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PROCEEDTIUNGS

MS. WEBB: GCood morning. If everyone will please
take your seats, we will go ahead and get started.

All right. Good morning, everyone. Welcome and
thank you for being here. I'm Karen Webb with staff.

Mr. Weston, are you available over the telephone?

MR. WESTON: I am.

MS. WEBB: Great. We can hear you. Can you hear us
adequately?

MR. WESTON: I can hear you perfectly.

MS. WEBB: Great. Thank you for being here. We hope
to have a productive day of information gathering for our
report and recommendatiocns to the Governor and Legislature,
which is due by January 1lst of '089.

A few points before we get started. We ask that all
attendees sign the sheet at the back of the room so that we can
add your name to our contact list when we distribute
information about future workshops and any data form reguests,
anything to do with renewable activities. A copy of today's
agenda and the slide presentations are available in the front
of the room over on that side, 1f you would like to pick up a
copy. Today's workshop is being recorded for transcription, so
we ask that every speaker come to a microphone and please
identify vourself before speaking each time.

Now I will hand it over to Jennifer Brubaker for
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reading of the notice.

MS. BRUBAKER: Thank you. Pursuant to notice, this
time and place has been set aside for the purpose of conducting
a workshop on utility revenue decoupling. The purpose of the
workshop is set forth more fully in the notice.

MS. WEBB: GCreat. At this time we will begin our
presentations by the interested parties beginning with Mr. Rick
Weston who represents the regulatory assistance project. Mr.
Weston, we are ready whenever you are.

MR. WESTON: Great. Well, thank you very much and
thank vou all for allowing me to participate by telephone. I
am assuming you all have copies or can see my presentation. If
it's up on the board somewhere, that is terrific. If you have
all got copies, it's great. It's a 23-slide presentation. I
am only going to go through the first 13 or so slides. The
remaining ten are for further discussion and for your review as
you wish. And certainly I will answer any questions about it
at the appropriate time.

I assume I've got about 15 minutes. I'll try to go
pretty quickly through this just to lay out‘some of the basic
concepts and thoughts that we have. And, once again, thank you
for having me here.

On the first slide, the second slide, I guess, just a
quick note about who we are. We're a nonprofit organization.

We are former utility regulators from three states, Vermont,
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New Mexico, and Maine. We are funded by philanthropic
organizations, the U.S. Department of Energy, and EPA, and some
international agencies, including the World Bank to provide,
generally free of charge, policy and technical assistance to
government officials on energy and environmental issues having
to do primarily with the gas and electric sectors.

Let me start with the third slide. All incentives --
all regulation is incentive regulation. The point I want to
make here is that the trick about regulation is understanding
what the incentives are and how they effect utility and
customer behavior. So traditional regulation as we know it
provides incentives for certain kinds of behavior, and
alternative regulation does, and that is what we want to talk
about today.

Slide four, traditional regulatory methods provide
strong disincentives for customer-sited resources. Under
traditional regulation, utility revenues and profits are linked
to unit sales, kWs, kWhs, therms in the gas industry. The
point being that regulation as we traditionally do it is a
price setting exercise. A utility comes in for a rate increase
or a rate decrease and in the end prices are set based on a
revenue requirement, but that's all that happens. Just how
much a utility earns in the way of revenues -- collects in the
way of revenues depends upon sales under traditional

regulation. And naturally any loss of sales due to reductions
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in energy usage, whether as a consequence of energy efficiency,
other customer-sited resources, or weather, or economic changes
will have a direct impact on the utility's bottom line, and
this is true under, you know, all circumstances. That effect
can be quite powerful.

One bullet I skipped over quickly and I want to go
back to is while revenues and profits are linked to unit sales,
in the short run a utility's marginal costs are only vaguely
related to the demand for gas or electricity, and I'll come
back to this point.

The next slide. How powerful is the effect? In
vertically integrated utilities reduce sales are in part --
reduced sales revenues are, in part, offset by avoided
commodity costs, and so the relevant impacts to the bottom line
are smaller than they are to pipes and wires-only companies,
distribution-only companies, or certaihly just the distribution
portion of the utility's cost of service. Reduced sales
revenues are offset by virtually no, in the short run, or
minimal avoided T&D costs.

In this decade decoupling, revenue decoupling has
been applied to the base noncommodity costs in gas and
electricity, i.e., the wires or pipes portion of the business.
In many states, and I assume as well in Florida, I should know
this, forgive me for not, there are purchased fuel and

purchased power adjustment clauses, pass-throughs as we might
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refer to them, and they are typically nct a part cof the
decoupling mechanism.

I just wanted to give you an idea of what the impact
of changes in sales can be on the bottom line of the
distribution-only portion of a utility's cost of service. On
slide six, the assumptions for a sample distribution utility,
these numbers were -- they are, in fact, sort of generic
numbers, but they were based on a small east coast utility. So
they are generally okay, but we have sort of, you know, rounded
them off to make things a little bit simpler.

The number I want to focus on is that number in red,
the $9.9 million of pretax equity return that this cost of
service assumes. If the utility is -- once rates are set, and
the utility spends the money and receives the revenues that the
rate case revenue requirement calculation -- I shouldn't say
predicts, but assumes, then $9.9 million would go into -- you
know, would go to the sharehcolders in the form of return on
equity.

On the next slide, I want to show how changes in
sales can effect the earnings, and we have tax adjusted for
these. If everything goes as -- not predicted, but as assumed,
there would be an 11 percent return on equity. That is that
center line in the gray with the 9.9 million. But what we see
is with changes in sales, and what we have got here is one

percent change up to five percent in both directions, you see
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that the impact on the bottom line is far greater than the
percentage impact on sales. Costs don't change, so whatever
impact there is goes virtually straight to the bottom line. A
one percent change in sales has an 11 percent, nearly

12 percent impact on earnings for the company. So an increase
in sales is very good for the company and a decrease is very
bad. This is a very powerful impact, and we have seen around
the country that it does affect how utilities feel about energy
efficiency programs whether delivered by the utility, or by
third-party administration, or by customers themselves.

Slide eight, least cost service should be the most
profitable. This incentive, this revenue profit incentive that
is associated with sales we refer to as the throughput
incentive. Under traditional regulation, as we have discussed,
prices are set and revenues are a function of actual sales. So
the utility has a strong incentive to assure that throughput is
sufficient to meet its financial and business responsibilities.
So the argument is that this incentive, this natural incentive
that the utility has as a consequence of traditional regulation
is at odds with public policy to supply electric power services
at the lowest total cost to society over the long-run. It
inhibits the company from supporting investment in and use of
least cost energy resources even when they are the most
efficient resources that should be procured and used. AaAnd it

encourages the company to promote incremental sales even when
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they are wasteful from a societal or perhaps customer
perspective.

Ratemaking policy should align the utility's profit
motives with the public policy goals that the state adopts, and
if acquiring all cost-effective resocurces whether supply or
demand is one of those policies, then it behooves policymakers
to think about alternative approaches to regulation.

Slide nine. A new regulatory model, revenue sales
decoupling. I'm sure you are all familiar with it, but let me
just go through it in its basic forms. It breaks the
mathematical link between sales volumes and revenues, and
ultimately between sales volumes and profits. But we are
talking about revenues. It makes revenue levels immune to
changes in sales volumes, and fundamentally it is a matter of
enabling the recovery -- I am reading the slide here, but I do
want to emphasize this -- enabling the recovery of the
utility's prudently incurred fixed costs.

Now, I call them fixed here, although in the long-run
no costs are fixed. But in the short-run, the wires cost, the
investment cost in wires and transformer and trucks and
buildings and so on sure do looked fixed to a utility. So here
what we are talking about is enabling recovery of the utility's
prudently incurred fixed costs, the used and useful costs,
including the return on investment in a way that doesn't create

perverse incentives for unwanted actions and cutcomes. So two
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10

objectives: To protect the utility from the financial harm
assoclated with least cost actions, in this case energy
efficiency and other customer cited resources, and to remove
the utility's incentive to increase profits by increasing
sales. If in the long-run there are significant environmental
and other consequences to the, you know, growing use of
electricity, we want to think about how to use electricity more
efficiently, then the utility's incentive to increase profits
by increasing sales 1s, in fact, a barrier to some public
policies that you may be considering.

So decoupling revenues rather than earnings directly,

and I alluded to this point a moment ago, preserves the
utility's incentive to improve its operational and managerial
efficiency. We want the utility to continue to operate
efficiently, to make more money by being more efficient, and
that's why we talk about decoupling revenues rather than
earnings.

And it is a revenue issue, it is not a pricing issue.
It is not intended to decouple customer bills from consumption.
Unit based, i.e., per kWwh per kW pricing approaches are still
appropriate because they send the appropriate economic signals
to customers with respect to thelr consumption decisions.

Okay. The essential concept. This is slide ten of
revenue decoupling. Basic, I refer to it here as basic revenue

sales decoupling. The utility's revenue requirement is
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determined through a traditional rate case and prices are set.
But that revenue requirement now becomes an allowed revenue
"requirement, and that is the amount of money that the utility

will be allowed to keep. If the utility collects more than the

revenue requirement, that difference will be returned to
customers in some fashion, generally through a credit on bills.
If the utility collects less than the revenue
requirement, then that difference will be collected from
customers through a surcharge. This can be done on a monthly
basis, a quarterly basis, on a yearly basis, although you want
to think about what the potential lag, the effects of the
longer lag times could have on both customers and the utility.
But the idea is that the utility is, in effect, put on a
budget. Here is the amount of money in a year that the utility

will need to provide service. Let's make sure that the utility

cellects that amount of money, no more, no less. Okay. That
is the essential concept.

Prices. You still set prices the same way. but now
you are making adjustments on a periodic basis to assure that
the revenue levels are where they should be. And those
adjustments should be both -- I mean, sitting here today we
would say that the distribution curve on those adjustments is a

normal distribution curve. Some will be up and some will be

down, and indeed we have seen with a number of utilities,

including Baltimore Gas and Electric, just that. That company
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makes its adjustments on a monthly basis., and they are, you
know, small decimal points with respect to rates, and they are
both up and down from month-to-month, but very small.

I want to define several terms just for the purposes
of making sure when we want to differentiate between different
kinds of approaches to decoupling that we are using the same
vocabulary. Full decoupling -- such as is in place in
Baltimore and with Pepco in Maryland, and in Delaware, as well,
and several other states, California, for example -- full
decoupling means that any variation in sales due to
conservation, energy efficiency, weather, the economic cycle,
or any other causes will result in an adjustment, or some
people use the expression true-up of collected utility revenues
with allowed revenues. That is to say that the cause of the
change in sales, the difference in sales between what we had
expected and what actually happens will result in an
adjustment. In other words, everything, every impact upon
sales is, in fact, decoupled from the utility's revenues.

Partial decoupling, the'way I use the term, refers to
any variation in sales due to conservation, weather, economic
cycle, or other causes results in a partial true-up of utility
revenues. This is the case with at least one utility in the
Pacific northwest. The true-up is not a 100 percent true-up.
There is a 90 percent true-up. This is the example here which

means that the utility still has some interest in sales to
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assure its profitability. As I say, at least one utility is
under a partial decoupling regime. We can talk later about the
virtues and vices of that.

Then there is limited decoupling in which only
specified causes or variation result in rate adjustments. One
might be, A, for example, only variations due to weather are
subject to the true-up. B, could be -- an alternative is all
other factors, the economy, end use efficiency, except weather
are included in the true-up. 2and then, C, of course, could be
some combination of the above.

For a number of gas companies around the country,
limited decoupling in the form of Subsection A is already in
place. That the weather variations are already accounted for,
and for gas utilities those tend to be the lion's share of the
variations in sales so they are already forms of limited
decoupling before regulators even have begun to deal with the
issue of energy efficiency. So those are the three
differentiations I would make for the purposes of discussion
today.

I just want to finish with one final point. I
alluded to it earlier, and this has to do with what the
underlying cost drivers are for the utility. What drives a
utility's costs? I make the point in the first bullet that
regulations should more directly link a utility's remuneration

with the cost that it actually faces. Well, what drives its
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costs? In the long-run, of course, it's demand for electricity
or gas service is the primary driver, you know, whatever
gervice it is that it is providing. That, of course, makes
intuitive sense and it doesn't really need to be said.

But in the short-run, the rate case horizon from one
to three to say five vyears, costs are driving by other factors

themselves. And I alluded to this when I said for a T&D, a

|wires-only company, there is little in the way of a marginal

cost with an incremental delivery of a kilowatt hour. But what
drives its costs? We have seen through some of our work that
utility costs tend to vary more directly with the numbers of
customers than they do with sales. Or where customer growth
has been relatively flat, say in Massachusetts, for example,
with the need to replace aging and depreciated assets. That is
the case for National Grid, for example, where they feel that
the real driver of their costs has just been -- you know, it is
the old plant. They are replacing old plant. Thelr sales are
increasing very, very slowly and the number of customers,
numbers of customers are really not changing very much. And we
see that this is particularly true of unbundled distribution
service where, as I said before, the marginal costs of delivery
are, you know, virtually nil.

So the question then is, or the answer to the
question, you know, how does this effect the design of a

decoupling mechanism, so that one of the guestions I would put
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to you 1s you want to consider, you know, what's driving a
utility's costs, what is the best way to regulate that utility
to assure its financial viability and to align its interests
with the public policy goals that you feel are most important,
and then how does that new regulatory regime effect the
financial and business risks of the utility and how should you
account for those changes.

I have not included in my discussion a review of how
risk might change under a revenue decoupling mechanism, but I
would point you to some work that we and others have done on
this, and I'll get to that in just a moment.

And the final slide here is -- it's a little out of
date. It is a year out of date. I need to update this -- it
gives you an idea of what states have been looking at gas and
electric decoupling around the states. The dark blue is where
gas decoupling has been adopted, the striped blue is where it
is pending or was pending a vear ago, and with the
cross-hatched red you see where electric decoupling has been
adopted or it's pending. I will update this. In Maryland it
is no longer pending but, in fact, adopted. The same with
Delaware. The District of Columbia is still looking at it.
They have got some unique legal issues that they have to work
through, as well.

I'll finish with that. The appendix to my talk goes

into more detail on the mechanics of decoupling. If we have
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time later I'm happy to work through those. At the end of the
presentation on Slide 23, there are some publications I would
point you to. The one at the top is called revenue decoupling
standards and criteria, a report to the Minnesota Public
Utilities Commission. You know, in the interest of shameless

self-promotion, forgive me, I would strongly urge you to take a

look at that.

We were brought into Minnesota this winter and spring
to work through a lengthy stakehcolder process on decoupling,
and I think that the report that we produced, about 40 or
50 pages, does a very good job of identifying the issues and
addressing the key issues in decoupling. 2And I think, you
know, provides a good primer on the subject. So I highly
recommend that you look at that, and I even think you would

find it useful for the purposes of your report that's due in

January.

So with that, I'll stop. I think I took more than my
allotted 15 minutes. I do appreciate it. 2aAnd I will be
on-line throughout the day and excited about hearing the
discussion, and I hope I can contribute more. Thank you very

much.

MS. WEBB: Thank you very much, Mr. Weston. Because
of the difficulties with keeping someone on the phone all day
long, if anyone had any questions they would like to pose to

Mr. Weston at this time, we would be happy to let you take a
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microphone and ask them.

All right. Seeing none, we will continue on to our
next presenter. Mr. Luis Martinez from the Natural Resource
Defense Council.

MR. MARTINEZ: Can you hear me better now? Good.

My name is Luls Martinez. I am an attorney with the
Natural Resources Defense Council. We are an environmental
not-for-profit group. We work on all environmental issues, but
I primarily work on climate and energy, energy policy in
|general. I work on energy efficiency, renewable energy
programs. And today I'm going to talk a little bit about
decoupling.

And just a couple of key messages. The idea is why
am I here talking about decoupling when what I really work on
is energy efficiency is mostly because we found that through
the decades that we have done thils, not me perscnally,
obviously, but my colleagues, once utilities are decoupled and
Ithere is not a strong disincentive to lose sales, they can
become very, very powerful allies in implementing energy
efficiency programs or in not standing in the way of
demand-side management of state energy codes, of you name it,
efficiency measures in general. So it has become a very
important part of our efficiency work to make sure that the

utilities do not have this strong disincentive towards losing

sales,
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General key messages are that the potential for
energy efficiency is enormous. The reason for energy
efficiency is because it is cheaper than new supply. It is
usually and many times it's cheaper than existing cost of
energy. So moving forward, a good way to achieve reductions in
your energy consumption is by implementing energy efficiency
measures either in your home or as a state.

We believe utilities need to play a significant role
in the scale of energy efficiency, and I'm going to point you
to a slide in a second, but we believe it is the most essential
step in moving towards a future where we address global
warming, where we address C02Z2 emissions. It's the most
cost-effective, certainly, and we believe it is the most
important first step we can take. It makes sense whether you
agree with global warming or not. It's just cost-effective.

It makes no sense not to do so.

But there are problems with the way policies are
structured currently. A generic global warming slide on why
I'm personally working on energy efficiency and why I'm
actually talking about decoupling. This is a slide from our
McKinsey study that looked at the cost of addressing global
warming. Going to 2030. If you look at the slide on the left
slidé, anything that is under that horizontal line is stuff
that has a negative cost. In other words, it is cost-effective

to do so. Most of those measures, and those are all measures
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to reduce C02 emission, most of those measures on the left-hand
side of this slide are energy efficiency measures compared to
the measures on the right-hand side of the slide which have
more to do with capturing carbon, nuclear, renewable energy.
One key take-away point from this is that the measures on the
left-hand side of the slide compensate for the cost of the
measures on the right-hand side of the slide. Meaning if we
address all cost-effective energy efficiency, if we do all of
these efficiency measures, the things that we need to do on the
right-hand side of the slide actually don't have a societal
cost.

So energy efficiency. We have seen that 1t can be
done. It can be done effectively. The curve on the bottom is
what California has managed to do, which is basically to hold
their demand flat for about, I don't know, I would say 20 or
30 years by implementing very strong energy efficiency
measures. And because of that they have become kind of the
model for cother states to follow and could potentially be a
reason why we are here.

This is a look at 2005 residential bills. Obviously
this is not locking at rates. Rates in California are more
expensive than rates in, say, Florida, but bills tend to be
lower and there is a reason for that and the reason is energy
efficiency. While on rates you might be paving for energy

efficiency, when vou look at customer bills, they are actually
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lower because they don't need as many units of electricity,

natural gas, you name it.

Aand states have begun o announce energy efficiency
targets. For example, in New York we are working on an energy
efficiency portfolio standard that is designed to reduce 15
percent from projected consumption by the year 2015. 1In New
Jersey that is 20 percent of projected energy consumption by
the vear 2020. cCalifornia has had a longstanding policy of
acquiring all cost-effective energy efficiency. They actually
have a loading order for their utilities, meaning energy
efficiency first, renewable second, new supply last, as the
last option. And other states have plenty of these in all
variations.

And this is actually an updated slide of what Rick
had just mentioned. These are the states that are doing
decoupling, and why they are doing decoupling. We believe it
has everything to do with efficiency, but the states that have
moved on this are solid blue or the checkered red, and where it
is pending are just the stripes. So there is a large number of

states that are considering it, that have done it, and there is

|good experience on decoupling policies.

As Rick said, all regulation is incentive regulation
and the trick is figuring out what you are incentivizing, what

you are telling your utility to do. And the point that I am

going to try to make is we should try to set the incentives
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right. We should try to have our utilities work to reduce the
cost of ratepayers, to provide reliable cost-effective
hopefully as least environmentally damaging service as
possible., And that is what I just mentioned so I can run over
that.

Energy efficiency. Why do it? It is very
cost-effective, but there is market barriers. Things like
split incentives where you pay for the electricity, you pay for
the gas, but you don't pay for the appliances, or yvou can't buy
or change your appliances. You are living in a rental space or
you didn't build your building, so when you acguired it you
|didn't put in the highest efficient windows, you didn't put in
the maximum amount of insulation. And generally when you are
going to do that, customers, you know, you go to Home Depot,
you go wherever and you want to see how fast you are going to
recover any additional expense. Most customers like to make
sure that any additional expense that they invest in energy
efficiency, even if it is cost-effective in, you know, five
yvears, ten years, they want a payback in under three years, so
that is where we need to come in and help customers make that
decision, make the right decision. Utilities have a very gcod
position to help them do that.

However, traditional regulation, like Rick said, it

sets prices. You tell the utility this is your revenue

requirement, after you agree on that, and then you divide it by
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a forecasted kilowatt hours, and that's your rate. And
basically if a utility is -- the utility's performance is then
couched on how well they can manage their costs and electricity
sales. They have got to hit that birdie to recover their fixed
costs and to make a return on investment, to make some profits,
the allowed profits. So obviously they want to make sure they
hit it. They try to overshoot it as much as possible, because
everything above that birdie is just basically profits.

and it is very, very financially painful if they
don't meet it, so obviously there is a strong, strong incentive
to increase sales, even when i1t is not, say, more economically
wasteful from the ratepayers' perspective, because there is
cheaper things to do and a very strong incentive to protect
against sales reductions whether it comes from demand from
customer-side renewables, whether it comes from customer-side
energy efficiency, yvou name it.

So traditional regulation. To sum up, recovery of
fixed costs 1is uncertain. You have got to make sure you hit
your electricity sales. It discourages support for energy
efficiency. You don't want to reduce sales, because you have
to make sure you recover your fixed costs, at least, and then
the profit; and it rewards sales, because the more you sell the
more you earrm.

So what is the idea behind decoupling? We want to

align your consumer and your shareholder interests. The idea
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is to make sure that ratepayers and utilities are on the same
side of acquiring. You want reliable service, you want clean
service, but you want the least-cost service, and often least
cost means reducing sales.

Promoting investment in energy efficiency. You also
want to assure your recovery of your agreed revenues so that
the utility can have -- you know, you get their good rating,
they get the return for their shareholders, they are

financially viable, and ultimately you can reduce prices by

reducing demand, prices overall for gas or for electricity.
So what does decoupling do? It severs the link

between profits and sales. As Rick described, this can be

done -- decoupling in states has been done in various different
ways, but the idea is modest true-ups either up or down. If
you sold more than it was agreed upon, you return scme ¢f that
money. If you are under, we'll give you some of that money to
make up for it. So it assures the recovery of their fixed
costs and it removes the disgincentive to decreasing sales or

the incentive to increase sales. And ultimately yvou also want

to reward safe reliable service, customer service, so all of
those are performance based metrics that you can reward and
they are customizable.

Again, some of these are repetitions, but in the
simplest form you insulate a utility from deviation in sales.

So you have got your revenue requirement, vyour forecasted
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sales, and you can do monthly true-ups, guarterly true-ups,
yvearly true-ups with a mind that some of these things can
accumulate. If wyvou are coming consistently under your
forecasted sales, the true-up, the surcharge is going to be
larger so you want to do it frequently. The other way around,
as well. If a utility is continually overselling, they are
going to have to return a lot of that back, so you want to do
it as fregquently as possible,.

And there's common variations to this. You can
adjust for weather, you can adjust for economic growth, you can
do what is called a revenue per customer method, where you
adjust your -- basically, you adjust your revenue requirement
based on how many new customers come into the system. And, you
know, we can talk about that in the afternoon. It gets a
little more complicated.

But ultimately you just remove the digsincentive to
energy efficiency and then you can get -- you know, there is
support for energy efficiency standards for state building |
codes, for behind-the-meter generation, your photovoltaics,
your you-name-it, for rate designs that reduce consumption, for
utility demand-side management, and even for third-party
demand-side management. And utilities in California are
fantastic advocates for energy efficiency. You know, they have
structured their payment of their employees based on how much

savings they can get for their customers, and they have got a
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wealth of knowledge that is unbelievable, which is a lot
different to the utilities that, you know, we are used to
dealing -- and I work out of the New York office, so, for
example, out of our New York office where it's kind of a
different culture. Ultimately, they are getting there and they
are now being decoupled, and I think they are going to start
having a much larger interest on energy efficiency and hiring
energy efficiency experts, and moving in that direction. But
right now that's not part of their business, it is not what
they think about, it is not ultimately what they care about.
And I guess my last point is that decoupling does
sever the link between sales and revenue. It removes that
disincentive towards reducing sales, or that strong incentive
to push as many sales as possible. But it won't give you an
incentive to have the utility actually go out and acquire
energy efficiency and procure energy efficiency. So, you know,
whenever we are talking about decoupling, and ultimately that
is what I am here about, it is about energy efficiency. You
need to pair that with either a requirement that the utility go
out and acquire a certain amount of energy efficiency per year,
or every three years, and, you know, we have encouraged -- and
in California and in New York we are considering giving the
utility an actual financial incentive. There is an amount of
efficiency that you need to acquire every year, and if you are

at that amount or above it, we wlll give you some sort of -- a
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shared savings of that. So it gives them a financial incentive
to go out and acguire efficiency, and that's the way it is
structured in California. That is probably the way we are
moving in New York and New Jersey, and in a lot of the cases
that we are working on. Aand that is the end of my

presentation. Thank you.

MS. WEBB: Thank you very much, Mr. Martinez.

At this time we would like to welcome Susan Clark,
representing Florida Power and Light, Gulf Power, Progress
Energy Fleorida, and Tampa Electric Company.

MS. CLARK: Thanks so much. I do not have any slides
for you all today. I'm just going to make some brief comments
on behalf of the clients that Karen has mentiocned. Just by way
of identifying myself, I'm Susan Clark. I'm with the law firm
of Radey, Thomas, Yon and Clark.

The issues I want to touch on today are sort of

recapping of the successes that Florida has had with respect to

energy efficiency, cover why we think that at this pocint
decoupling is not needed, also go over some of what we think
are the unintended conseguences by decoupling, and also in
answer to a gquestion from staff, what Florida's experience with
decoupling has been.

While we do recognize that decoupling can play a
constructive role for scome utilities, such as natural gas

utilities and in other jurisdictions, it is our position that
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at this time decoupling is not needed for Florida electric
utilities. The current statutory framework coupled with the
active oversight of this Commission has resulted in the
achievement of some very aggressive energy efficiency and DSM
goals. Additionally, measures to manage demand are a major
part of the annual planning process and the first resources the
utilities look to in meeting a growing demand. By any
standard, the achievements in Florida have been significant.

Looking at the report the Commission just issued, the
2008 report on FEECA activities, the Commission found that
utility sponsored demand-side management programs have reduced
summer peak demand by an estimated 5,685 megawatts, winter peak
demand by 6,100 megawatts, and the annual energy savings for
2007 were estimated to be over 7,000 gigawatt hours. These
demand savings have deferred the need for over 30 typical
150-megawatt combustion turbines, and they provide enough
capacity to serve approximately 1.6 million households.

It's significant, I think, that in 2005 Florida's
achievements resulted in the state being ranked second among
all states in the implementation of demand response and energy
efficiency programs. And Florida has been consistent in its
pursuit of energy efficiency, which is not true of other states
or the nation as a whole.

The statistics show that in 1990 and the early 2000s,

the spending nationwide on demand management fell by about
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53 percent. And in the 1998 to 2003 time frame, Florida‘'s
spending on demand management was about 19 percent of the
nationwide spending and we have been more efficient in the
spending of our dollars to achieve energy efficiency. Florida
pays about $9.50 per megawatt hour of efficiency achieved
compared to the national average of $21.30. This has saved
Floridians close to $300 million in program costs. I would
point out these statistics are not new. You probably heard
them from John Masiello when the Commission had a workshop
about six months ago, and he provided greater detail on these

statistics.

Having said that, that FEECA has been a success and
continues to be a success, we do recognize that increasing fuel
costs and concerns about global warming may require additional
energy efficiency and demand programs that may not meet today's
traditional financial tests. In that case there are other
incentives and approaches that we believe could work well. A
number of the mechanisms are currently in some stage of
development or implementation in other states, and we would
recommend Florida look at those and see what might be employed
in Flerida without negating a regulatory system that has worked
well for customers.

The two presenters ahead of me did describe what
decoupling is and it i1s to decouple utility profits from sales

in an effort to remove a disincentive for engaging in greater
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conservation. And we recognize that this 1s a potential
disincentive. Reduced sales can adversely effect the ability
of the utility to recover prudently incurred costs and a
properly structured decoupling mechanism could facilitate
recovery of these fixed costs. Nevertheless, given the
regulatory structure we have in Florida, we don't think
decoupling is needed or desirable to achieve greater energy
efficiency and conservation.

I think you heard from the two presenters earlier

that they recognize that decoupling in and of itself will not

result in more efficiency. I did read the RAP report to the
Minnesota Commission, and in that report they did state, "By
itself, however, decoupling does not provide the utility with a
positive incentive to invest in energy efficiency and other
customer-sited resources." And I think Mr. Martinez touched on
that in his presentation just before mine.

Also, a NARUC study in 2007 was in agreement with
this. Whether decoupling will in itself result in increased
efficiency is still a subject of debate, and that study went on
to say there are no major studies that have been conducted that
link decoupling directly to energy efficiency. So we don't see
that decoupling in itself provides the answer, and I think it
is important to keep in mind that there may be unintended

consequences to decoupling. And I have just listed some of the

more significant ones that we see.
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As indicated by Mr. Weston, decoupling reverts back
to a regulatory model that employs an ongoing system of
frequent and highly administrative rate reviews with the
inevitable focus on such things as return on equity, which
would detract from the objective of maximizing energy

efficiency results. We also think it can lead to customer

{confusion. It gives the impression to customers that they are

being charged for unused energy, which is the antithesis of
conservation.

Customer confusion and increased complaints can
result in greater administrative costs both to the utility and
to the Commission, énd it could create a disincentive to
customers to employ conservation. And I think it's very
important to keep in mind that these measures will not be
implemented by customers without their willingness to do so.
S0 they have to see an incentive and they shouldn't be
disincented to employ these conservation measures.

Another disinceﬁtive or unintended consequence that
we see is it could make the multiyear rate settlements that we
have seen in Florida less feasible. Florida's experience with
these settlements has been posgitive and they have been
beneficial to customers in the form of refunds and lower rates.
The multiyear settlement agreements encourage cost reductions

by the utility because they have the opportunity to retain some

WOf these cost savings as earnings. These arrangements would be
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inconsistent with the comprehensive decoupling mechanism that
fixes the revenue level.

We also see increased rate volatility. Rates would
tend to increase when the economy is weak and sales are down,
and decrease -- did I say that right, increase? They will
increase when the economy is weak and sales are down and
decrease when the economy is strong and sales are up. These
price fluctuations can send the wrong signals to customers and

encourage inefficient use of resources.

We also see the potential for cost shifting among
customers. To the extent there is an aggressive pursuit of
conservation programs that result in significant revenue loss,
conservation activities of the utility could benefit the
customers who participate, but not those who don't participate.

And, finally, there could be reduced incentive for
cost control by the utility. Decoupling keeps the utilities’
revenue neutral despite demand and weather fluctuaticns and

possibly economic conditionsg, and the utilities will have

reduced incentive for keeping those costs as low as possible.

I found it interesting that Mr. Weston talked about
this new regulatory idea of decoupling. I would suggest to you
it is not new. It has been around for at least 15 years and
probably closer to a decade. And, in fact, as most of you
know, or maybe some of you know, Florida did try decoupling

back in the mid-90s. That decoupling was done by Florida Power
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Corporation. They had entered a stipulation with LEAF, the
Legal Environmental Assistance Foundation, and they instituted
a revenue decoupling starting in 1995 and it lasted

three vears.

I have that order number. I would imagine the staff
has it, but I can provide it to you in post-workshop comments.
And it lays out the issues that were part of that docket,
including how to address changes in economic conditions, how to
address weather, and how to judge success, and that order does
lay them out.

At any rate, that experiment went on for three years.
During the last year, the underrecovery amounted to
$22 million, or $1.30 per thousand kilowatt hours. What the
Commission decided to do, as proposed by the utility, was to
stretch out that underrecovery for two years, so it amounted to
68 cents over a two-year period. And I think it was done
through either the environmental cost-recovery clause or the
fuel clause. It escapes me right now.

At any rate, after the experiment ended, the company
did not request its renewal and the Commission did not require
it. And as I reviewed the subsequent higtory, I didn't see
anywhere that anyone had reguested it be continued.

The large true-ups that resulted, the difficulty in
showing a definitive link between revenue decoupling and

"increased conservation, and the high regulatory costs of
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administering the mechanism all contributed to its demise. And
we don't think at this point that there are things that exist
today that would make it any better in terms of trying a
decoupling experiment now.

I think it is also important to point out where we
are in setting new goals. The Commission has already begun the
process of setting new goals for conservation. The working
group of utilities and interested parties has been formed to
determine the technical potential for energy efficiency and
DSM, and it's my understanding that in addition to determining
that technical potential, they will determine which measures
should be evaluated, what their demand in energy impacts are,
and what the costs to implement them will be.

We believe these are the foundations for the
subsequent steps of determining, first, how much DSM is truly
llachievable for each utility, and, second, the appropriate
financial incentives to achieve those results. Over the next
several months this process will provide the opportunity for
the Commission to ensure that all appropriate measures are
ltaddressed on a going-forward basis. This process has worked
very well in the past, and I think there is no reason to
believe it won't work well this time.

And if you also look at the recently passed
legislation, there are additional tools, I think, that will

help make this process an even better process in terms of
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promoting the most cost-effective energy efficiency and
demand-side management that is appropriate for Floridians. The
recently passed legislation gives the Commission the authority
to add programs to the ones the utilities have suggested, and
it provides specific authority to provide financial rewards for
achievement of goals and penalties for nonachievement.

Let me conclude by just leaving you with three points
on this issue. The first of which I have touched on, and that
is the suggestion that because decoupling has worked in some
jurisdictions and for some utilities does not make it right for
all jurisdictions and all utilities. And as I read the
literature, no advocate for decoupling has described it as
being critical to encouraging more energy efficiency or
conservation. Seccnd, there is no compelling need for
decoupling in Florida at this time for the purpose of prometing
energy efficiency. 2and, finally, the fact that Florida has
been and continues to be a leader in energy efficiency and DSM
suggests that the Florida model has worked well. Additional
tools made available under the new legislation will enhance the
ability of this Commission to promote energy efficiency and to
ensure that Florida remains a leader.

That concludes what I have to say.

MS. WEBB: Thank yvou, Mrs. Clark.

At this time we would like to welcome Mr. John

McWhirter, who will be presenting on behalf of the Florida
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Industrial Power Users Group.

MR. McWHIRTER: Thank you kindly.

I have entitled my talk as observations, because they
are essentially that rather than recommendations, but there is
a bit of a recommendation at the end. I find that I agree with
the factual concerns of the Natural Resource Defense Council,
but not with its conclusion. On the other hand, I agree with
the conclusion espoused by former Commissioner Clark, but not
necessarily with her factual considerations.

And I will address decoupling. I think we were all
facing the regulatory dilemma of how to reduce consumption
without adversely impacting the electric utility. And I think
.you are going to find in my presentation that the words that I
have chosen may not be exactly what I wanted to say, so I will
try to straighten it out as I go along.

We don't necessarily wish to limit electric energy
consumption. Electric energy consumption comes about with
growth, and it comes about bringing to residential consumers
the ability to have more appliances and more efficient

lappliances, and it brings to commerce and business the

opportunity to produce more products. And we have found that
electricity, especially at a point in time when we are going to
use electricity to propel our automobiles, is going to become
more and more important. So the idea of reducing consumption

is probably alien to the benefits of our potential future.
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What we want to do is to reduce the consumption of
fossil fuels and the energy that is preoduced by those fossil
fuels. 2and in this respect, irrespective of what Commissioner
Clark has said, I think our utilities have not done a good job.
That was recently demonstrated by Florida Power and Light when
it came in with two new gas plants in Martin County and the
revision of the Canaveral operation. It found that it was
going to save consumers $400 million a year in fuel costs. And
the reason it's going to do that is it is now going to
implement in 40-year-old utility plants efficiencies that have
been around for the last 15 years.

In the recent past with the combined cycle power
plant, the Btus of energy required to produce a kilowatt hour
of electricity was in the range of 10,000 to 10,500 Btus to
produce one kilowatt hour. In the early '90s with the combined
cycle plants, that was reduced down to the model today, which
is something like 7,500. Well, for the last 15 vyears, FPL has
been operating plants that are essentially obsolete, and the
reason they were doing that was because they could continue to
earn money on those plants, and they were still operating, and
the total cost of the energy flowed through to the customers,
so there was no incentive for a more efficient power plant.

The Department of Energy has done studies on energy
efficiency, and it concluded that about 62 percent of the cost

of energy going into a power plant is lost before it is

FLORIDA PUBLIC SERVICE COMMISSION




N

=]

[0 0]

o

10

11

12

13

14

15

le

17

18

19

20

21

22

23

24

25

37

ultimately delivered to customers. Now, I hope that somebody
will challenge that, because I may well be wrong, but we know
it takes a lot more energy going into the power plant than the
end production.

So let's look at the decoupling solution itself on
the next slide. I guess I'm the one that can do that, huh?
Well, T turned it off altogether. That was the first slide.
The decoupling solution is to provide investor-owned electric
utilities with a guaranteed return irrespective of their
kilowatt hour sales. And that's nice. What we have done in
Florida, beginning in the 1970s when fuel costs went up, we
moved to cost-recovery clauses. And when you have
cost-recovery clauses, Mr. Weston mentioned this, but he didn't
know whether we had them in Florida or not. In Florida we have
them in spades.

With cost-recovery clauses, a utility is guaranteed
to recover its costs on certain activities. And those
activities are envirocnmental improvements, fuel costs,
security, and just about any other concept that can be brought
to the fore and demonstrated as a novel cost. Now, when this
happens, consumers guarantee the full recovery of that cost,
and they guarantee it on a projected budget year, and then if
the costs aren't met that year, they are trued up the next
year.

What decoupling does -- and let's see where those
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cost-recovery clauses have grown. I have monitored that for
the last five or six years, and they have continued to grow.
In the yvear 2007, the guaranteed cost-recovery clauses to the
investor-owned utilities provided 72 percent of their gross
revenue. This year it dropped down to 59 percent of their
gross revenue on their projected numbers, but now with the
midcourse corrections we are up to about 70 percent again. So
for every dollar that flows to the investor-owned utilities,
70 percent of that is through cost-recovery clauses, the rest
is through base rates.

And what decoupling does is guarantees the last
30 percent, or 25 percent as the case may be. So now what we
have is a utility which is guaranteed full recovery of its
volatile costs plus it's guaranteed a full recovery of the last
awarded return on its revenue in base rates. There have been a
gseries of base rate cases in the last 15 years, but each of
those base rate cases were brought about to reduce rates, not
to increase them. Even though they started out that way, as
Mrs. Clark pointed out to you, the rates went down. And that
is because the utilities were overrecovering, you know, through

their base rates.

The second decoupling solution is that if customers
do, in fact, reduce their consumption, they will get a rate
increase. The irony of decoupling is that if customers

increase their consumption, they will get a rate reduction

FLORIDA PUBRLIC SERVICE COMMISSION




1.

(8]

o]

~J

o

\O

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

|| 39

under the decoupling proposal.
The problem for decoupling te the investor-owned

utilities is that utilities earn their money based upon selling

stock and sharing with stockholders and encouraging investors.
Investors invest in an enterprise in anticipation of the
dividend vield they will receive and the growth in earnings
that they will see. Decoupling presents a problem for the
utilities because when their last rate case revenues were
frozen, either on the basis of revenue per customer or revenue
to the system, there is no growth in revenue. So it's going to
discourage investment in that utility, as I see it.

Now, I have used the word discourage -- I'm getting
ahead of myself here. I say down there that decoupling freezes
earnings growth. Well, I think that is probably true, because
it looks at the last rate case, and it says you are entitled to
continue earning that. Well, that is not too good for
consumers 1f the last rate case the earnings were established
at a rate of return on equity of 12.75 percent and in today's
market rate the prime rate is down to 5, the utility's return
on equity should go down somewhat, but decoupling freezes it in
there. So from the customers' viewpolint that's bad. From the
utility's viewpoint it is really bad, because they can't go

into the market and go to investors and say, look, we are going

to earn more money in the future. Because no matter how much

more electricity they sell, they are not going to have any
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growth in earnings.

The only way they can do it is by laying off
employees, or as Mrs. Clark said, improving efficiency. And if
you have cost-recovery c¢lauses you don't want to necessarily
improve efficiency, you want to continue running those old
plants at long as you can.

Now, decoupling will discourage utilities from making
more investment in more efficient power plants. What we have

had in Florida is you have a base rate case in which wyou

H
establish a revenue that 1s to be achieved from a given number

of customers, a return on investment that is set for that
period of time, the period of time we are using mostly now is
the period of time in the early 1990s. And it gives a rate,
and for every kilowatt hour consumed under that rate the
customers pay encugh to pay for the power plant that was in
place in 1991, so when you had your last rate case, and unless
the surveillance report show that you are really earning out of

line, nothing happens. So if you continue to grow your sales,

you will continue to get more and more revenue -- this is what
the National Research Defense Council -- Resource Defense
Council has told yvou -- you get more and more revenue cover

less and less cost.
What happens with those power plants is they also
have a depreciation charge and that is locked into the rates.

So a power plant may be fully paid off, but it is still in the
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rates that are charged in base rates, and that's why from time
to time we have base rate reductions in the last 20 years
because new power plants have not been built to any great
degree.

What has happened is they bought power from other
sources. And why would you do that, because that can be
recovered fully through the capacity cost-recovery clause. So
there is two big disincentives to building new more efficient
power plants, and those disincentives are if you build a power
plant you have got to use the revenue you are collecting for
base revenues through your base rates, and if you do that, then
iyour return on that revenue goes down and that is a
1

discouragement to investors. And if you buy from out of state,

or from an independent power producer, that goes through the

cost-recovery clause. So what happens is we continue to run

old and inefficient power plants. But that is quickly coming
to an end, because those old plants are wearing out, and we are
“going to have a new series of base rate cases that will begin
probably next week with Tampa Electric, and then Florida
Progress will come shortly behind, and I think Gulf is in the
"wings, and I don't know about FPL.

So I think decoupling is bad from the view point of

the investor-owned utilities. Florida consumers, and here I

represent a group of consumers, and I have attached as an

exhibit what Florida bills are as opposed to electric rates,
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and Mr. Weston talked about bills, and that is what people are
really concerned about, especially residential consumers, and
very especially my clients, industrial consumers. 2and you
would ask why would somebody representing industrial consumers
come here and show the relative cost of the residential rate.
Well, I do that because that is where the politics meets the
road. Politicians are concerned about the impact on
residential customers, and the utility commission is concerned
about the impact on residential customers, the grocery stores
are concerned about -- well, everybody 1s concerned about the
impact on residential customers, because they are the people
that are the consumers and they buy the products that business
makes.

But what you will see here, this is an extract I have
taken from a DOE report in 2006. This is outdated because
rates have gone up through cost-recovery clauses since then,
and they don't report it until the spring after the vyear, so
things have changed. But what I have done here is looked at
the consumption, and I have locked at the average bill arocund
the country, and what you see going on there is there are about
3,500 utilities that make this report to the Department of
Energy, and of those 3,500 companies, Florida -- this is page
one near the top. You see Tampa Electric, Florida Power and
Light, and Progress Energy. That is before the most recent

increases.
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The people that paid less -- even more for
electricity are people who are marketers out in Texas and got
inte the regulateory scheme there that is giving them serious
problems that you may have read about in the Wall Street
Journal. But the electric bill is based primarily on
consumption and Florida consumes more. California may be
energy efficient, but they don't -- they use 500-kilowatt
"hours. There is no California utility on the first page.
Finally, we get San Diego Gas and Electric, which is now called
Sempra. Almost a third of the way down is the first -- well,
no, Southern California Edison is up near the top of the second
page.

But loock how many kilowatt hours the consumer out

there consumes, 601. And San Diego is 523. If go to San

|Diego, there's a bill hotel out there that still doesn't have
air conditioning. It is because they have mild weather in

parts of California where they are served, and energy

efficiency is not a big deal for those customers. Their rates
are high because they cover fixed costs.

I'm getting beyond my time, so I will almost quit
now. The regulatory fallacy concerning decoupling is that the
utilities' return on rate base should be based upon the risk
investors assume. Well, if you get 70 percent of their cost
recovered through the cost-recovery clause, and now you get the

remaining 30 percent of the cost recovered through decoupling
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with 100 percent of their cost recovered, and when you have six

or seven -- Or a lot of customers, then the revenue required --
“those customers are captive customers, they can't leave the
electric utility system. So the return that the utility ought
to receive is very close to the return that you get on risk
free government bonds.

So that's going to be a fallacy of decoupling for the

utility companies and for their consumers, because when you

“have decoupling and 100 percent of the costs are guaranteed

rather than the opportunity to earn the revenue, what happens

is the return should go down commensurate with the reduction in
risk.

The Commission and the Legislature, I have already
talked about that. Shifting the return risk to customers will
offset most of the remaining -- well, that has all been talked
about. And here is a better solution. We had a professor from
the University of Florida who spoke to us, and what he
suggested was since there is a disincentive to utilities to
promote reduction in kilowatt hour sales because of the fact
that they lose money, and that has been vividly pointed out by
Mr. Martinez and by Mr. Weston, they want to promote sales.
2nd thisg is not a new idea. It was developed by Samuel Insul
in probably 1910 and brought to the floor by him in the 1920s.
He developed the model of the modern electric utility, and what

"it is is to establish a central power plant, which part of our
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energy efficiency programs are opposed to, and to supply and to
do things to encourage people to consume more electricity.

He bought the Chicago interurban in order to have
somebody to use electricity during the day time because it was
only being used at night, and so there was a disincentive. He
wanted to level out electrical consumption. And then they had
jingles to get people to buy refrigerators, and ice boxes, and
coffeemakers, and every other electrical appliance that you
could think of. And so he had sales growth going up, energy
going up, and encouragement to investors going up, and
decoupling will put a kibosh on additional electrical
consumption. So they don't want to do that.

But the problem we have in our cost-recovery clauses
and in the fuel clause, utilities have loaded into those
cost-recovery clauses things that normally would be recovered
through base rates. 2and so what we found out in the Florida
Power and Light midcourse correction case, which came up last
month, is its sales are going to go down by five million
megawatt hours this year they project. And as a result of
that, Florida Power and Light had to raise the rates
$329 million. And I did a real head scratcher over that one.

If your'fuel costs -- if vour sales are going to go
down by that amount, your fuel costs for your most expensive
fuel is going to go down, why would you lose money? Well, the

reason is they have loaded all of these base rate items into
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1 the cost-recovery clause. 2And so what has happened is when

2 consumption goes down they aren't able to recover the base rate

3 costs that are now ghifted into the cost-recovery clauses. So

4 that is the real dilemma you face.

5 The professor from the University of Florida

6 suggested what we do is restructure the rates so that the fixed
7 costs and the demand costs will be fully covered through the

8 base charges. This i1s what they do with automobile rental

9 companies, that is what you do with the telephone company

10 today, that is what you do with water and sewer utilities. You

11 have a rate that covers your fixed costs, the rental you pay
12 for your car doesn't have anything to do with the gas you

13 consume in that car. &and so then for your cost-recovery

14 clauses you just use pure fuel. And when people consume less,
15 the cost of fuel goes down. That's good. That's an

i6 encouragement to customers.

17 But I don't think in this decoupling report you are
18 going to have a time in which the Commission is going to

19 restructure its rates, especially the residential rate. But
20 what we have is a great opportunity coming up because we have
21 rate cases coming up. The utilities are now beginning to build
22 new power plants. And when they build those new power plants,
23 they have to come in with base rate cases. So I would suggest
24 to you, as Mrs. Clark has suggested, let's don't do anything

25 about decoupling, let's wait until we can really go after rate
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structure and do that in the next base rate cases that are
coming along. And thank you very much for your time.

MS. WEBB: Thank vyou, Mr. McWhirter.

At this time we would like to welcome Mr. Scott
Carter here with AGL Resources.

MR. CARTER: Thank you. And I did not do a
presentation. I did provide some backup material that I will
discuss through my oral comments about some of the things that
are happening around the country as well as initiatives coming
out of NARUC around decoupling.

You know, just to kind of build off of I think what
Mr. McWhirter said at the end of it, you know, fuel costs --
and I have to give you a natural gas perspective. I am
Vice-president of Regulatory Affairs with AGL Resources, and we
are a natural gas utility holding company. We operate in six
states.

We have experience with decoupling, and it can work,
it doesn't work in every situation. And what we find most
often is that every situation is different, and the way that
decoupling comes into effect, it's situational to that state,
to the climate in that state. What Mr. McWhirter was saying
was about fixed cost-recovery. In natural gas, we do get fuel
costs specifically through a volumetric weight, and pretty much
what decoupling is is really doing the other part of what he is

talking about, taking the fixed cost, the utility distribution
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cost which does not vary with throughput, and recovering that
through a fixed mechanism.

Now, that can be a flat customer charge, that is a
form of decoupling, where you just charge everybody $25 for
service, or it can be a mechanism that trues up on volume. And
I think that what Mr. Weston had went through earlier was a
good example of some of those various mechanisms.

I will try to keep my -- you know, a lot of things
have been said, so I will try to keep my comments short and on
point to decoupling, but whatever I say is really situational
to us and our experience and our beliefs, so what happens in
natural gas may not be applicable to electricity, and what
happens in one state may not be applicable to another state.
Those are all fair critiques of any plan when you are looking
across the footprint.

But, to simplify this thing, decoupling is just a
rate design. I mean, there is a mechanism that you determine
revenue requirement, and then you make rates to recover that,
and there are many ways to do that as you look around the
country. We have seen some of the examples of where volumetric
rates are used. Those are on some of the maps. And then there
is other mechanisms where there is flat charges, there are
true-up mechanisms, there are demand-based charges, so they
vary.

So when you look at the volumetric charge, and that
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is really what vou are talking about comparing here, which.is a
volumetric charge mebhanism to one that moves to something that
says your fixed cost-recovery of operating your utility, again,
what Mr. Weston said in the short run yvour cost of operating
the utility are generally fixed. Your fixed cost, moving that
to a fixed recovery mechanism, and it goes down to the very
simple premise of volumetric rates encourage a utility to sell
more product to increase 