power from independent power producers, which is the
most common method for acquiring wind and solar production today. The
increased cost for purchased power may ﬂow through a fuel and purchased
power adjustment mechanism, while the (depreciating) investment in
conventional power plants remains static in base rates.
Both PG&E and WPS use a future test year that allows the utility to
project revenue requirements during the time period that the rates are to
be in effect. The beneﬁt to this is that it can help identify and account for
projected changes in costs over the timeframe between rate cases. However,
given that these costs are utility projections, most consumer advocates have
less conﬁdence in these numbers than they would using actual numbers
from a historical or only hybrid test year.57 When trying to garner support
for revenue regulation from more skeptical stakeholders, using a future test
year may not be helpful. Furthermore, in the case of WPS that has annual
rate cases, using a future test year becomes less justiﬁable, as revenues are
recalculated annually anyway.

57 The most common criticism of future test years is that utilities forecast costs under an
assumption that all authorized personnel positions will be ﬁlled, while in retrospect, any
large organization has some level of vacancy in its employee count. A historic test year
captures this effect fully.
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The absence of a rate case requirement can also cause consternation
among detractors of revenue regulation because of the belief that the utility
will be guaranteed its revenue requirements for as long as it is satisﬁed with
that level, irrespective of how well it manages. However, this is no different
from the status quo in traditional regulation in most places. The incentive to
manage well is always there with or without revenue regulation as it translates
into more proﬁt for the utility.
In the cases of HECO and National Grid, the mini rate cases serve two
purposes. In the one instance, it serves as a means to reconcile revenue
recovery with revenue requirements, and in the second instance, it provides
an opportunity to adjust rates in accordance with changes in costs. Speciﬁcally,
for National Grid, the revenue requirement is adjusted to reﬂect capital
expenditures. For HECO, revenues are adjusted to reﬂect changes in the cost of
service. In the two examples here, revenue regulation is wrapped in with other
adjustments as part of a mini adjustment. Given the structure for determining
revenue requirements, which accounts for changes in costs, including revenue
regulation within the mini rate cases is a workable option.
These examples highlight how rate cases can be used to adjust revenue
requirements either in a more controlled regulatory environment with
frequent rate cases or left to the utility’s discretion to decide when to adjust
costs. A set schedule of periodic rate cases, such as that used by PG&E,
may strike an appropriate balance for reviewing revenue requirements,
however, with the modiﬁcation of a partial historical partial forecasted test
year. Frequent rate cases can, depending on the resources of the regulator
and stakeholders, be too costly and time-intensive. When there are too many
rate cases, stakeholders and regulators may not be able to dedicate the level
of resources needed for any one proceeding and may be spread too thin.
Regular known rate cases at reasonable intervals may strike the best balance
of adequate review and adjustment of revenue requirements.

Collection Mechanism and Timing
The collection mechanism for the differential between actual and
authorized revenue requirements varies by utility as well. Both PG&E
and WPS do not have adjustment clauses or surcharges, but instead have
structured their revenue regulation plans to recover their costs in a rate case
with rates adjusted annually. Although PG&E has rate cases every three years,
the utility ﬁles its preliminary forecast every September 1 for the following
year, including adjustments for revenue regulation and other costs. This
practice promotes transparency, keeping all stakeholders aware of the current
situation of the utility. IPC, BGE, National Grid, and HECO use surcharges
on customer bills to collect or credit the difference between actual revenues
collected and the revenue requirement. Although the other three (IPC,
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Table 7

Rate Case Requirements
Paciﬁc Gas & Electric

Every three years; annual “attrition”
adjustments in between

Idaho Power Company

No requirement

Baltimore Gas & Electric

No requirement

Wisconsin Public Service
Corporation

Annual rate case

National Grid

Annual capital expenditure adjustment case

Hawaiian Electric Company Abbreviated annual rate case
National Grid, and HECO) calculate the rate adjustment annually, only BGE
does a more contemporaneous adjustment of one month. Certainly where
there are no regularly scheduled rate cases, using an adjustment mechanism
becomes more critical. PG&E has created a tracking mechanism known as
a balancing account that allows the utility to track the surpluses and deﬁcits
to help ensure accuracy at year end when rates are actually adjusted. The
creation of such monthly balancing accounts will make it easier at the end
of the year to track what happened each month and then determine the
adjustment for that year. It provides a more detailed trail for review and
analysis by stakeholders and regulators. However, other mechanisms that just
look at total revenues as compared to revenue requirements at the end of the
year can work as well.
Table 8

Rate Adjustments
Paciﬁc Gas & Electric

Base rates adjusted annually

Idaho Power Company

Annual adjustment through surcharge

Baltimore Gas & Electric

Monthly adjustment through surcharge

Wisconsin Public Service
Corporation

Annual adjustment through rate case

National Grid

Annual adjustment

Hawaiian Electric Company

Annual adjustment
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Table 9

Allocation of Surplus or Deﬁcit
Paciﬁc Gas & Electric

Allocated to all customers according to
business unit (e.g., electric distribution,
electric generation)

Idaho Power Company

Included in the annual adjustment
mechanism for each customer class

Baltimore Gas & Electric

Separate for each customer class

Wisconsin Public Service
Corporation

Allocated to all customers, except certain
tariffs (see above)

National Grid

Separate for each customer class

Hawaiian Electric Company

Separate for residential and commercial/
industrial

Allocation of Revenue Regulation Revenue
Surpluses or Deﬁcits
The allocation of revenue regulation revenue surpluses or deﬁcits should
be symmetrical so that overpayments are credited to customers just as
underpayments are paid by those same customers. The six utilities studied
follow that formula. The application of revenue regulation, however, varies
from utility to utility. BGE and IPC apply revenue regulation to the residential
and commercial classes, thereby excluding industrial customers. In contrast,
however, PG&E, WPS, National Grid, and HECO allocate revenue regulation
adjustments to all customer classes. In terms of how the costs are allocated,
IPC, BGE, WPS, National Grid, and HECO allocate costs differently among
the customer classes. PG&E, however, allocates costs uniformly among the
customers. Because PG&E has separated its business units, it also separately
calculates and allocates revenue regulation surpluses and deﬁcits among its
electric distribution, gas distribution, and electric generation businesses.
This illustrates that there are several ways to address revenues from revenue
regulation depending on the policy outcomes that are desired.

Carrying Charges
Carrying charges applied to uncollected or surplus revenues can be used
to account for the time value of money and the lost opportunity or value
to having those revenues in hand. PG&E and BGE do not accrue carrying
charges. On the other hand, IPC, WPS, National Grid, and HECO do. For
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Table 10

Carrying Charges
Paciﬁc Gas & Electric

None

Idaho Power Company

Yes

Baltimore Gas & Electric

None

Wisconsin Public Service Corporation

Yes, at the short-term debt rate

National Grid

Yes, at the customer deposit rate

Hawaiian Electric Company

Yes, at the customer deposit rate

BGE, given that the revenue regulation revenues are reconciled and recovered
monthly, it would make little sense to include a carrying cost. Where carrying
costs have been used, they have included in the cases of these utilities the
short-term debt rate or the customer deposit rate, which for one utility is six
percent and probably close to the short-term debt rate. Thus, the carrying
charge rates are appropriately at the lower end of the spectrum reﬂecting
their short-term nature. In the application of the carrying charge, symmetry
should be preserved by applying it to both deﬁcits and surpluses. Application
of carrying charges given the short period that costs are carried (one year) is
somewhat discretionary. Although it does more accurately account for costs,
it does add a modest level of complication in tracking costs.

Rate Caps and Collars
One of the ways to protect customers in the event of signiﬁcant
adjustments is to impose a rate cap (or collar) that limits the amount of
a rate increase (and decrease). Some customers are sensitive to changes
in foundational costs like utility bills and if costs are going to rise, they
beneﬁt from a pattern of steady modest increases rather than a large step
increase. Any structural increases in rates attributable to reductions in sales
or increases in costs recognized by the revenue regulation plan would be
eventually included in rates under any system. A cap reﬂects a controlled way
to manage customer expectations and customer impacts. Structural changes
can only be managed for a while until a complete rate case is needed to reset
all assumptions.
Typically, when a rate cap is imposed, if the formulaic increase exceeds the
cap or collar, the utility will be able to carry over any uncollected revenues
until the next rate adjustment. Two of the utilities studied, PG&E and HECO,
do not have rate caps. On the other hand, the other four utilities do include
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Table 11

Cap on Rate Adjustment
Paciﬁc Gas & Electric

No

Idaho Power Company

3% rate cap; excess carried over to next period

Baltimore Gas & Electric

10% rate cap; excess carried over to next
period

Wisconsin Public Service
Corporation

Cap of $14 million per year

National Grid

$170 million in CapEx

Hawaiian Electric Company No
rate caps in varying amounts. National Grid has a one-percent revenue
cap, whereas IPC and BGE have a one-percent and a ten-percent rate cap,
respectively. WPS, unlike the others, has a cap tied to the dollar amount
of $14 million as opposed to a percentage. Consistent with the goals of
revenue regulation, all of the utilities studied have a carryover provision that
is important for reducing the risk that the utility will not recover its revenue
requirements.
Note that National Grid differs from BGE and HECO in that its cap is
on revenues, whereas the other two utilities cap rates and rate impacts. A
revenue cap is more focused on ensuring minimal change to the revenue
requirements authorized by the commission. National Grid, as discussed
previously, allows for mini rate cases to adjust the revenue requirements.
Having the one-percent cap limits the amount of increase that can occur
through that process, requiring revenue changes that are greater to occur in a
full rate case. However, note also that some of the adjustments allowed in the
mini rate case have their own separate cap. The IPC rate cap is in line with
what many other utilities with caps have in place, which generally range from
one to three percent. The ten-percent rate cap in the BGE plan is reﬂective of
its monthly adjustment pattern. An annual adjustment allows more time to
smooth out peaks and valleys in revenues, whereas a monthly adjustment will
be inﬂuenced by more of the spikes (particularly weather-driven variation),
thus the need for a larger bandwidth for the carryover. Like a variable
energy rate or fuel adjustment clause that ﬂuctuates monthly, the monthly
adjustment introduces more volatility into the rates.
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Actual Historical Adjustments
For many ratepayer advocates there is a concern that some of the utility
management risk will be transferred to customers as a consequence of a
policy that seeks to ensure that the utility will be made whole. However, the
utility retains management risk and the requirement to demonstrate that it
has acted prudently. Thus the utility still has just as much of an incentive
to operate efﬁciently as it did without revenue regulation. If the utility can
lower its costs, it can still increase its proﬁts. Second, by designing rates
symmetrically such that under- and over-recoveries are reconciled, it provides
customers with an opportunity to obtain credits that under traditional
regulation would be retained by the utility. It has often been opined that
when there are large gaps in time between utility rate cases, it is because
the utility is over-earning and exceeding its revenue requirements. In those
instances, customers never get to examine what the utility is collecting, much
less receive a refund. Under revenue regulation, with its periodic adjustments
and scheduled general rate cases, the revenue requirements are examined and
refunds or credits allocated, such that customers have a better knowledge
base for understanding the utility’s earnings. And annual reconciliation of the
utility’s actual revenues versus authorized revenues provides consumers with
a tool to reign in excess revenue recovery beyond authorized amounts. Third,
the adjustments that do occur under revenue regulation are manageable and
frequently less than the adjustments customers are used to seeing on their
Figure 1
Total Utility Decoupling Adjustment Rate Impacts58
Other
250

Commercial
200

Residential/All
150

Refunds

Surcharges
100

50

Over -5 -4 to -5 -3 to -4 -2 to -3 -1 to -2

0 to -1

0 to 1

1 to 2

2 to 3

3 to 4

4 to 5

Over 5

Number of Decoupling Adjustments

300

Total

0

Percentage Rate Impacts
58 Morgan, P. (2012, December). Graceful Systems, LLC. A decade of decoupling for US energy
utilities: rate impacts, designs and observations. p5.
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bills for fuel or variable generation rates, or for the myriad of other surcharges
that can be tacked on to a customer’s bill, such as an infrastructure (smart
grid) surcharge, maintenance upgrade fee, regulatory asset charge, or system
beneﬁt charge.
As seen in Figure 1, the range of rate impacts cluster around plus or minus
two percent, but can at times exceed plus or minus ﬁve percent. The total of
surcharges has somewhat exceeded the total of credits.
As can be seen with the utilities studied above, the larger ﬂuctuations are
attributable to adjustment mechanisms that are reconciled more frequently,
such as monthly, as those are less able to smooth out anomalies as an annual
adjustment would do. From a dollar perspective, for the roughly 64 percent
of adjustments that fall within the plus or minus two-percent range, the
monthly bill impact is approximately $2.30 for average electric customers
and $1.40 for average gas customers.59
Of the six utilities studied, the ﬂuctuations in adjustment have for the
most part stayed within the one- to three-percent range as shown below.
• PG&E from 2005 to 2012 has had annual revenue regulation
adjustments ranging from −1.43 percent to 4.15 percent, with an
average adjustment of 1.97 percent.
• For IPC, the adjustments are separated between residential and
commercial customers. For residential customers, the annual
adjustments from 2007 through 2011 ranged from 0.77 percent to
2.58 percent for an average of 1.62 percent. As for the commercial
customers, the annual adjustments for that same period were higher,
ranging from 1.04 percent to 4.24 percent, with an average adjustment
of 2.52 percent.
• BGE has monthly adjustments that ranged from −1.853 percent
to 3.013 percent, with an average of 0.57 percent for residential
customers from March 2008 through August 2012. For General Service
Customers, the monthly adjustment ranged from −2.264 percent to
2.462 percent. The average adjustment was 1.308 percent.
• For WPS, the annual adjustments from 2009 through 2011 ranged
from −1.45 percent to 3.78 percent for residential and small
commercial, and from −3.14 percent to 8.99 percent for commercial.
Note that because of a $14 million per year cap, some of these
percentages were carried over. The average annual adjustment for
residential and small commercial and for commercial was 1.63 percent
and 2.15 percent, respectively, with carry-overs to subsequent years.

59 Id, p 3.
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• For Massachusetts Electric and Nantucket Electric, both of which
operate under National Grid, the annual revenue regulation adjustment
for all for 2011 and 2012 was −0.105 percent and 0.315 percent, for
an average revenue regulation adjustment over the two years of 0.105
percent.
• HECO, like National Grid, has one annual revenue regulation
mechanism for its customers, which resulted in adjustments in 2011
and 2012 of 0.63 percent and 1.07 percent, respectively, for an average
adjustment of 0.85 percent.
As can be gleaned from the above information, the range of average
adjustments for small use customers was a low of 0.105 percent for National
Grid to a high of 1.97 percent for PG&E. For larger use customers, the range
was a low of 0.105 percent for National Grid to a high of 2.52 percent for
IPC. This demonstrates that on average for these utilities with well-developed
and diversely designed revenue regulation proposals, their adjustments on
average stayed at or below approximately 2.5 percent.
One of the metrics for determining if a revenue regulation program is
working successfully that was discussed above was the impact on rates
of a revenue regulation mechanism. As can be seen by the analysis of the
adjustment levels for each of the utilities, they are within a reasonable range.

Complementary Policies
Although a revenue regulation mechanism does not need to be
accompanied by other policies, energy efﬁciency is frequently at the root
of the reason revenue regulation was proposed in the ﬁrst place. The states
examined in this paper have various obligations for energy efﬁciency
achievement placed upon their utilities. Only Idaho does not have an Energy
Efﬁciency Resource Standard, but energy efﬁciency objectives are developed
through an integrated resource plan process. Energy efﬁciency spending at
IPC has increased dramatically in recent years.60
In recognition of the fact that revenue regulation only removes the
disincentive to pursue energy efﬁciency, several states have instituted some
form of incentives to reward the desired outcome. This mechanism can not
only incentivize management to aggressively pursue energy efﬁciency, but
also make shareholders supportive in the face of lost investment opportunity.
Rate design can also play an important part in assisting the utility in
achieving favorable energy efﬁciency outcomes. Inclining block rates penalize
inefﬁcient use of electricity and shorten payback times from the customer
perspective. Because efﬁciency reduces consumption at the tail block rate,
60 Schultz, T. Energy Efﬁciency at Idaho Power. Available at: http://www.energy.idaho.gov/
energyalliance/d/ida_power.pdf
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Table 12

Complementary Policies for Energy Eﬃciency
Energy
Efﬁciency
Requirement

Incentive
Structure

Default
Residential
Rate Design

Performance
Incentives

Paciﬁc Gas
& Electric61

1% annually

Risk reward
incentive
mechanism

Inclining block

Reliability
reporting only

Idaho Power
Company62

IRP

No

Inclining block

None

Baltimore Gas
& Electric

10% by 2015

No

TOU, seasonal

Under
consideration

Wisconsin
Public Service
Corporation63

0.75%
annually

No

Flat

Reliability
reporting only

National Grid64

2.4% annually

5% of
program costs

Inclining block

Service quality
reward and
penalty

Hawaiian
Electric
Company65

Energy
efﬁciency can
satisfy portion
of RPS

Third-party
administrator
paid for
contract
performance

Inclining block

Under
consideration

the value of kWh savings is greater than with ﬂat rates. On the other side
of the spectrum, declining block rates, which have a reduced rate in the tail
block, do little to encourage conservation. In fact, they operate more like a
discounted bulk rate by reducing the average cost of a kWh in a customer’s
bill for the more kWh used.
Performance incentives or other ways to avoid destructive cost-cutting
in the name of creating margins that reduce service or reliability or lessen
customer value have been implemented only in Massachusetts of the six
61 Optional rate designs for PG&E include TOU and Peak Time Pricing.
62 IPC also has an optional TOU rate design.
63 Optional rate designs for this utility include TOU, Critical Peak Pricing, and Contract.
64 National Grid also offers optional TOU and ﬂat rate designs.
65 HECO also offers optional TOU and ﬂat rate designs.
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utilities illustrated here. Several other states have implemented various
schemes in reaction to perceived deﬁciencies in utility service.66 Performance
incentives are not unique to revenue regulation. Commissions wishing to
implement such a scheme can ﬁnd many models of incentive reward and
penalty mechanisms developed for other purposes.
Taken together, a suite of policy and program features can create an
atmosphere that is conducive to achievement of energy efﬁciency goals
within the utility and for the customers. By appropriate application of these
techniques, regulators, working with utilities and stakeholders, can remove
barriers and create an opportunity for energy efﬁciency to be fully integrated
into the utility supply option portfolio.
Table 13

Annual Incremental Energy Eﬃciency Savings as
Percentage of Retail Sales67
Highlighted cells are the year that utility started decoupling.
2004

2005

2006

2007

2008

2009

2010

Paciﬁc Gas &
Electric68

1.1%

1.6%

1.0%

2.1%

3.5%

2.0%

1.9%

Idaho Power
Company

0.1%

0.3%

0.5%

0.6%

1.0%

1.1%

1.3%

Baltimore Gas &
Electric

0.0%

0.0%

0.0%

0.0%

0.5%

0.6%

1.7%

Wisconsin
Public Service
Corporation69

0.3%

0.3%

0.3%

0.3%

0.9%

1.0%

0.9%

National Grid

1.1%

0.9%

1.2%

0.9%

0.5%

1.1%

1.36%

Hawaiian Electric
Company70

0.0%

0.5%

0.5%

0.4%

0.5%

1.2%
1.1%

66 See, e.g., Alexander, B. (1996, April). How to construct a service quality index in performancebased ratemaking. Electricity Policy.
67 EIA. Form EIA-861 data ﬁles. Available at: http://www.eia.gov/electricity/data/eia861/
68 PG&E began revenue regulation in 1974 and it was later suspended and recommenced in
2001.
69 WPS savings are represented by the statewide program savings from the Focus on Energy
program. WPS provided additional funds to Focus on Energy, starting in CY10, through their
territory-wide program activities.
70 In 2009, Hawaii Energy, a ratepayer-funded statewide energy efﬁciency provider, began
delivering services. Savings reported after 2009 represent savings achieved through the
programs of Hawaii Energy.
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Energy Eﬃciency Outcomes
Although revenue regulation itself does not create an incentive for a utility
to implement energy efﬁciency, it does address the issue of lost revenues
associated with energy efﬁciency and DG programs. Revenue regulation
should be combined with other mechanisms that require or incentivize
the implementation of energy efﬁciency by the utility or a third party. The
level of energy efﬁciency achieved can be one measure of the success of a
revenue regulation mechanism as implemented in a larger program designed
to achieve energy efﬁciency. Table 13 shows the incremental annual energy
efﬁciency savings reported by each utility, with the shaded box indicating
the year that the utility’s revenue regulation mechanism was implemented.
National Grid had achieved a high level of energy efﬁciency savings in the
years before it implemented revenue regulation.
This paper has not evaluated DG outcomes to correlate with revenue
regulation, as it is not perceived that states and utilities have made that
connection expressly in historical mechanisms. However, it is expected
that this connection will be made in future mechanisms, and furthermore
it is anticipated that follow on work to this paper will want to study that
connection between revenue regulation and DG performance.

Conclusions
An increasing number of states are looking to increase the rate of energy
efﬁciency investments for their long-run cost and risk advantages. The
beneﬁts of energy efﬁciency include not only its ability to reduce system costs
across the distribution, transmission, and generation functions, but also the
opportunity for customers to reduce their individual energy costs for their
own electric bills. Nevertheless, it is counterintuitive to encourage or order
a utility to sell less of its product. In order to encourage the proliferation of
energy efﬁciency programs as a solution that can contribute to this nation’s
energy needs, this tension between the goals of society versus the goals of the
utility needs to be addressed. Revenue regulation can be such a solution by
removing the link between sales and revenues.
There are many ways to implement revenue regulation and multiple
decision points that regulators must consider in designing a revenue regulation
mechanism. This paper focused on six utilities, each of which implemented
revenue regulation in different ways in accordance with the objectives of that
state. Different decision points discussed include:
• Should revenue regulation apply to all functions (generation,
transmission, and distribution), which sometimes depends on if the
utility is regulated or restructured?
• Should revenue regulation apply to all customer classes?
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• Should there be symmetry such that a reconciliation adjustment occurs
for both over- and under-recoveries of the revenue requirements?
• Should recovery of indicated surcharges be conditioned on acceptable
performance on customer service quality or energy efﬁciency goals?
• Should there be an attrition adjustment to account for other expenses,
or should the revenue regulation adjustment be limited to reconciling
existing revenue requirements?
• Should there be an inﬂation adjustment?
• To calculate the revenue requirements, should the current or accrual
method be used?
• Should the adjustments be made in rate cases or through a rider?
• How frequently should adjustments be made: monthly, annually, or
some other time period?
• Depending on the period of time between true up and recovery, should
there be carrying charges, and if so, how should they be calculated?
• Should there be a requirement authorizing the frequency of rate case?
• Should there be an annual cap on the amount of the adjustment, and
if so, should there be an opportunity to carry over any additional
amounts and for how many years?
• Should there be an adjustment to the cost of capital to reﬂect the
reduced risk?
Other considerations for regulators, whether or not they implement
revenue regulation, but certainly as part of a comprehensive package, are
other measures that can be put in place to encourage consumers and utilities
alike to actively participate in energy efﬁciency. For example, an inclining
block rate structure by virtue of its incentive to consume less pairs well
with an energy efﬁciency program, helps drive consumers to participate
in efﬁciency programs, and accelerates the payback of an energy efﬁciency
investment. By the same token, an incentive payment to the utility helps
provide its management with a good reason to excel and exceed targets for
energy efﬁciency programs.
A key point illustrated by the list of considerations above is that there
is not just one static way to design and implement revenue regulation, but
rather there are a variety of options for doing so. In this study, a diverse
group of utilities were reviewed. The differences among the utilities included
geographic diversity, vertically integrated and restructured utilities, different
levels of energy efﬁciency in place, and certainly differences in how the
revenue regulation mechanisms were implemented. No two utilities were
alike and no two utilities had the same revenue regulation mechanism. The
key is that revenue regulation should eliminate the throughput incentive,
but the means for accomplishing this goal can vary and be tailored to each
jurisdiction and each utility and still be successful.
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There are several considerations in the design of a revenue regulation
mechanism that can help ensure its successful adoption. To begin,
revenue regulation should be granted to utilities only as a precondition to
implementing comprehensive energy efﬁciency and/or DG policies. Unless
accompanied by a commitment to engage in providing least-cost resource
options that could impact sales, there is not really any good policy reason
for its adoption. All of the utilities studied are actively engaging in energy
efﬁciency. Furthermore, as a matter of fairness, the revenue regulation
mechanism should be symmetrical so that any revenues above those
authorized are refunded back to consumers. As Figure 1 demonstrates,
although there are more surcharges to customers, there is nevertheless a
healthy amount of credits back to consumers. This is the bargain. Barring
imprudence or other unforeseen circumstances, the utility receives its
authorized revenue requirements and nothing more or less under a simple
revenue regulation mechanism.
Rate design plays an important role in the effectiveness of energy efﬁciency
in concert with revenue regulation. A low customer charge is preferable
so that the customer can beneﬁt from real bill reductions tied to reduced
volumetric consumption. Reductions in consumption not only reduce bills
but also positively impact the payback period for investments in energy
efﬁcient appliances. Declining block rates in which the tail block rate is lower
than the ﬁrst tier also do not encourage conservation. Inclining block rates
that reward low usage in the ﬁrst block with a lower rate send the better price
signals. None of the six utilities studied had declining block residential rates.
They were inclining, ﬂat, and time-varying.
The revenue adjustment mechanism is also a critical decision point
in terms of whether a revenue per customer mechanism is adopted that
accounts for only the current revenue requirements or whether latitude is
given to include an inﬂation adjustment or other cost increases in the revenue
adjustment mechanism. Three of the utilities studied adopted this approach,
whereas another two used a hybrid approach. Finally, to reduce volatility, ﬁve
of the six utilities opted for annual rather than monthly adjustments, thereby
creating a level of rate stability that customers in general prefer.
Once the goals for revenue regulation are set by the regulators, the next
step is to design programs that will implement that goal. For energy efﬁciency
to be as successful as possible, regulators may want to adopt a complement
of other policies to accompany revenue regulation. These can include rate
designs that reward reduced use and conservation as well as incentive
payments to utilities that reward them for meeting or exceeding targets. Of
the six utilities studied, three have adopted some form of incentive. One
simple approach that was used in Washington was to link recovery of any
surcharges under the revenue regulation mechanism to achievement of energy
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efﬁciency targets.71
For the utilities examined above that have implemented revenue
regulation, the evidence demonstrates that revenue regulation as a strategy
and a mechanism to enable energy efﬁciency has been working well. The fact
that each revenue regulation mechanism varies from the next demonstrates
that there are many different paths that can be followed in implementing
revenue regulation based on the needs of the utility and its stakeholders in a
particular region. This study demonstrates that revenue regulation does work
and provides examples of how it can be implemented, each one different
and unique because of the number of decision points to be considered in
designing a revenue regulation mechanism.

71 Avista Utilities. (2009). Washington Utilities and Transportation Commission Docket UE090134.
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Appendix
Historic Rate Adjustments
Table 14

PG&E Revenue Regulation Rate Adjustments
1983 to 199372
Revenue Regulation
Adjustment as % of
Total Rates

Year

1983

2.3

1984

(3.4)

1985

(4.8)

1986

1.9

1987

2.1

1988

5.0

1989

(4.3)

1990

(5.4)

1991

3.9

1992

3.4

1993

0.0

72 Lesh, P. (2009, June 30). Rate impacts and key design elements of gas and electric utility decoupling.
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Table 15

PG&E Revenue Regulation Adjustments
2005 to 201273

Year

Delivery
Revenue
Requirement
($ millions)

Revenue
Regulation
Adjustment
($ millions)

% of
Delivery
Revenue

2005

8925

−127.73

−1.43%

2006

9933

224.6

2.26%

2007

10409

217.27

2.09%

2008

10261

40.32

0.39%

2009

11169

103.55

0.93%

2010

11224

465.56

4.15%

2011

10306

383.90

3.73%

2012

11032

403.04

3.65%

73 Morgan, P. (2012, November). A decade of decoupling for US energy utilities: rate impacts, designs,
and observations.
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Table 16

IPC Revenue Regulation Adjustments74
Idaho Power Company75
Adjustment
Rate

Retail
Rate

Revenue
Regulation
Adjustment %

2007
Residential
Commercial

−0.0457
−0.0457

5.90
4.28

−0.77%
−1.07%

2008
Residential
Commercial

0.0529
0.0529

6.70
5.10

0.90%
1.04%

2009
Residential
Commercial

0.1220
0.1535

7.70
6.03

1.58%
2.55%

2010
Residential
Commercial

0.1800
0.2273

7.85
6.13

2.29%
3.71%

2011
Residential
Commercial

0.2028
0.2597

7.85
6.13

2.58%
4.24%

74 Morgan, P. (2012, November). A decade of decoupling for US energy utilities: rate impacts, designs,
and observations.
75 All numbers provided by the utility.
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Figure 2

IPC Revenue Regulation Adjustments76
Residual Authorized FCA Amount ($Millions)

Residential FCA Balance and Use per Customer
$10M
Monthly Use Per Customer (kWh)
$8M
$6M
$4M
$2M
$0
-$2M
Residual Authorized FCA Amount ($)
-$4M
-$6M

2006

2007

2008

2009

2010

2011

76 Idaho Power Company. Case No. IPC-E-11-19- ﬁxed cost adjustment permanent
mechanism. Available at: http://www.puc.idaho.gov/internet/cases/elec/IPC/IPCE1119/
company/20120928COMPLIANCE%20FILING.PDF
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Table 17a

Baltimore Gas and Electric
BGE Monthly Revenue Regulation Adjustments, 2008 to 201277

2008

Adjustment
$/kWh

Retail
Rate
$/kWh

0.00172
0.00230

0.1477
0.1526

1.165%
1.507%

0.00016
0.00146

0.1477
0.1526

0.108%
0.957%

0.00066
0.00230

0.1477
0.1526

0.447%
1.507%

−0.00066
0.00230

0.1477
0.1526

−0.447%
1.507%

0.00158
0.00230

0.1477
0.1526

1.070%
1.507%

−0.00040
0.00214

0.1477
0.1526

−0.271%
1.402%

0.00237
0.00230

0.1477
0.1526

1.605%
1.507%

0.00237
0.00143

0.1477
0.1526

1.605%
0.937%

0.00237
0.00140

0.1477
0.1526

1.605%
0.917%

0.00445
0.00230

0.1477
0.1526

3.013%
1.507%

Adjustment
%

March

Residential
General Service
April

Residential
General Service
May

Residential
General Service
June

Residential
General Service
July

Residential
General Service
August

Residential
General Service
September

Residential
General Service
October

Residential
General Service
November

Residential
General Service
December

Residential
General Service

77 Morgan, P. (2012, November). A decade of decoupling for US energy utilities: rate impacts, designs,
and observations.
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Table 17b

Baltimore Gas and Electric
BGE Monthly Revenue Regulation Adjustments, 2008 to 201277
Retail Rate
$/kWh

Adjustment
%

2009

Adjustment
$/kWh

January
Residential
General Service

0.00035
−0.00073

0.1579
0.1346

0.222%
−0.542%

February
Residential
General Service

0.00025
0.00230

0.1579
0.1346

0.158%
1.709%

March
Residential
General Service

−0.00237
0.00230

0.1579
0.1346

−1.501%
1.709%

April
Residential
General Service

−0.00237
0.00230

0.1579
0.1346

−1.501%
1.709%

May
Residential
General Service

0.00234
0.00132

0.1579
0.1346

1.482%
0.981%

June
Residential
General Service

0.00237
0.00230

0.1579
0.1346

1.501%
1.709%

July
Residential
General Service

0.00237
0.00230

0.1579
0.1346

1.501%
1.709%

August
Residential
General Service

0.00237
0.00190

0.1579
0.1346

1.501%
1.412%

September
Residential
General Service

0.00237
0.00230

0.1579
0.1346

1.501%
1.709%

October
Residential
General Service

0.00237
0.00124

0.1579
0.1346

1.501%
0.921%

November
Residential
General Service

0.00237
0.00230

0.1579
0.1346

1.501%
1.709%

December
Residential
General Service

0.00156
0.00204

0.1579
0.1346

0.988%
1.516%
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Table 17c

Baltimore Gas and Electric
BGE Monthly Revenue Regulation Adjustments, 2008 to 201277
2010

Adjustment
$/kWh

Retail Rate
$/kWh

Adjustment
%

January
Residential
General Service

0.00203
0.00230

0.1465
0.1261

1.386%
1.824%

February
Residential
General Service

−0.00142
0.00230

0.1465
0.1261

−0.969%
1.824%

March
Residential
General Service

−0.00237
0.00230

0.1465
0.1261

−1.618%
1.824%

April
Residential
General Service

−0.00237
0.00230

0.1465
0.1261

−1.618%
1.824%

May
Residential
General Service

0.00192
0.00230

0.1465
0.1261

1.311%
1.824%

June
Residential
General Service

0.00191
0.00230

0.1465
0.1261

1.304%
1.824%

July
Residential
General Service

0.00095
0.00230

0.1465
0.1261

0.648%
1.824%

August
Residential
General Service

−0.00176
0.00224

0.1465
0.1261

−1.201%
1.776%

September
Residential
General Service

−0.00237
0.00116

0.1465
0.1261

−1.618%
0.920%

October
Residential
General Service

−0.00237
0.00081

0.1465
0.1261

−1.618%
0.642%

November
Residential
General Service

−0.00237
0.00098

0.1465
0.1261

−1.618%
0.777%

December
Residential
General Service

−0.00079
0.00229

0.1465
0.1261

−0.539%
1.816%
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Table 17d

Baltimore Gas and Electric
BGE Monthly Revenue Regulation Adjustments, 2008 to 201277
2011

Adjustment
$/kWh

Retail Rate
$/kWh

Adjustment
%

January
Residential
General Service

−0.00130
0.00230

0.1365
0.1156

−0.952%
1.990%

February
Residential
General Service

−0.00253
−0.00020

0.1365
0.1156

−1.853%
−0.173%

March
Residential
General Service

−0.00018
−0.00063

0.1365
0.1156

−0.132%
−0.545%

April
Residential
General Service

0.00110
−0.00262

0.1365
0.1156

0.806%
−2.266%

May
Residential
General Service

0.00010
−0.00160

0.1365
0.1156

0.073%
−1.384%

June
Residential
General Service

0.00226
0.00042

0.1365
0.1156

1.656%
0.363%

July
Residential
General Service

0.00253
0.00209

0.1365
0.1156

1.853%
1.808%

August
Residential
General Service

−0.00007
−0.00157

0.1365
0.1156

−0.051%
−1.358%

September
Residential
General Service

−0.00253
−0.00177

0.1365
0.1156

−1.853%
−1.531%

October
Residential
General Service

0.00228
0.00262

0.1365
0.1156

1.670%
2.266%

November
Residential
General Service

−0.00059
0.00262

0.1365
0.1156

−0.432%
2.266%

December
Residential
General Service

0.00071
0.00262

0.1365
0.1156

0.520%
2.266%
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Table 17e

Baltimore Gas and Electric
BGE Monthly Revenue Regulation Adjustments, 2008 to 201277
Adjustment
$/kWh

Retail Rate
$/kWh

Adjustment
%

January
Residential
General Service

0.00253
0.00262

0.1291
0.1064

1.960%
2.462%

February
Residential
General Service

0.00253
0.00262

0.1291
0.1064

1.960%
2.462%

March
Residential
General Service

0.00253
0.00262

0.1291
0.1064

1.960%
2.462%

April
Residential
General Service

0.00253
0.00262

0.1291
0.1064

1.960%
2.462%

May
Residential
General Service

0.00253
0.00262

0.1291
0.1064

1.960%
2.462%

June
Residential
General Service

0.00253
0.00262

0.1291
0.1064

1.960%
2.462%

July
Residential
General Service

0.00253
0.00262

0.1291
0.1064

1.960%
2.462%

August
Residential
General Service

0.00253
0.00160

0.1291
0.1064

1.960%
1.504%

2012
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Table 18

Wisconsin Public Service Corporation
Revenue Regulation Adjustments 2009 to 201178
Derived
Adjustment
$/kWh

Derived
Adjustment
Capped
$/kWh

Retail
Rate
$/kWh

2009
Residential/
Small Commercial
Commercial

0.0048705
0.0084951

0.00168154
0.00293293

0.1290
0.0945

3.78%
8.99%

1.30%
3.10%

2010
Residential/
Small Commercial
Commercial

0.0033043
0.0056630

0.00166936
0.00286103

0.1291
0.9460

2.56%
0.60%

1.29%
0.30%

2011
Residential/
Small Commercial
Commercial

(0.0018666)
(0.0032565)

$ (0.00163719)
$ (0.00285629)

0.1288
0.1037

−1.45%
−3.14%

−1.27%
−2.75%

Revenue
Revenue
Regulation Regulation
% Actual % Capped

78 Morgan, P. (2012, November). A decade of decoupling for US energy utilities: rate impacts, designs,
and observations.
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Table 19

National Grid
Revenue Regulation Adjustments, 2011-201279
Massachusetts Electric and Nantucket Electric
Revenue
Regulation
Adjustment
¢kWh

Retail
Rate
¢kWh

Revenue
Regulation
Adjustment
%

−0.015

14.29

−0.105%

0.044

13.96

0.315%

2011

All
2012

All
Table 20

Hawaiian Electric Company
Revenue
Regulation
Adjustment
¢kWh

Retail
Rate

Revenue
Regulation

2011

0.1995

31.49

0.63%

2012

0.3894

36.41

1.07%

“The 2011 adjustment took effect June 1 but was reduced to $0 on July 26, 2011
when the Commission granted HECO an interim rate increase of $53.2 million
in a 2011 test year general rate case. The 2012 Adjustment runs from June 1,
2012 through May 31, 2013. About 25% of the total relates to the portion of the
decoupling mechanism that updates O&M and rate base.” (Morgan, 2013)

79 Morgan, P. (2012, November). A decade of decoupling for US energy utilities: rate impacts, designs,
and observations.
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Additional Resources
Decoupling Design: Customizing Revenue Regulation
to Your State’s Priorities
http://www.raponline.org/knowledge-center/decoupling-designcustomizing-revenue-regulation-state-priorities
The history of U.S. states’ adoption of revenue regulation, or decoupling—the
separation of sales and revenues to mitigate the impact on utilities’ bottom
line of energy efﬁciency and distributed energy resources—demonstrates
that no two decoupling mechanisms are alike. Over the process of their
design, these mechanisms contain a number of decision points that address
policy and stakeholder priorities. From an overall perspective of the good of
the state, or from the distinct perspective of individual stakeholders, these
decisions will enhance the decoupling mechanism or make it less attractive.
This paper, the third in a trilogy of RAP papers on decoupling, examines
these decision points in detail. It considers the applicability of revenue
regulation by utility function, customer class, and included and excluded
costs; the frequency and timing of rate cases; the design of a revenue
adjustment mechanism; and issues such as rate design and bill simpliﬁcation.
It then lays out representative pathways for states considering a decoupling
mechanism.

Pricing Do’s and Don’ts: Designing Retail Rates
as if Eﬃciency Counts
http://www.raponline.org/knowledge-center/pricing-dos-and-dontsdesigning-retail-rates-as-if-eﬃciency-counts
Rate design is a crucial element of an overall regulatory strategy that fosters
energy efﬁciency and sends appropriate signals about efﬁcient system
investment and operations. Rate design is also fully under the control of
state regulators. Progressive rate design elements can guide consumers to
participate in energy efﬁciency programs and reduce peak demand, yet
relatively few utilities and commissions have implemented many of these
elements. This RAP paper identiﬁes some best practices. Because pricing
issues tie closely to utility growth incentives, we also address revenue
decoupling.
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A Decade of Decoupling for US Energy Utilities:
Rate Impacts, Designs and Observations
http://www.raponline.org/knowledge-center/a-decade-of-decouplingfor-us-energy-utilities-rate-impacts-designs-and-observations
This report, written by Pamela Morgan of Graceful Systems LLC, builds
on a 2009 report. Now covering 25 states, including 49 LDCs and 24
electric utilities, this report summarizes the decoupling mechanism designs
these utilities use and the rate adjustments they have made under those
mechanisms. In total, this report estimates the retail rate impacts of 1,244
decoupling mechanism adjustments since 2005.

The Role of Decoupling Where Energy Eﬃciency is
Required by Law
http://www.raponline.org/knowledge-center/the-role-of-decouplingwhere-energy-eﬃciency-is-required-by-law
This Issuesletter gives an overview of energy efﬁciency resource standards,
the need to decouple utility proﬁts from utility sales, and explains why
decoupling is needed even where a third party administers energy efﬁciency
programs.

Revenue Decoupling Standards and Criteria:
A Report to the Minnesota Public Utilities Commission
http://www.raponline.org/knowledge-center/revenue-decouplingstandards-and-criteria-a-report-to-the-minnesota-public-utilitiescommission
In 2007, the Minnesota legislature enacted a new statute, Section 216B.2412,
in which it deﬁned an alternative approach to utility regulation, decoupling,
and directed the Public Utilities Commission (PUC) to “establish criteria
and standards” by which decoupling could be adopted for the state’s rateregulated utilities.To fulﬁll its obligation to develop criteria and standards for
decoupling, the PUC sought the advice of the Regulatory Assistance Project
(RAP). This report is the output of that collaboration.
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Designing Distributed Generation Tariﬀs Well
http://www.raponline.org/knowledge-center/designing-distributedgeneration-tariﬀs-well
Improvements in distributed generation economics, increasing consumer
preference for clean, distributed energy resources, and a favorable policy
environment in many states have combined to produce signiﬁcant increases in
distributed generation adoption in the United States. Regulators are looking for
the well-designed tariff that compensates distributed generation adopters fairly
for the value they provide to the electric system, compensates the utility fairly
for the grid services it provides, and charges non-participating consumers fairly
for the value of the services they receive. This paper offers regulatory options
for dealing with distributed generation. The authors outline current tariffs and
ponder what regulators should consider as they weigh the beneﬁts, costs, and
net value to distributed generation adopters, non-adopters, the utility, and
society as a whole. The paper highlights the importance of deciding upon a
valuation methodology so that the presence or absence of cross-subsidies can
be determined. Finally, the paper offers rate design and ratemaking options for
regulators to consider, and includes recommendations for fairly implementing
tariffs and ratemaking treatments to promote the public interest and ensure fair
compensation.

Rate Design Where Advanced Metering Infrastructure
Has Not Been Fully Deployed
http://www.raponline.org/knowledge-center/rate-design-whereadvanced-metering-infrastructure-has-not-been-fully-deployed
This paper identiﬁes sound practices in rate design applied around the globe
using conventional metering technology. Rate design for most residential
and small commercial customers (mass market consumers) is most often
reﬂected in a simple monthly access charge and a per-kWh usage rate in one
or more blocks and one or more seasons. A central theme across the practices
highlighted in this paper is that of sending effective pricing signals through
the usage-sensitive components of rates in a way that reﬂects the character of
underlying long-run costs associated with production and usage. While new
technology is enabling innovations in rate design that carry some promise of
better capturing opportunities for more responsive load, the majority of the
world’s electricity usage is expected to remain under conventional pricing
at least through the end of the decade, and much longer in some areas.
Experience to date has shown that the traditional approaches to rate design
persist well after the enabling technology is in place that leads to change.
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Time-Varying and Dynamic Rate Design
http://www.raponline.org/knowledge-center/time-varying-anddynamic-rate-design
This report discusses important issues in the design and deployment of
time-varying rates. The term, time-varying rates, is used in this report as
encompassing traditional time-of-use rates (such as time-of-day rates and
seasonal rates) as well as newer dynamic pricing rates (such as critical
peak pricing and real time pricing). The discussion is primarily focused on
residential customers and small commercial customers who are collectively
referred to as the mass market. The report also summarizes international
experience with time-varying rate offerings.
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The Regulatory Assistance Project (RAP)® is an
independent, non-partisan, non-governmental organization
dedicated to accelerating the transition to a clean, reliable, and
efﬁcient energy future. We help energy and air quality regulators
and NGOs navigate the complexities of power sector policy,
regulation, and markets and develop innovative and practical
solutions designed to meet local conditions. We focus on the
world’s four largest power markets: China, Europe, India, and the
United States. Visit our website at www.raponline.org to learn
more about our work.
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50 State Street, Suite 3
Montpelier, Vermont 05602
802-223-8199
www.raponline.org
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[DATE]

[Name]

Fixed Price Option (FPO)

[Mailing_Address]

Service Address:

[City], [State] [Zip_Code]

[Full_Service_Address]
Account:
[Location_ID]-[CUSTNMBR]

Dear [Name]:
Each fall, Liberty offers you the opportunity to “lock in” the price per therm for the Gas Supply Charge
portion of your bills, from November 1 through April 30. If you are enrolled in this program, you will pay
one fixed price per therm for the Gas Supply Charge portion of your bill during this period, even if the
price of natural gas changes during the heating season.
Applications for the program must be returned on or before October 22, 2021. Energy prices – including
natural gas prices – remain volatile as in years past and Liberty expects many customers will consider
the Fixed Price Option (FPO) program. If you have multiple accounts, please return one form for each
service address and account number. This program is available to customers who are billed on Budget
Billing as well as those who are billed on a regular billing schedule.
Does the FPO represent the entire amount on my monthly gas bill?
No. Your monthly natural gas bill has two main components: (1) a Gas Delivery Charge and (2) a Gas
Supply Charge. The FPO is for the Gas Supply Charge. (The largest portion of your bill)
What is the “Fixed Price” for the 2021-2022 heating season?
The 2021-2022 FPO Gas Supply Charge that was submitted to the New Hampshire Public Utility
Commission for approval is $0.9256 per therm ($0.5091 per therm for customers on Fuel Assistance).
Approval of the rates is expected prior to November 1.
What will my Gas Supply Charge price be this winter if I don’t enroll in the FPO?
As of today’s date, we estimate that the Gas Supply Charge price for the winter will be approximately
$0.9056 per therm ($0.4981 per therm for customers on Fuel Assistance). This non-guaranteed price
may increase if the market price of natural gas increases during the winter or decrease if the market
price of natural gas decreases. Price fluctuations are market-driven, and it is difficult for Liberty to
predict what those market conditions or prices will be.
Are there any fees to sign up or minimum or maximum usage requirements?
No. There are no sign-up fees or minimum or maximum usage levels. However, the program is nontransferable, and customers must remain on the program through April 30, 2022. If you move to a new
location, the FPO rate will apply at your new location through April 30, 2022.
How do I sign up?
Fill out the attached coupon and return it in the enclosed envelope on or before October 22, 2021. You
will be notified whether or not you are enrolled in the FPO. Enrollment acceptance is based on a timely
response.
Sincerely,
Liberty

----

---

Please cut on the dotted line and return this coupon in the envelope provided.
---------------------

---

---

[Name]
[Service_Address]
YES, please sign me up to participate in the Fixed Price Option (FPO). This program locks in the Gas
Supply Charge price listed above for the heating season beginning November 1, 2021 and ending April
30, 2022.
If you would like to receive confirmation that you have been successfully enrolled in the FPO, please
provide us with your email address: _________________________________________________________________
Signature: ________________________________________________________ Date: ___________________________
PO Box 1380, Londonderry, NH 03053-1380
www.libertyenergyandwater.com
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty
DG 21-130
Winter 2021/2022 Cost of Gas and Summer 2022 Cost of Gas
Energy Technical Session Data Requests - Set 1
Date Request Received: 10/15/21
Request No. Energy TS 1-5

Date of Response: 10/21/21
Respondent: David Simek

REQUEST:
Reference: Liberty response to Energy DR Set 1, Petition filed September 1, 2021 and
attached 2019-2020 RDAF and 2020-2021 RDAF schedules
Please annotate the referenced schedules with citation to, and quotes from, the relevant tariff
language or COG Order(s)’ language authorizing these calculations. If the relevant figures are
not identified in a tariff, or a table marked as an exhibit at a COG hearing, or a COG Order,
please explain how the targets were calculated in the first instance and identify the Liberty
employees involved at that time. (please include timeframe)
Please If the refunds at issue, and method for calculating them, are not explicitly identified in a
tariff or table marked as an exhibit at a COG hearing, or a COG Order please explain how the
refunds were calculated in the first instance and identify the Liberty employees involved at that
time. (Please include timeframe).
RESPONSE:
Please refer to the Company’s responses to Energy TS 1-1 and Energy TS 1-2 for the requested
information.
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty
DG 21-130
Winter 2021/2022 Cost of Gas and Summer 2022 Cost of Gas
Energy Technical Session Data Requests - Set 1
Date Request Received: 10/15/21
Request No. Energy TS 1-6

Date of Response: 10/21/21
Respondent: David Simek

REQUEST:
Reference: Dkt. DG 20-105
If what Liberty describes as a decoupling “mismatch” from November 1, 2018 through October
20, 2020 had not occurred, does Liberty assert that the revenue requirement proposed in Dkt. DG
20-105 would have remained the same? Please explain why or why not.
RESPONSE:
Yes. It would have been the same. The computation of the Company’s cost of service and
associated revenue requirement is made separately from any consideration of the Revenue
Decoupling Mechanism.
In addition, in setting new distribution rates the calculations assumed that revenues would be
obtained by the Company to compensate for the discount provided to low-income customers on
the new rates. Put another way, implicit in the calculations is the assumption that no mismatch
subsequently takes place. See attachment RR-EN-2(R) of Simek/Sosnick rebuttal, Bates 024
(https://www.puc.nh.gov/Regulatory/Docketbk/2020/20-105/TESTIMONY/20-105_2021-0429_ENGI_ATT_REBUTTAL_TESTIMONY_SIMEK_SOSNICK.PDF), at Line 4, which shows
that the revenue requirement includes an assumption that Liberty would receive $2.0 million for
the provision of the low-income discount via the LDAC mechanism.
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty
DG 21-130
Winter 2021/2022 Cost of Gas and Summer 2022 Cost of Gas
Energy Technical Session Data Requests - Set 1
Date Request Received: 10/15/21
Request No. Energy TS 1-7

Date of Response: 10/21/21
Respondent: David Simek

REQUEST:
Liberty suggested the error lies in the tariff “as applied” not within the tariff itself. Please
identify all the Liberty individuals who “applied” the tariff which resulted in a mismatch.
RESPONSE:
In Docket No. DG 19-145, the Company proposed two alternatives to address the RLIAP
discount in the context of implementation of the Revenue Decoupling Mechanism. One method
followed the language of the Revenue Decoupling tariff and the RLIAP mechanism, but
developed the allowed revenue-pre-customer target for the R-4 rate class in a manner that
matched the basis for the allowed revenue targets (undiscounted) with actual revenue collections
(undiscounted), in alignment with the RLIAP revenues for each of the years in question.
The second method developed the allowed revenue-per-customer target for the R-4 rate class to
incorporate the low-income discount rate. This alternative method resulted in a mismatch
between the calculation of the R-4 allowed revenue target (discounted) and actual revenue
collections (undiscounted).
Following discussions in the docket between members of Liberty’s Finance and Regulatory
departments and Staff and OCA, the Company revised its initial filing to follow the second
method and the Commission approved that approach. As a result, the Company refunded $2
million to customers that should not have been refunded due to the underlying mismatch of the
calculated allowed revenue targets and actual revenue collections.
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty
DG 21-130
Winter 2021/2022 Cost of Gas and Summer 2022 Cost of Gas
Energy Technical Session Data Requests - Set 1
Date Request Received: 10/15/21
Request No. Energy TS 1-8

Date of Response: 10/21/21
Respondent: David Simek

REQUEST:
Reference: Liberty’s Objection to the OCA’s Motion in Limine
In paragraph 9 of its objection, Liberty asserts that the $ 4 million at issue “represent[s] a portion
of the annual revenue that the Commission authorized for recovery in 2019 and 2020.” Please
cite the specific language in the relevant Commission Cost of Gas Orders which support
Liberty’s assertion that the $ 4 million at issue was “authorized for recovery.” Please explain
why the relevant Cost of Gas Orders, and/or tariff language, as interpreted by Liberty, PUC
Staff, the OCA, and approved by the Commission, did not also request or approve the now
contested refund.
RESPONSE:
In Order No. 26,188, at 7 (Nov. 1, 2018, Docket No. DG 18-137), the Commission approved
LDAC rates that included a rate for the RLIAP for the upcoming 2018–2019 cost of gas year,
stating: “We also approve Liberty’s LDAC rates as presented in Updated Exhibit 4.” The
referenced updated Exhibit 4 included an RLIAP rate of $0.0130 per therm.
The calculation of that rate was presented in Updated Exhibit 6, which projected a collection of
$1,864,087 to recover the “Annual Subsidy” that the Company provides to low-income
customers through the RLIAP. Thus, Order No. 26,188 authorized the Company to collect
approximately $2 million over the course of 2018–2019 as reimbursement for the low-income
discount. This period, 2018–2019, was also the first year of decoupling.
Similarly, Order No. 26,306, at 7 (Oct. 31, 2019, Docket No. DG 19-145), approved LDAC rates
that included a rate for the RLIAP for the upcoming 2019–2020 cost of gas year, stating: “We
also approve the Company’s LDAC rates, including but not limited to the RDAF, as presented in
the initial filing and revised in the October 8 filing, as just and reasonable.”
Bates 130 of the Company’s original filing in that proceeding (this schedule did not change in
the October 8, 2019, revised filing) contains the calculation of the RLIAP charge of $0.0123.
Line 11 shows that the amount to be collected through the RLIAP rate includes $1,861,760 for
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the “Annual Subsidy” that the Company estimated it would provide in the upcoming year for
RLIAP customers.
In Order No. 26,306, however, the Company was also required to refund $1,932,224 to
customers through the RDAF from November 1, 2019, through October 31, 2020. In fact, this
amount of $1,932,224 represented the RLIAP discount collected from customers November 1,
2018, through October 31, 2019, which should have been retained by the Company.
The 2019 COG proceeding, conducted in Docket No. DG 19-145, was the first reconciliation
proceeding following implementation of the Revenue Decoupling Mechanism. The Commission
approved the Company’s revised filing with only limited discussion of the R-4 mismatch,
expressly acknowledging the Commission would revisit these issues after “further inquiry” as the
parties worked through the complexities of the Revenue Decoupling Mechanism. Specifically,
the Commission stated in the final order that, “[b]ecause actual costs and revenues are reconciled
every year, any adjustments needed as a result of further inquiry into the matters addressed in this
order, including final audits, can be made in Liberty-EnergyNorth’s COG filing for 2020–2021.”
Order No. 26,306 at 7 (Oct. 31, 2019).
With respect to the 2020 COG filing, the Commission approved the revised filing, including the
revised RDAF calculation, in Order No. 26,419 (Oct. 30, 2020), without substantive discussion of
the R-4 issue. Order No. 26,419 repeated that all components of a COG filing are reconciling and
thus can be adjusted in future proceedings to correct any earlier mistakes discovered after “further
inquiry,” stating “[b]ecause actual costs and revenues are reconciled every year, any adjustments
needed as a result of further inquiry into the matters addressed in this order, including final audits
and actual costs, can be made in Liberty EnergyNorth’s COG filing for 2021–2022.” Id. at 7.
As was the case with Order No. 26,188 issued on November 1, 2018, the Order issued in Docket
DG 19-145 (Order No. 26,306), dated October 31, 2019, authorized the Company to collect a
projected RLIAP discount of $2,307,356 from customers from November 1, 2019, through
October 31, 2020. However, due to the low-income tariff mismatch between the authorized
target revenues for the R-4 rate class and the actual revenues collected from the R-4 rate class, it
appeared to show that a refund was due to customers.
Order No. 26,419 in Docket DG 20-141, dated October 30, 2020, required the Company to
refund to customers through the RDAF the amount of $4,965,947, in the period November 1,
2020, through October 31, 2021. In fact, this refund included the amount of $2,092,605,
representing the RLIAP discount collected from customers November 1, 2019, through October
31, 2020, which should have been retained by the Company.
In both 2018–2019 and 2019–2020, the refunds to customers that the Company was directed to
make were improper ($1,932,224 and $2,092,605, respectively). Effectively, the Company was
providing the discount to low-income customers through the RLIAP portion of the LDAC, as
well as through the Revenue Decoupling Mechanism (due to the reduction of the RPC for the R4 rate class to account for the low-income discount rate). In the Settlement Agreement approved
by the Commission in Docket No. DG 20-105, this double discount was eliminated by a tariff
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change that all parties agreed to and that was approved by the Commission. Exhibit 49 in
Docket No. DG 20-105. 1
The answer to Energy’s request for the reasons that “the relevant Cost of Gas Orders, and/or
tariff language, as interpreted by Liberty, PUC Staff, the OCA, and approved by the
Commission, did not also request or approve the now contested refund” follows. In hindsight,
the Company applied the correct interpretation of the 2018 tariff language in one of the two
options posed in the 2019 COG filing, Docket No. DG 19-145 (i.e., fixing the mismatch between
R-4 allowed and actual revenue). This calculation had the Company retaining the approximate
$2 million at issue here for the 2019–2020 COG year. However, the Company and all others
were convinced by Staff to apply the other option that the Company described in its DG 19-145
filing, which called for the Company returning that $2 million At the time of the 2020 COG
filing, the parties were concurrently involved in the DG 20-105 rate case, in which the parties
were closely examining all aspects of the decoupling tariff, including the R-4 issue, to make sure
the mechanism worked properly. Indeed, the Commission ordered a careful review of
decoupling in the next rate case when it approved the mechanism in 2018. Order No. 26,122 at
46 (Apr. 27, 2018). One result of that review in the DG 20-105 rate case was the correction of
the R-4 mismatch at issue here.

See, Docket No. DG-20-105, Transcript dated July 13, 2021, at 134-135 ([Kreis] “As was established earlier,
we haven't really altered decoupling fundamentals, as they were previously approved by the Commission, but we have
managed to fix the decoupling mechanism, so that we think now that it operates correctly, in relation to the other
regulatory mechanisms that it operates alongside. So, you know, here we reset the Company's revenue requirement,
and we have the right mechanism in place now to assure that rates are adjusted so that there is a fair and symmetrical
process of accounting for changes in revenue that will benefit customers and benefit shareholders alike.”). See, also,
Transcript dated July 13, 2021, at 140 ([Dexter] “With respect to decoupling, I think this case has highlighted how
important decoupling is, how complicated it is, and I should say how important it is to understand it, and how
complicated it is.”)
1
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Date Request Received: 10/15/21
Request No. Energy TS 1-9

Date of Response: 10/21/21
Respondent: David Simek

REQUEST:
Reference: Bates 129 and 130 in Liberty’s September 1, 2021 filing (Schedule19).
Do either of these pages, as presented, reflect the proposed collection of prior decoupling refunds
resulting from alleged errors in prior refund amounts as set out on Bates 126, 128 and /or
131? Please explain why or why not.
RESPONSE:
No. As stated in the testimony at Bates 014–015:
Schedule 19 RDAF (Bates 130) shows the prior period difference (September 2020
through August 2021) between the proposed Actual Base Revenue per Customer
and the Benchmark Base Revenue per Customer calculation of a total undercollection of $2,426,364. Schedule 19 RDAF (Bates 129) also includes a
reconciliation of the amount of prior refunds (accumulated through October 2020
and refunded November 2020 through August 2021) of $969,938 remaining to be
refunded.
Bates 129 and 130, respectively, show the remaining refund from the September 2019 through
2020 decoupling year and the reconciliation of allowed and actual revenues over the September
2020 through August 2021 decoupling year. The decoupling refunds for prior years are separate
calculations shown on Bates 131.
Bates 126 is not relevant as it relates to the Rate Case Expense and Recoupment portion of the
LDAC.
Bates 128 of the original filing shows the prior years’ decoupling refunds on lines 4 through 6.
On Bates 128 of the updated filing submitted on October 19, 2021, those refunds were removed
from the RDAF calculation on line 7.
As discussed above, the prior years’ decoupling refunds due to the mismatch in methodology
between the allowed and actual revenues are shown on Bates 131.
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