Attachment B

On November 21, 2007, the Commission emailed the draft report to all stakeholders and invited comments and suggested edits by December 10, 2007.  The Commission received comments from three stakeholders.  We thank the stakeholders for their comments and have incorporated many of their suggestions in the text of the final report.   We have attached stakeholder comments in their entirety in this Attachment because (1) in early process discussions we indicated to stakeholders that we would do so and (2) we wanted to make sure the Committee had the opportunity to see the comments in their entirety.  We note, however, that some of the comments in this attachment include references to page and paragraph numbers from an earlier draft of the report.  In some instances, this makes it difficult to compare the comments with the final report.
Comments from Environment Northeast are included in the following email.  Comments from the Natural Resources Council and RAP are also included below.  

-----Original Message-----
From: Roger Koontz [mailto:rkoontz@env-ne.org] 
Sent: Tuesday, November 27, 2007 3:15 PM
To: 'Roger Koontz'; mstoddard@env-ne.org; 'Jeremy McDiarmid'; 'Derek K. Murrow'
Cc: dsosland@env-ne.org
Subject: RE: ME Draft Decoupling Report
The issues are discussed below:

Weather Normalization

This issue is frequently misunderstood and appears to be so in this draft.  The assumption is that if the utility eliminates its weather risk through decoupling, it is shifted to customers.  In fact, decoupling eliminates the weather risk for both parties because they have opposite risks.  Currently, customers will overpay distribution  costs in extreme weather conditions and utilities will undercollect in mild weather conditions.  Decoupling ensures that neither will happen.  The rates will change slightly due to the decoupling adjustment,  but costs will be stable.  CL&P devised a weather normalization mechanism for its rate case with a claim that it was taking the risk.  However, it actually exacerbates the variations in payments (even higher in extreme conditions and lower in mild conditions).  

The draft is correct about economic normalization.  I am not aware that it has even been attempted and it would be very complex and subject to gaming.  Not a good idea. 

Revenue per Customer

If you’re concerned about economic development, as most states are, and believe that utilities have much to do with it, the RPC approach is attractive.  Decoupling adjustments are based on whether revenues per customer are higher or lower than the allowed revenues per customer.  To the extent that customer numbers increase, utilities would see increased revenue and vice-versa.  It is important that the adjustment be uniform for all rate classes, based on cumulating the revenue impacts, because otherwise small classes (industrial in particular) could see wide swings from year to year.  We do not think this mechanism will account for all cost increases over time, but it would likely help to some degree.

Likely Impact

It should be noted that the likely impact on customers is much less than was seen in the early 1990s because of restructuring.  Presumably, in 1990, the rate base included  a large amount of fixed costs tied to investments in generating facilities.  Today, the portion of the bill that would be affected by decoupling is in the vicinity of 20%.

Projections in CT show that the impact will be less than 1 mil / kWh.  

History in Other States

Decoupling is much more critical if a state believes that ramping up DSM investments is an important thing to do.  If not, one can limp along as in the past.  If it is, one needs to have the incentives right so that the utilities can assist in the effort. 

CA is really the only state that has had decoupling over an extended period, beginning in about 1980 and continued to the present except for a brief period in the late 1990s when it restructured and the state took over the EE programs.  CA Commissioner Grueneich, who is the lead on efficiency programs, describes decoupling as one of the key policies contributing to the success of the recent ramp up towards “all cost effective efficiency”.  


Comments by the Natural Resources Council of Maine on the

DRAFT REPORT ON REVENUE DECOUPLING 

FOR TRANSMISSION AND DISTRIBUTION UTILITIES 

November 21, 2007

Maine Public Utilities Commission

Office of the Public Advocate

Office of Energy Independence and Security

Thank you for the opportunity to comment on this report, and for the chance to participate in the stakeholder process. We feel that, overall, the Agencies have done a fair job of presenting many of the issues related to decoupling. Below are several suggested edits to the report which will make it more accurate and balanced, in addition to comments on decoupling that can be attached to the report. If you have any questions, please contact me at 622-3101 or dylan@nrcm.org. 

I. Suggested edits to the draft report
· Page 6, ¶ 1: It is more accurate to say that the purpose of revenue decoupling is to remove the financial incentive for utilities to work against efficiency and conservation. As following paragraphs make clear, decoupling makes utilities neutral. To our knowledge, none of the stakeholders suggested that the utilities should now “engage in or promote energy efficiency”, so a disincentive to do so isn’t explicitly problematic.

· Furthermore, the purpose of decoupling is also to remove the incentive to oppose distributed (“onsite”) generation, such as combined heat-and-power or other applications. While the letter of inquiry from legislators did not specifically mention distributed generation, correcting the incentives in this area is also a fundamental purpose of decoupling which should be mentioned.

· Page 7, ¶ 4: Much has been made of the utility bill inserts promoting the use of air conditioners. In some venues it has become a matter of some amusement, but it indicates a flaw that goes beyond air conditioners. In fact, the utilities routinely insert many kinds of promotions. Businesses, for example, regularly receive promotions which link economic activity, productivity, public safety, and more to having greater outdoor and indoor lighting. 

· Page 8, ¶ 2: This discussion of risk-shifting is incomplete and potentially misleading. Absent decoupling, utilities may bear a greater share of the short-term risk from weather or the economy. However over the long term, ratepayers ultimately bear the costs of maintaining the integrity and economic viability of the lines and poles system, regardless of weather or economic activity. We believe it is misleading to simply state that decoupling shifts this risk from one group to the other. Decoupling “evens” out the risk from weather (and to some extent economic fluctuations) over time.

· Page 9, ¶ 1: We recommend striking the reference to promotion of economic activity—the utilities are not agents of economic development activity. They may claim to provide that benefit—it may even be true—but that seems immaterial.

· Furthermore, the discussion of utility incentives for self-generation is too one-sided. Despite the implication in the draft, rate mechanisms do not currently provide the utility with an incentive for helping customers make decisions based on “sound economic analysis”, much less what is in the best interest of the customer. Because utilities have an incentive to oppose actions which decrease sales, they have, and act on, an incentive to prevent self-generation activities of all kinds. The draft language suggests a presumption that the utility should play a role in keeping customers on the grid. (I have made comments on this subject in section II, but I still recommend that this section be edited further.)

· Page 10, ¶ 4: This would be an appropriate place to make it clear to legislators that, unlike the other New England states, the Commission has not undertaking a proceeding to give “serious consideration to the potential benefits” (p 14 of draft report) of decoupling. It would be unfortunate if the Committee gained the mistaken impression that the stakeholder process undertaken to-date (while perhaps entirely appropriate) could be equated with the level of inquiry occurring in the other states working on decoupling.

· Page 12, ¶ 1: We agree that Maine’s use of a non-utility efficiency provider distinguishes it from many of the states using or considering decoupling. However the most notable exception begs to be mentioned: Vermont has probably achieved the highest level of efficiency savings in the country, with the possible exception of California. 

II. General comments on decoupling, for attachment
The Natural Resources Council of Maine believes that decoupling is an essential component in a sound strategy for maximizing cost-effective energy efficiency and distributed generation in Maine. We acknowledge that decoupling alone can only make utilities neutral to these activities, however it remains a necessary foundation for the legislature’s energy policies. Without decoupling we believe the state is effectively handicapping itself as it devotes considerable resources to pursuing efficiency and renewable power. This is especially true when we consider the magnitude of investment at stake—millions, perhaps billions of dollars —for efficiency and for traditional utility infrastructure. We acknowledge that decoupling can be complex but we are confident that Maine’s Public Utilities Commission can handle it. The time has come for Maine should start this process.

1) There are too many ratepayer dollars at stake to ignore decoupling. The agency report implies that decoupling may not be worthwhile because it only makes utilities neutral, and that Maine’s method of delivering efficiency lessens the potential benefits compared to other states. Maine spends more than $15 million per year to increase investments in efficiency. Given recent mandates to pursue all cost-effective efficiency, that will probably increase. In addition, starting in 2008-2009, Maine will start spending tens of millions of dollars per year on efficiency through RGGI. Given all of this investment, can Maine afford to have utility incentives in place that work against these investments?

In 2008, the utilities are likely to propose what could be a billion dollars of ratepayer money going towards transmission infrastructure. Maybe we need that investment, we don’t yet know. The question is, Can Maine afford to have any utility incentives that work against efficiency or distributed generation? Will current policies lead to the most appropriate level of investment?

2) Decoupling will also smooth investment in and distributed generation like combined heat-and-power and small renewables. The emphasis of this report is on efficiency and conservation disincentives. However another significant consideration should be the current financial incentive for the utilities to oppose on-site generation, even if it is cleaner, more efficient and more economical for the consumer. In some cases the utilities will go to considerable lengths to erect barriers to this kind of generation. Yet numerous policies enacted by the legislature, tax incentives for small renewable systems, support efficient distributed generation. Under the current rate regime, the utilities play the role of reverse gate-keeper for the grid, with an incentive to ensure that as many customers as possible are as reliant on the grid as they can be. In turn the drive to make the grid as reliable as possible can sometimes consumes us (and our resources). While it will take many years to find the right balance, we believe that a large increase in the distributed use of efficient, renewable power could play a significant role in improving Maine’s energy future.

As the legislature works to develop policies in the areas of net-metering, CHP, etc, it can and should examine the economic and environmental public benefit of distributed generation. Until we pursue decoupling, the utilities will have a financial incentive to participate in those deliberations in a way that may be contrary to that public benefit.

3) Decoupling is part of a strategy that requires multiple policies. If we step back from the complexity of decoupling as a rate mechanism and consider the direction Maine is going, we hope that we are on a path towards far greater energy efficiency. We do not believe that we will reach that objective unless we systematically adopt a variety of policies and programs with that common purpose. In some cases, the legislature applies basic standards—e.g. for appliances or buildings—in others it uses taxes and other incentives to induce outcomes that benefit the public. Decoupling is one of those policies that lie as a foundation for all other efforts in electrical efficiency. 

NRCM is not submitting detailed comments on the mechanism of decoupling because neither the legislature nor the Commission have initiated a proceeding to rigorously determine the best way to undertake decoupling. We recognize that doing so would take time. We will gladly participate more deeply and provide more detailed recommendations if either body does decide to pursue decoupling.
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The Regulatory Assistance Project

13 December 2007

Mr. Chris Simpson

Maine Public Utilities Commission

242 State Street, 18 State House Station

Augusta, Maine  04333-0018

Re: Draft Decoupling Report

Dear Chris,

I’m writing to offer comments on the initial draft of the Report on Revenue Decoupling for Transmission and Distribution, issued last month by the Commission, the Office of the Public Advocate, and the Office of Energy Independence and Security.  I apologize for missing the 10 December deadline, and I’m aware that this tardiness may mean that my feedback will not inform the final report.

Overall, the draft report does a good job of describing revenue decoupling, its basic mechanics, and a number of its pros and cons.  There are several points, however, that I believe deserve fuller treatment.  I will address them by section and page number.

III. Description of Revenue Decoupling
Page 6, first paragraph.  The paragraph opens with the statement “Revenue decoupling is a form of utility ratemaking in which the corporate earnings of a utility are made independent of its level of sales.”  This is true, but it may be misleading in that, to some, it will connote that decoupling guarantees a specified level of earnings.  It is important to make clear that, under decoupling, only revenues are specified and that earnings will be more or less than allowed, depending on the utility’s managerial and operational performance.  By focusing on revenues rather than earnings, decoupling assures that the utility retains a strong incentive to manage its costs and improve its productivity.  This point, which is later made in footnote 9, could easily be added to the second paragraph on the page.

Page 7, first paragraph.  “Expended” in the third line should presumably be “expanded.”

IV. Attributes of Revenue Decoupling
Page 8, first and second paragraph.  In the first paragraph, this statement is made: “Revenue decoupling results in utilities being financially neutral to the impact on sales levels (either sales decreases or increases) from any cause, most notably economic conditions and the weather.”  It is followed in the second paragraph with “Thus, revenue decoupling has the effect of shifting the risks of economic cycles and weather fluctuations from utilities to ratepayers.”  The first statement is correct, but the second does not logically follow from it.  Decoupling will alter the risk profiles of both customers and utilities, but in ways that, in the long run, are better for both.

Let’s consider first how weather risk is allocated under traditional regulation. Rates are set on the basis of a weather-normalized test year, but the actual bills customers pay and revenues utilities receive are a function of the actual, weather-affected sales.  If the summer is cooler than expected and the winter warmer, the customers’ bills and the utility’s revenues will be less than they would have been in a weather-normal year—and thus customers will be better off and the utility worse off than had been expected.  The opposite will be true if the summer is hotter and the winter colder than normal.  In both cases, however, the weather risk is shared by the utility and its customers: when, as a consequence of weather, the customers spend more money the utility makes more, and vice versa.

Under decoupling, rates are, as in traditional regulation, set on a weather-normalized test-year basis, but that test year is also used to determine the actual level of revenues that the utility will be allowed to keep, regardless of actual sales levels.  If the weather is normal and sales are as expected (setting aside for this exercise other influences on sales), no adjustments (surcharges or credits) to rates will be needed in order to reconcile allowed revenues with actual.  If sales are less than expected because of a cool summer or warm winter, customers’ bills will be lower than expected, but the shortfall will be made up in a later period.  If the summer is warmer or the winter colder than normal, customers’ bills will be higher than expected and they will be credited for their overpayments in the later period.  In this sense, they still bear a weather risk—there are upsides and downsides—but the distribution of its effects is the reverse of that under traditional regulation. Under traditional regulation, a hot summer means higher customer bills than in a weather-normal year, whereas under decoupling their bills will always be those that they would pay in a weather-normal year—that is, in a hot summer, they will be lower than otherwise.  The converse will be true if the summer is cooler than normal.  Customers have acquired no new risk; simply the manner in which it is borne has changed.

But, in addition, we expect decoupling to reduce customers’ weather risk because, by restricting revenue collections to weather-normalized sales, the utility’s weather-related risk has been eliminated—it neither gains or loses as a consequence of actual weather—and this decrease in its overall business risk will be reflected in a lower overall cost of capital (either through reduced equity costs or a more highly-leveraged capital structure).  This can be emphasized in other words: the utility’s weather risk has not been shifted to customers but erased altogether.

The effect of decoupling on the manner in which the risks of changes in the economy are borne by companies and customers can be described in similar terms.  In the end, regulation is aimed at giving utilities a reasonable opportunity to recover their prudent, just, and reasonable costs of service, including a fair return on capital—no more nor less.  These costs must, in the long run, be covered, regardless of the weather and the state of the economy, if the essential service upon which the society depends is to be provided. Decoupling does a better job of this—of linking revenue collection to the revenue requirement—than does traditional (price-based) ratemaking.

Page 8, third paragraph.  Decoupling, like any approach to ratemaking, requires regulatory care and vigilance.  The rate volatility described in this paragraph should, if the decoupling mechanism is well-designed, be no greater than that in traditional regulation.
  Insofar as adjustments are made to rates more frequently under decoupling than under traditional ratemaking, the rates can be said to be more volatile: but this volatility is offset by what should be the small magnitude of the changes (which are as likely to be credits as surcharges) and by what in the longer run should be more stable and predictable annual bills. The monthly rate adjustments under Baltimore Gas & Electric’s decoupling program are typically small fractions of a percent—impacts that are hardly noticeable in relation to monthly changes in usage and commodity prices.

As for the mechanics of weather-normalization alluded to in this paragraph, we understand this to mean that only a weather-normalized revenue requirement should be collected from customers. As should be plain from the earlier discussion, we concur.  Actual revenues should be reconciled with allowed (weather-normalized) revenues and the necessary adjustments made.
Pages 8 and 9.  The discussion beginning at the bottom of page eight and carrying over to nine is, at its core, a discourse on the effect of reductions in sales on average prices.  This problem, if it is a problem at all, is a feature of both decoupling and traditional regulation.  It is not exacerbated by decoupling.  However, to the extent that decoupling makes it easier for the state to invest in cost-effective energy efficiency, then rates will increase more than they would have otherwise, all else being equal.  But all else is rarely equal, and higher demands for electricity will require greater investment in supply, which too will have impacts on rates.  But cost-effective energy efficiency by definition will reduce bills by a greater amount than rates will increase, and customers will be better off.

I hope these thoughts are helpful.  Thank you for giving me the opportunity to share them and to participate in the September stakeholder meeting.

Sincerely,

Frederick Weston

Director
� The concern with volatility in rates is often conflated with worries about rate increases.  A decoupled utility should be no more prone to rate increases than a traditionally regulated utility.
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