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S&P Gtobat
lr/arket lntet[igence

RRA Regulatory Focus
State Regu latory Evaluatio ns
Assessments of regulatory climates for energy utitities
Regutatory Research Associates, a group within S&P Gtobat Market
lntettigence, evaluates the regulatory climate for energy utilities in each of
the jurisdictions within the 50 states and the District of Cotumbia, a total of
53 jurisdictionsr on an ongoing basis.The evaluations are assigned from an

investor perspective and indicate the relative regutatory risk associated with
the ownership of securities issued by each jurisdiction's energy utilities.

Each evatuation is based upon consideration of the numerous factors
affecting the regulatory process, including gubernatorial involvement,
legislation and court regulatory decisions

Regutatory Research Associates, a Sroup within S&PGtobal Market lntettiSence
O2020 S&P Gtobat Market lntettigence
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[r/arket lntettigence RRA Regulatory Focus: State Regulatory Evatuations

An Above Average designation indicates that, in RRAs view, the regulatory climate in the jurisdiction is relativety more

constructive thin averige, representing tower risk for investors that hold or are considering acquiring the securities
issued by the utitities operating in that jurisdiction.

At the opposite end of the spectrum, a Below Average ranking would indicate a ]ess constructive, or higher-risk,

regulatory climate from an investor viewpoint.

A rating in the Average category woutd imply a retativety batanced approach on the part of the governor, the tegistature,

the courts and the commission when it comes to adopting policies that impact investor and consumer interests'

Within the three principat rating categories, the designations 1, 2 and 3 indicate relative position, with a 1 imptying a

more constructive retative ranking within the category a 2 indicating a midrange ranking within the category and a 3

indicating a [ess constructive ranking within the category.

State regulatory rankings distribution*
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As of Dec.3, 2020.
r Graph is based on rankings of reEUtatory climate for onergy utilitiss onty.

AA = Above Avorage: A = Avsrege; BA = Below AveraS€
Sourc€: Regutatory Research Associats6, a 8rcup within S&P Global Mstkot lntotliSonce

RRA attempts to maintain a "normal distribution" of the rankings, with the majority of the states ctassified in one of the

three Average categories. The remaining states are then sptit relatively evenly between the Above Average and Below

Average classifications, as seen in the accompanying chart that depicts the current ranking distribution.

For o more in-depth discussion of the foctors RRA revlews os port of its rotings process, see the Overview of RRA

ronkings process section thot begins on poge 9.

40 2 S&P Gtobal Market lntelligence
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Rankings changes
ln the previous "state Regulatory Evaluations" report, which was reteased Aug.19,2020, RRA announced two

rankings changes.

RRA towered the ranking ofthe Ohio regutatory environment, to Average/3 from Average/2, to reftect legaI devetopments

associated with 2019 power ptant subsidization tegistation. Specificatty, federa[ prosecutors and the Federa[ Bureau

of lnvestlgation charged former House Speaker Larry Househotder for his atteged involvement in a bribery scheme to
garner support for the 201 9 bitt.

The ranking of the Wyoming regutatory ctimate was moved to Average/2 from Average/3 to recognize constructive
outcomes in recent base ralqplogeedings and the Wyoming Pubtic Service Commission's swift action to allow the
state's utilities deferred accounting treatment of coronavirus-retated costs.

ln conjunction with the release of the instant review, RRA is making two changes. RRA is raising the ranking of Cotora-dq

regulation to Average/1 from Average/2. Rate orders issued eartier this year for the etectric and gas operations ofthe [argest

utitity in the state incorporated equity return components in their authorized capital structures that were above average.

The commission also recentty permitted the state's utitities to defer bad debt expense associated with the coronavirus

pandemic. ln addition, voters in the City of Boutder gave finat approvalto an extension of Xce[ Energy Inc. subsidiary Pubtic

Service Company of Cotorados franchtse in the city, putting to rest recent initiatives to municipatize city's etectric system.

The ranking of NewYork regulation is being towered to Average/2 from Average/1, reflecting adoption of wetl-below industry

average equity returns in November 2020 etectric and gas rate case decisions for Avangrid subsidiaries New York State

Etectric & Gas and RochesterGas & Etectric, as wett as decisions issued earlierin 2020 forConso[idated Edison Co. subsidiary
Consolidated Edison Co. of NewYork,The move also reflects the prospects for heightened regulatory scrutiny stemmingfrom

Governor Andrew Cuomo's ereatjgn of a statewide special counset for ratepayer protection combined with other potiticat

inted€rence by the governor that continues to intensify and thereby compromises the independence of the New York PSC.

RRA State Regutatory Evatuations
State-by-state tisting - Energy
Jurl6dlctlon R6nklng Jutlsdlctlon Ranklng Jurlsdlctlon RanklnS

Alabama

Ataska

Arizona

Arkansas

Catitornia

Colorado'

Connecticut

Delaware

District of Columbia

Ftorida

Georgia

Hawaii

ldaho

Itlinois

lndiana

lowa

Kansas

Kentucky

Above Average/'l

Betow Averag€/1

Average/3

Average/1

Avera$o/2

Averag6/1

Average/3

A,verage/3

Below Avorage/2

Abovs Averag6/2

Abovs Avorage/2

Average/2

Averagel2

Aveago/2

Avorage/l

Above Average/3

Below Averago/l

Louieiana-NOCC

Louisiana-PSC
Maine

Marytand

MaaaachuBotts

Michigan

MinneBota

Mississippi

Miggouri

Montana

Nsbraska

Nevada

New Hampshire

N€w J€rsey

New Mexico

New York**

North Carotina

North Dakota

Avo|,a$o12

Average/1

Average/3

Betow Average/2

AYe?a$o12

Above AveraSo/3

Auatagal2

Average/1

Average/3

Betow Averag6/1

AveraSo/1

Averuge/2

Averago/3

Betow Average/1

Below Averag6/2

Average/2

Average/1

Average/1

Ohio

Oklahoma

Oregon

Pennsytvania

Rhodo lsland

South Carolina

South Dakota

Tenn6ss6e

Toxas-PUC

Tsxas-RRC

Wah

Vermont

Virginia

Washington

west virginia
Wisconsin

Wyoming

Avorags/3

Average/3

Avei€,ge/2

Abov€ Average/z

Averigel2
AveraSe/3

Avatago/2

Abov6 Average/3

Average/2

Avsrage,/2

Avorags,lz

Averaga/3

Averago/l

Av€rags/3

Betow Average/2

Abova Average/2

Aveage/2

As of Doc.3, 2020.
NOCC = Now Ortcsns Crty Councit; PSC = Pubtic Servie Commission; PUC = Pubtic t titity Commission
r Ranking raissd sincs Au8. 19, 2020.
fiRantinS lowered sincs Aug. 19,2020.
Source: Rogutatory Research Associates, a grcup within S&P Gtobst Msrket lntelligence

: RRC = Raitroad CommiBsion

4L 3 S&P GtobaI Market lntelligonce

RRA Regulatory Focus: State Regulatory Evaluations



CONFIDENTIAL
TAI{PA EI.ECTRIC COMPANY
DOCKET NO. 20210034-Er
EXHIBIT NO. KD}i-l
WITIIESS: MCONIE
DOCI'MEIIT NO. 7
PAGE 4 OF 25
EILEDz 04/O9/2O2L
UPDAIIED 2 4|L6/2O2L

S&P Gtobat
N/arket lntettigence RRA Regutatory Focus: State Regutatory Evaluations

lssues to watch
Coronavlrus/COVID-1 I

The COVID-19 pandemic has dominated the U.S. regulatory sphere for most of the year and is tikety to continue to be a

distraction at a time when utitity and regutatory agendas and resources are already stretched tight.

Moratoriums on utitity service terminations were implemented in March and ApriI by utilities in each of the 53 state-
tevel jurisdictions foltowed by RRA. ln some instances, the moratoriums were mandatory, in others voluntary and in
others it has swung back and forth between the two.

RRA reteased an u pdate Nov. 10 showing that moratoriu ms on utitity service terminations had expired for atl customers
in 25 of the 53 covered jurisdictions.

Status of US COVID-19 utility service disconnection moratoriums

Status of COVID-19 moratoriums
ln elfect, target end date ln effect, indefinit€ snd dats Variss by company or customer ctass ! Expired

Data compilsd Nov.9, 2020.
NOCC = New Ortsans City Councit; PSC = Public S€rvics Commission; PUC = Pubtic Utility Commission: RRC = Railroad Commission
Map crodit: Etizabsth Thomas
Sourcos: R€gutatory Rosearch Associatos, a group within S&P Gtobat Markot lntsltigsnce; S&P Gtobat
Nationat Asiociation of R6gulatory Utility Commissioners; company websites Market lntettigence

42 4 S&P Global Market lntelligence
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As of Nov. 10, in 12 jurisdictions, moratoriums rernained in ptace for all customers but with a specific target end

date. Some of these dates go out as far as Aprit 30,2021. However, moratoriums in place in Alaska, Maryland and

Massachusetts expired Nov. 15, and in Oklahoma, the moratorium expired Nov. 22.

ln 1 2 ju risdictions, the status of s h utoff bans varies by com pany, customer class and/or service type. So, the moratoriu ms

remiin in ptacefor certain customers but not forothers. ln four jurisdictions,the moratoriums remain in place with no

specific end date.

At the nationat tevel, President-elect Joe Biden has indicated that changing the way the country is dealing with the
pandemic is among his first priorities.

However, it is unctear whether the Biden administration witt uttimatety support the nationwide moratorium on utitity
service disconnections that many Senators have beqn calling for.

ms of their scope and duration, regutators and utitities have deatt
rnalogous situation to COVID-19 would be severe weather events

While the pandemic and its effects are unique in ter]
with similar issues before. ln RRAs view, the most (
such as hurricanes.

Generatty, utitities have been permitted to defer th(
above those that are baked into rates. Recovery is tl

r direct costs associated with major storms that are significantly
ren addressed in base rate cases and typicatty occurs over five to

seven years, with some type of return on the unamoitized balance.

lncrementaI uncottectibles have also generatty been recoverabte, but for the most part, utilities have not been permitted

to recoup lost revenue associated with storm-re]ated outages.

There are some toots already in the rcgulatory tootbox that can, if not solve, at least mitigate the impact of the pandemic

on utitities without a base rate case per se, inctuding expedited uncottectibles cost recovery or tracking mechanisms,

fu[[ revenue decoupting mechanisms, formula rate plans and earnings sharing plans.

ln addition to the existing mechanisms, regulators have been addressing COVID-1 I cost recovery on an issue-specific
basis to varying degrees. So far, 32 of the 53 state-level regutatory jurisdictions fol]owed by RRA have authorized

deferra[ of COViD-1g-retated costs for at least one if not all companies. Many of the re]ated accounting orders are

unctear on whether or not lost revenues are etigibte for deferrat, and one state, California, has approved s€gullli-zatisn
of COVID-1 9 deferrals.

ln the three cases RRA is aware of where recovery df tost revenue has been addressed directty, Catifornia and Kansas

utitities have been authorized to defer tost revenue, vf hile the lndiana Utitity Regutatory Commission denied the request.

Attete lnc. subsidiary Minnesota Power lnc. has f ilq! for approval to defer lost revenues, and commission review of the
request is pending.

Elections

ln addition to the U.S. presidentiat etection, gu be4alAla I elections were held in 1 1 states on Nov. 3, 2020. ln those

elections, nine incumbent governors that ran for reetection a[[ secured a second term. Al[ else being equa[, RRA views

this as an indicator of consistency for energy regutatory policy in these jurisdictions.

New governors were etected in two states, Montana and Utah. ln Montana, party control changed, but in that state'
commissioners are elected rather than appointed, so the change in governor will have ]ess of a direct impact on the
make-up of the commission.

43 5 S&P Gtobal Market lntelligence
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* * * * *Gubernatorial election resu]ts * * * * *
t Domocratlc candldat6 (vote Psrcentago) a RePubtican candidate (vote percentag.)

Detaware JohnCarneyr(59.5) Jutianne Murray (38.6)

lnd ia na Woody Myers (30.0) Erlc Hotcombr (57.7)

M issouri Nicote Gattoway (40.6) Mike Parsonr (57.2)

Montana Mike Cooney (42,1) GregGlanforte (54.1)

New Hampshire Dan Fettes (33,8) Chris Sununu* (64.8)

North Carotina RoyCooperr (51.5) Dan Forest (47.1)

North Dakota Shettey Lenz (26.7) Doug Burgumr (69.3)

Utah Chris Peterson (31.0) Spencer Cox (64,3)

Vermont David Zuckerman (27.5) Phlt Scottr (68.8)

Washington Jay lnsleer (59,5) Lauren Culp (40.5)

west Virginia Ben Satango (30,8) Jlm Ju6tlcer (q.9)

Data as of Nov.4, 2020.
official r€sutts may vary.
* lncumb€nt
Source: The Associated Press

The new governor elected in Utah was of the same party as the outgoing governor, and though commissioners are

appointed in that state, it is tess tikety that the makeup of the commission witl change significantly.

Commissioner etections were hetd for 18 positions across 11 states. Of the 16 races where the results have

been finatized, incumbents won in 10. Run off elections are going to be held in Louisiana and in Georgia.

States to watch
ln addition to the ranking changes and COVID-19 and election impacts noted above, there are several
jurisdictions where ongoing issues could signal a shift in the tevel of regutatory risk for investors.

RRA witt be ctosety monitoring the actions of the Arlzona Corporation Commission, or ACC, as it finalizes rules
that woutd atter ihe regutatory framework in the state. The rutes include expanding energy efficiency and

carbon-free resource goats. White RRA does not take a view on whether this move is in and of itself constructive
or restrictive, experience shows that the generation portfotio transition process can present risks for utility
i nvestors.

44 6 S&P Global Market lntelligence
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ln addition, a recent court dec ision could impact the tenor of the relationship between the ACC and the state legistature.
The commission, as an entity created by the state's constitution, has historically formulated its own policies and rules
governing the state's utitities. The ACC has generally operated independent of the state legislature and has viewed
some regulatory statutes estabtished bythe tegislature as interfering with the commission's constitutionaI ratemaking
authority. However, the Arizona Supreme Court has apparentty determined that the state legislature's authority can
supersede that of the ACC in certain cases.

RRA is atso currentty monitoring regulatory enforcement activity in California as it relates to conditions attached to
PG&E Corp.'s reorganization ptan. The president of the California Pubtic Utitities Commission recently informed the
company of an investigation to determine whether a recommendation to ptace subsidiary Pacific Gas & Electric,or
PG&E, into the enhanced oversight and enforcement process is warranted.The move is in response to concerns over
"what appears to be a pattern of vegetation and asset management deficiencies." The process could potentially result
in a state takeover of the utility. White PG&E is the main target of the activity, there coutd be longer term implications
for other utitities in the state.

The responses of the state's electric utitities in ConnectlcuttoTropicaI Storm lsaias, which knocked out powerto mi[[ions
of househotds in the Northeast, drew the ire of Gov. Ned Lamont as well as other politicians. The Connecticut Public
Utitities Regutatory Authority has opened an investigation. Regulatory reform legislation was gnacted in October that
requires the establishment of performance-based regulation forthe state's electric distribution companies, addresses
executive and incentive compensation, extends existing statutory deadlines for the Connecticut Pubtic Utitities
Regutatory Authority to adjudicate rate cases and render decisions on merger and financing apptications, and outlines
storm response penalties and ratepayer restitution. The team witl be monitoring and assessing the implications for
utitity investors.

Despite the overalt constructive framework, the levet of pending activity and the pace of change makes Virginia one of
the jurisdictions that bears watching.Virginia regulators have a fu][ complement of issues in front of them to adjudicate.
There are 14 pending energy base rate case and limited issue rider proceedings pending before the commission.

The SCC recently issued a dqcfstqn in a periodic earnings review for American Etectric Power Co. lnc. subsidiary
Appatachian Power Co., or APCO, and the company has notified the commission that it plans to appeat the decision to
the Virginia Supreme Court. A similar proceeding is to commence for Dominion Energy lnc. subsidiary Virginia Electric
and Power Co., or VEPCO, in March 2021.

There are also several proceedings pending related to the requirements of the 2020 Ctean Economy Act, or CEA. Among
other things, the CEA 1 00% of the power supplied to VEPCO customers must be sourced from renewable and carbon-
free resources by 2045; for APCO, the mandate is 100% by 2050. Both companies have filed for SCC approva[ of their
plans to comply with these requirements.

ln addition, as required bythe CEA, proceedings are underway retated to net metering, etectric vehicle infrastructure
deptoyment, the creation of universal service fees for APCO and VEPCO, imptementation of retail aggregation pitot
programs in APCO's and VEPCO's service territories, energy storage and rules for shared sotar generation projects.

ln 2021, the Virginia General Assembty wit[ have to both fitt a vacancy on the Virginia State Corporation Commission
created by Chairman Mark Christie joining the Federa[ Energy Regutatory Commission and decide whether to retain
interim commissioner Jehmal Hudson, who was appointed by Gov. Ratph Northam in June 2020 to fit[ a vacancy on an
interim basis.

The potential for such significant change to the make-up of the commission at such a criticat time, in RRAs view,
fu rther justifies close scrutiny of this jurisdiction.

Other jurisdictions that bear watching inctude the District of Cotumbia, where Exelon Corp. subsidiary Potomac Electric
Power Co. fited its first ever multiyear rate ptan. lntervenors to the case have ca[[ed for the commission to reject
the proposat and instead issue a decision based on a traditional test year fiting. A final order is expected in earty
2021.

45 7 S&P Gtobal Market lntelligence
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Simitarty, in Marytand, RRA is monitoring the Maryland Public Service Commission's progress as it imptements its new

poticy altowing the use of muttivear rate olans to mitigate regutatory [ag. Proposals fited by Exelon Corp. subsidiary
Baltimore Gas & Etectric Co. for its etes111s and gas business and by affiliate Potomac Electric Power Co' for its electrre

operations are pending.

RRA is atso continuingto closety monitor developments in Ohio with respect to bribery allegations involving FirstEnergy

Corp. and its operating utitities,the electric industry restructuring process and legacy ptant subsidy provisions. Simitar

atlegations are also being investigated in lllinois with respect to Exelon Corp. subsidiary Commonweatth Edison Co. ln

NewJersey, the Board of Public Utilities has opened an investigation to took at the potential impact on Jersey Central

Power & Light's credit ratings, inctuding whether additionaI ring-fencing measures are appropriate.

Regulators in TefeS and New Mexico are currently reviewing apptications fited by lberdrola SA subsidiary Avangrid for
approvat of its proposed acquisition of PNM Resources, parent ofTexas-New Mexico Power Co. and Pubtic Service Co.

of New Mexico. Both jurisdictions are known for their robust SC!'-u!uy of merger transactions.

Notabty, one commissioner, Shelty Botkin, on the Pubtic Utitity Commission of Texas is serving beyond the end of her

term, and her reappointment is awaiting confirmation by the Senate when it reconvenes after being adjourned for all
of 2020. Chairman DeAnn Walker's term expires in 2021. White neither appears tikety to be replaced, increased scrutiny
of the commissioners could impact the merger review. Separatety, the legislature is poised to consider a bilt that woutd

imptement an enhanced renewable portfotio standard.

ln Kaneas and Missouri, Evergy lnc.'s recent decision to change its business model on a stand-alone basis rather than
pursuing a merger partner is the subject of ongoing revrew by regulators.

RRA State Regulatory Evatuations - Energy*
Abovo Above Abovs Avorage/l Average/2 Averago/3 Betow

Avea8e/l
BeIow

Averuge/2
Below Average/3

Average/l Average/z Average/3

Atabama F[orida

G€orgia

Pennsytvania

Wisconsin

lowa

Michigan

T€nnessee

Arkanses

Colorado

lndiana

Kentucky

Louiaiana - PSC

Mississippi

Nebraska

North Carolina

North Dekota

Virginia

California

Hawaii

ldaho

lltinoig

Lou16lana - NOCC

Massachusetts

Minnasota

Nevada

NewYork

Oregon

Rhodo lstand

South Dakota

Texas-PUC

Texas-RRC

tnah
Wyoming

Arizona

Connocticut

Dstawars

Mains

Missouri

New Hampshire

Ohio

Oktahoma

South Caroting

Vsrmont

Washington

Alaska Maryland Dist. of Cotumbia

Kansas New Mexico

Montana West Virginia

New Jersey

As of Dec.3, 2020.
NOCC = New Orteans City Council; PUC = Public Utility Commission; RRC = Railroad Commission

'Within 8 giv€n subcateSory statos are tisted in atphsboticat order, not by rolstive rankinS.

Sourc€: Regutatory Research Assoclates, s group within S&P Globat Market lnteltigence

For o complete listing of RRA's in-depth rePorts, see the Enetgy Be-Seslch Ubrsry..

For further insight on individuol stote regulotory proctices ond pol icies, refer to the Qommtsstonffolrles.
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Overview of RRA rankings process
RRA maintains three principat rating categories, Above Average, Average and Below Average, with Above Average

indicating a relativety more constructive, lower-risk regutatory environment from an investor viewpoint and Betow

Average indicating a less constructive, higher-risk regutatory climate. Within each principal rating categories, the
numbers 1 ,2 and 3 indicate retative position. The designation 1 indicates a stronger or more constructive rating f rom

an investor viewpoint; 2, a midrange rating; and 3, a less constructive rating. Hence, if you were to assign nu meric vatues

to each of the nine resutting categories, with a "1" being the most constructive from an investor viewpoint and a "9"
being the least constructive from an investor viewpoint, then Above Average/1 would be a "1" and Betow Average/3

would be a "9."

Methodology

White numerica[ scores are employed, the rankings are subjective and are intended to be comparative in nature. RRA

endeavors to maintain an approximate normaI distribution with an approximately equa[ number of rankings above and

below the average.

The rankings are designed to reflect the interest of both equity and fixed-income investors across more than 30

individuat metrics. The individuat scores are assigned based on the covering analysts'subjective judgement.The scores

are then aggregated to create a singte score for each state, with certain categories weighted more heavily than others.

The states are then ranked from lowest to highest and distributed among the nine categories to create an approximate
normat distribution. This distribution is then reviewed by the team as a whote, and individual state rankings may be

adjusted based on the covering analysts' recommendations, subject to review by a designated panel of senior analysts.

The variabtes that RRA considers in determining each state's ranking are largely the broad issues addressed in our
State Regutatory Reviews/Commission Profiles and those that arise in the context of rate cases and are discussed in

RRA Rate Case Final Reports.

The rankings not only reftect the decisions rendered bythe state regulatory commission, but also reflect the impact
of the actions taken by the governor, the tegistature, the courts and consumer advocacy groups. The poticies exam ined

pertain targety to rate cases and the ratemaking process, but issues such as industry restructuring, corporate
governance, treatment of proposed mergers and the ongoing energy transition are also considered.

Pleose note..ln the chorts within this rcport thot show the ronkings by cotegory,the iurisdictions in eoch cotegory ore
llsted ln olphobetlcol order rother thon by relotlve posltlon wlthln the cotegory-

The summaries below provide an overview of the variables RRA looks at, including a brief discussion of how each can

impact the ranking of a given regutatory environment.

Governor/Mayor

The impact the governor, or in the District of Cotumbia the mayor, may have depends largely on the individuat:the issue

of elected versus appointed commissioners is evaluated separately.

RRA takes no view on which potiticat party is the more or less constructive option. However, attributes of the governor

or the gubernatorial election process that can move the needle here are: whether energy issues were a topic of debate
in recent etections and what the tone/topic of the debate was, whether the governor seeks to involve himself or hersetf
in the regutatory process, and what type of inftuence the governor is seeking to exert.

Commissioner selection process/membership

RRA tooks at how commissioners are setected in each state. Alt else being equal, RRA attributes a greater [eve[ of
investor risk to states in which commissioners are elected ratherthan appointed. Generally, energy regutatory issues

are less potiticized when they are not subject to debate in the context of an etection.

47 9 S&P Global Market lntelligence
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Reatisticatty, a commissioner candidate who indicates support for the utilities and their shareholders or appears to
be amenable to rate increases is not tikety to be popular with the voting pub[ic. ln addition, there might not be specific
experience requirements to run for commissioner; so, a newly elected candidate may have a steeper learning curve

wiih respect to utitity regutatory and financial issues, which could make discerning what decisions that individual
might make more difficult and could increase uncertainty.

However,there have been some notabte instances in which energy issues played a key role in gubernatorial/senatorial
elections in states where commissioners are appointed, with detrimental consequences for the utilities, e.g., lltinois,
Ftorida, Marytand, and more recentty New York, att of which were downgraded by RRA at the time in order to reflect the
increased risk associated with increased potiticat scrutiny of the regulatory process and poIicies within the ju risdiction.

Commissioner selection methods in the US

I Appoi nted Di rect voter etections; elected by district Etected by Generat Assembty I Other

Data as ol May 1 5, 2020.

'Thc Pubtic Utrlity Commission of Texas members are appointed by the governor. whrls members o

tha Railroad Commission of Texas are etected in statowrde elEctions
Map crsdit: JosB MiSuel Fidsl C. Javier
Sourcer ReBulatory Research Associates, a group within S&P Gtobal Market lntellSence

S&P Global
Market lntetligence

ln addition, RRA tooks at the commissioners themselves and their backgrounds. Experience in economics and finance

and/or energy issues is generatty seen as a positive sign. Previous emptoyment by the commission or a consumer

advocacy group is sometimes viewed as a negative indicator.

48 10 S&P Gtobal Market lntelligence
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ln some instances, new commissioners have very tittte experience or exposure to utitity issues, and in some respects,

these individuals represent the highest tevel of risk, simply because there is no way to foresee what they witt do or how

tong it witt take them to "get up to speed." Controversy or "scandal" surrounding an individua[ and/orthe potential for a

conflict of interest are atso red ftags.

Simitarty, a high rate of turnover or the tendency to atlow vacancies to stand u nf itled for a [ong period of time add to the
[evet of regutatory risk in RRAs view.

For odditionol informotion concerning the selection process in eoch stote ond the mokeup of the commissions, refer to

the RRA Regulotory FocusTopicol Speciol Report entitled Iie Commrssioners'

Commlsslon staff/consumer lnterest

Most commissions have a staff that participates in rate proceed ings. ln some ju risd ictions the staff has a responsibility
to represent the consumer interest, and in others, the staff's statutory role is less defined. ln addition, there may or

may not be: additionat state-leveI organizations that are charged with representing the interests of a certain class or

ctasses of customers, such as the Attorney GeneraI or the Consumer Advocate; private consortia or lobbying groups

that represent certain customer groups; and/or large-volume commercial and industrial customers that intervene

directly in rate cases.

Generatty speaking, the greater the number of consumer intervenors, the greater the [eve[ of uncertainty for investors.

The tevel of risk for investors atso depends on the caliber and influence of the intervening parties and the level of

contentiousness in the rate case process. Even though a commission may not adopt an extreme position taken by

an intervenor, the inctusion of an extreme position in the record for the case widens the range of possible outcomes,
reducing certainty and increasing the risk of a negative outcome for investors. RRAs opinion on these issues is largely
based on past experience and observations.

Settlements

ln most i nstances, the abi tity of the parties to reach agreement without havi ng to go through a futty titigated proceeding

is considered constructive, particutarty since it reduces the tikelihood of court review after the fact. However, RRA also

endeavors to ascertai n whether the setttements arise because of a truly cottaborative approach among the parties, or if
they resu tt f rom concern by the com panies that the commissioners'views
may be more extreme than the intervenors', orthat the intervenors witI take Rate Case time f rame
a much more extreme position in a litigated framework than in a closed-
door sett[ement negotiation, resutting in a less constructive outcome.

Rate case timing

For each state commission, RRA considers whether there is a set time
frame within which a rate case must be decided, the tength of any such
statutory time f rame and the degree to which the commission adheres to
that time f rame.

Generatty speaking, RRA views a set time frame as preferable, as it
provides a degree of certainty as to when any new revenue may begin to
be cotlected.

About two-thirds of state commissions nationwide have a rule or statute
that requires a rate case to be decided within seven to 'l 2 months of fiting.

Shorter time frames may appty for [imited-issue proceedings, but there
are very few states where a rate case witt take less than seven months to
be decided.

Data gathersd as of Doc. 3, 2020.
Source: Regutatory Research Associates, and a group
within S&P Global Market lntettigence
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ln addition, a shorter time frame for a decision generalty reduces the tiketihood that the actuaI conditions during the
first year the new rates witl be in effect witt vary markedty from the test period utitized to set new rates, thus keeping

regulatory lag to a minimum.

lnterlm procedures

The abitity to implement att or a portion of a proposed rate increase on an interim basis prior to a final decision in a

rate case is viewed as constructive. However, shoutd the commission approve a rate change that is markedly below the
rates implemented on an interim basis, the utitity would be required to refund any retated over-cotlections, generatly

with interest.

ln some instances, commission approvat is required prior to the imptementation of an interim increase and may or may

not be easy to obtain, white in others, state law or commission rutes permit the companies to implement interim rate

increases as a matter of course. ln some instances, the commission may establish a date prior to the finat decision in

the case that witl be the effective date of the new rates. ln these instances, the company may be permitted to recoup

any revenue that was not cottected between the effective date and the decision date.

Rate base

A commission's poticies regarding rate base can also impact the abitity
of a utitityto earn its authorized ROE.These poticies are often outlined in
state statutes, and the commission usually does not have much tatitude
with respect to these overalI poticies.

With regard to rate base, commissions are about evenly split between
those that employ a year-end, or terminal, vatuation and those that
utilize an average valuation, with one using a "date certain." ln some

instances, the commission may employ a different rate base valuation
method depending on the utitity type or the type of case - general rate
case or [imited-issue proceeding - or based on the test year setected by

the company.

ln general, assuming rate bases are rising, i'e., new investment is
outpacing depreciation, a year-end valuation is preferabte from an
investor viewpoint.

Again, this relates to how well the parameters used to set rates reflect
actual conditions that witl exist during the rate-effective period; hence,

the more recent the valuation, the more tikety it is to approximate the
actuat level of rate base being emptoyed to serve customers once the new

rates are placed into effect.

Rate base vatuation method

Some commissions permit post-test-year adjustments to rate base for "known and measurable" items, and, in general,

this practice is beneficiat to the utilities.

Howeve( the rules with respect to what constitutes a known and measurabte adjustment are not always specific, and

there can be a good deal of controversy about what does and does not pass muster.

Another key consideration is whether state [aw and/or the commission generalty permit the inclusion in rate base of
construction work in progress, or CWIP, for a cash return. CWIP represents assets that are not yet, but uttimately witt be,

operational in serving customers.

Data gathered a6 of Dec. 3, 2020.
Sounco: Regutatory R€s€arch Associat€s, and a group
within S&P Globat Market lntetligence
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Generatty, investors view inclusion of CWIP in rate base for a cash return as constructive, since it helps to maintain
cash flow metrics during a large construction cycle. Atternative[y, the utilities accrue altowance for funds used during

construction, which is essentialty booking a return on the construction investment as a regutatory asset that is

recoverable from ratepayers once the project in question becomes operationat.

While this method bolsters earnings, it does not augment cash ftow and does not support credit metrics. For a more

in-depth took at rate base issues, refertothe RRA report entitted Rqte bqscil-lgw-wgrtld you rotevour knowledge of this
u t i ltly. adpstry tu n d oa eltt o t?

Test period

With regard to test periods, there are a number of different practices
employed, with the extremes being fulty forecast at the time of fiting,
which is considered to be most constructive, on the one hand, and fulty
historicat at the time of fiting, considered to be [east constructive, on

the other.

Rate case test year

Some states utitize a combination of the two, in which a utitity is permitted
to fite a rate case that is based on data that is futty or partiat[y forecast at
the time of fiting and is later updated to reflect actual data that becomes
known during the course of the proceeding.

ln these cases,the test year is historical bythe time a decision is ultimately
rendered, and so regulatory lag remains something of a problem.

Almost two-thirds of the 53 jurisdictions covered by RRA utitize a test
year that is historicat at the time of fiting. As with rate base valuation, in

some states, commissions use different test period types for different
types of proceedings or for different utitity types.The accompanying map
shows the predominant treatment in each state. 3::?91Til:l"ffit 

t"::"r,'"ffio.,","., 
"nd 

a sroup

Ma ny of the j u risd ictions a[[ow for known an d meas u rable adj u stments within s&P Gtobat Market lnte(tigence

to the test year, but the statutes governing the definition of known
and measurable can be ambiguous, and there can be wide disagreement among the rate case parties as to which
adjustments quatify.

Return on equity

ROE is perhaps the singte most titigated rs_s_ue in any rate case. There are two R0E-related issued that RRA considers
when evaluating an individuat rate case and the overall regutatory environment: (1 ) how the authorized ROE(s) compares
to the average of returns authorized for energy utitities nationwide over the 'l 2 months or so immediatety preceding

the decision; and (2) whether the company has been accorded a reasonable opportunity to earn the authorized return

i n the fi rst year of the new rates.

With regard to the first criterion, RRA tooks atthe ROEs historicalty authorized utilities in a given state and compares

them toutitity industry averages, as catculated in RRAs !V!a.ior Rate Case lcqisionslua-rlc-tly-Updates. When referring
to these "averages," RRA means the average ROE approved in cases decided in a particular year; returns carried over

from prior years are not included in the averages.

lntuitively, authorized ROEs that meet or exceed the prevaiting averages at the time estab[ished are viewed as more

constructive than those that fatt short of these averages. However, ROEs overall have been declining steadity since
1980, fatting betow 10% forthe firsttime in 2011 for gas utitities and 2014 for electric utitities, and remaining below
that benchmark since.

Rttly
loracat

25%

Futly
historicsl

62%
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Looking at the average for cases decided during the first nine months of 2020, overall authorized ROEs for etectric

utitities fellto 9.5% and for gas utitities fett to 9.45%, the lowest levels seen in the 40+ years RRA has been calculating
the averages.

Average
Catendar

authorized ROE in the U.S. /30-year treasury bond yields
years 1980-2019,Q3'20
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Data compilod as of Dec.3,2020.
r As of Sept.30, 2020.
Source: Ragulatory R€search Associat€s, a group within S&P Gtobat Market lntotligance

lnterest rates have been a key factor driving authorized ROEs downward, but commission determinations that various

atternative or innovative ratemaking mechanisms have reduced riskforthe companies and their investors acrossthe
board have ptayed a role as we[t.

Consumer advocacy organizations continue to argue that lower returns on equity are warranted because of risk-
reducing factors, such as timited-issue riders, decoupting mechanisms, alternative regulation constructs and changes
to basic rate design.

This presents a stark contrast to views hetd by both fixed-income and equity investors that utilities are becoming
more riqky because of targe capltat spending plans, timited sales growth potential, changes in the structure of the
industry and the regutatory framework occasioned by new technologies and the pubtic poticy shift favoring renewable
resources, federat tax reform impacts, interest rate votatility and now the challenges being posed by overall market
volatitity as the coronavirus pandemic drags on.

With regard to the second consideration, in the context of a rate case, a utitity may be authorized a retatively high

ROE, but factors such as capitaI structure changes, the age or "staleness" of the test period, rate base and expense
disattowances, the manner in which the commission chooses to calculate test year revenue, and other adjustments
may render it untikety that the company wi[[ earn the authorized return on a financial basis.

With respect to capitat structure, most commissions utilize the company's actual capital structure at a given point
in time, but in some instances the commission may rely on a hypothetical capital structure that represents a mix of
debt and equity that the commission views as more reasonabte or economicalty efficient. lf the commission uses a

capital structure that is more highty teveraged than the company's actuat structure, this wilt lower the overall return

52 14 S&P Global Market lntelligence
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authorized and the revenue requirement uttimatety approved, and may render it more difficult for the company to earn

the authorized return on its actuaI equity.

Even if a utitity is accorded a "reasonable opportunity" to earn its authorized ROE, there is no guarantee that the utitity
witt do so. The revenue requirement and ROE estabtished in a rate case are targets that the commission believes the
established rates wit[ atlow the utitity to attain.

Various factors such as weather, management efficiency, unexpected events, demographic shifts, fluctuations in

economic activity and customer participation in energy conservation programs may cause revenue and earnings to
vary from the targets set.

Hence, the overatt decision may be restrictive from an investor viewpoint even though the authorized ROE is equa[ to
or above the average. For a more detaited discussion of the rate case processt refer to the RRA report entitled Iie Rqte

Cgse Proqes.s: A eondatt tg Eolight nmenl.

Accountlng

RRA tooks at whether a state commission has permitted unique or innovative accounting practices designed to bolster
earnings. Such treatment may be approved in response to extraordinary events such as storms or for volatile expenses

such ai pension costs. Generatly, such treatment involves deferral of expenditures that exceed the tevel of such costs

reflected in base rates. ln some instances, the commission may approve an accounting adjustment to temporarity
botster certain financial metrics during the construction of new generation capacity.

From time to time, commissions have approved frameworks under which companies were permitted to, at their own

discretion, adjust depreciation in order to mitigate under-earnings or etiminate an overearnings situation without
reducing rates.These types of practices are generalty considered to be constructive from an investor viewpoint.

Federat tax law changes enacted in 2017 and effective in 201 8, particularly the reduction in the corporate federal
income tax rate to 21o/o from 35%, had sweeping impacts on utitities, with a fturry of ratemaking activity during 2018

and 2019. White the issues have been addressed for most of the RRA-covered companies, there are stit[ some that
have not.

For most ofthe companies that have atready addressed the imptications with regutators, rates have been reduced to
reflect the ongoing impact of the tower tax rate, refunds to return to ratepayers related deferred over-co[tections are

occurring over a relativety short time period, and amortization of the related excess accumulated deferred income

tax tiabitities is occurring over varying time periods - generalty over the lives of the companies'assets for protected

amounts and most often five to 1O years for unprotected amounts. RRA has been monitoring these developments and

their impact on credit ratings and investor risk.

The prospect for changes under the Biden administration that woutd reverse, at least i n part, the 201 I corporate i ncome

tax rate reduction raises the leveI of risk for atl companies across the sector.

Alternative regulation

Generatly, RRA views as Cl11st1qglivq the adoption of atternative regutatron ptans that are designed to streamline the
regutatory process and cost recovery or allow utitities to augment earnings in some way.These ptans can be broadly

or narrowty focused. Narrowty focused ptans may: atlow a company or companies to retain a portion of cost savings
relative to a base tevet of some expense type, e.g., fuet, purchased powel pension cost, etc.; permit a company to
retain for shareholders a portion of off-system sales revenues; or provide a company an enhanced ROE for achieving

operational performance and/or customer service metrics or for investing in certain types of projects, e.g., demand-

side management programs, renewable resources, new traditionaI plant investment.
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Setect atternative regutation ptans in the U.S.1
Formula-based Mutti-year rate lncentive
ratemakinE ptans Earnings sharing ROEs
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Source:RegulatoryResearchAssociates,agroupwithinn S&PGtobalMarketlntettis6nce.

The use of ptans with somewhat broader scopes, such as RoE-based earnings sharing plans, is, for the most part,
considered to be constructive, but it depends upon the tevet ofthe ROE benchmarks specified in the plan and whether
there is symmetrical sharing of earnings outside the specified range'

Some states emptoy even more broad-based ptans, known as formuta-based ratemaking. Formuta-based ratemaking
ptans generatty refer to frameworks where the commission established a revenue requirement, including a target ROE,

capital structure and rate of return for an initiat rate base as part of a traditional cost of service base rate proceeding.

Once the initiat parameters are set, rates may adjust periodically to reflect chang€s in expenses, revenue and capital
investment. These changes generatly occur on an annual basis, and there may be limitations on the percentage change
that can be implemented in a given year or period of years.

Others use muttiyear rate plans, under which the commission approves a succession of rate changes that are designed
to take into account anticipated changes in revenues, expenses and rate base. The commission may approve a static
authorized ROE or the ptan may provide for adjustments to the ROE duringthe ptan's term. These plans often include true-
up mechanisms to ensure that the company makes the investments it has committed to make at the inception of the plan.

The ptans often inctude earnings sharing mechanisms and may also inctude performance-based ratemaking provisions.
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Court action6

This aspect of state regutation is particutarty difficutt to evaluate. Common sense would dictate that a court action that
overturns restrictive commission ru tings is a positive. However, the tendency for co mmission rutings to come before the
courts and for extensive titigation as appeats go through several layers of court review may add an untenable degree

of uncertainty to the regulatory process. Also, simitar to commissioners, RRA looks at whether judges are appointed or

elected, as politicat considerations are more tikety to inftuence elected jurists.

Legislation

White RRAs Qq[UrUssion Prgfiles provide statistics regarding the makeup of each state [egistature, RRA has not found a

specific corretation between the quality of energy tegistation enacted and which potiticat party controts the tegislature.

Oi course, in a situation where the governor and legistature are of the same potitical party, generally speaking, it is
easier for the governor to implement key policy initiatives, which may or may not be focused on energy issues.

Key considerations with respect to tegistation include: how proscriptive newly enacted laws are; whether the bitt is
ctear or ambiguous and open to varied interpretations; whether it batances ratepayer and shareholder interests rather
than merely "protecting" the consumer; and whether the legislation takes a long-term view or is a "knee-jerk" reaction

to a specific set of circumstances.

Legistative activity impacting utility regulatory issues has been robust in recent years, as state policymakers, utilities
and industry stakeholders seek to address "disruptors" that chaltenge the traditional regutatory framework. RRA

fottows these developments ctosety with an eye toward assessing whether the states are taking a balanced, sustainabte

approach and how tegacy utitity providers will be affected by the poticies being adopted.

Corporate governance

The term corporate governance generatly refers to a commission's abitity to intervene in a utility's financial decision-
making process through required preapprovat of all securities issuances, limitations on teverage in utility capital
structu res, dividend payout limitations, ring fencing and authority over mergers. Corporate governance may also include
oversight of aff iliate transactions.

ln generat, RRA views a modest levet of
corporate governance provisions to be
the norm, and in some circumstances,
these provisions, such as ring fencing,
have protected utitity investors as wetl as
ratepayers. However, a degree of oversight
that woutd attow the commission to
"micromanage" the utility's operations and
timit the company's financial ftexibility woutd
be viewed as restrictive.

Utility mergers announced, 2O1 2-2020
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Merger and acqulsltlon actlvlty

Though merger and acguisition activity
stowed during the first have of 2020, it
was fairly robust in prior years, with more
than 55 deats aggregating to $208 bittion
in transaction vatue announced between
2012 and 2019. Thus far in 2020, seven
transactions aggregating to $24 biltion have
been announced.

2012 2013 2014 2015 2016 2017 2018 2019 2020
6I ll

Data gath€red as of Dec. 3, 2020
Sourcs: S&P Gtobat Market lntstligenc€.

--bt 17 S&P Global Market lntetligence



CONFIDENTIAL
EAITIPA ELECTRIC COMPAN:f
DOCKET NO. 2021oo34-E,T
EXIIIBIT NO. KDM.1
SIIIIIESS: MCONIE
DOCITITEI|T NO. 7
PAGE 18 OF 25
EILEDz O4|O9/2O2L
UPDATEDz a/L6/2O2L

S&P Globat
lr4arket lntel'tigence RRA Regulatory Focus: State Regutatory Evatuations

Aside from the invotved entities'boards of directors and shareholders, deals involving regutated utitities must pass

muster with some or att of a variety of federat and state regulatory bodies.The states generatty look at the day-to-day
issues such as the impact on rates, safety and reliability.

Looking more closely at the ro]e of state regutators, 50 of the 53 non-federal jurisdictions RRA foltows have some

type oirevlew authority over proposed mergers. ln lndiana and Ftorida, preapproval by state regulators is not required

before a transaction can proceed. ln Texas, prior approvat by the Pubtic Utitity Commission of Texas is required before a

transaction involving an etectric utitity can take ptace, but Raitroad Commission of Texas approval is not required for a
transaction involving a local gas distribution company.

ln evaluating a commission's stance on mergers, RRA tooks at several broad issues such as whetherthere is a statutory
time frame for consideration of a transaction and how long the process actuatly took.

For the 50 jurisdictions where commission preapproval is required, the review process and standards vary widety. ln

20 of the jurisdictions, the commission must complete a merger review within a prescribed period of time, but in the
remaining jurisdictions there is no timetine for their merger reviews, which means a commission could effectivety
,,pocket vlto" a transaction by detaying a decision untitthe merger agreement between the applicants expires or until
pursuing the transaction is no longer feasible.

Utitity mergers - statutory authority
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ln Texas,-commission review ol msrg€rs invotving etoctric utititiss aro subjoct to commission rsvi€w: mergers of tocat gas distribution
companiss are not.
Source: Regutatory Research Associates, an offering of S&P Gtobat Markot lntelliSsnco
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ln addition, RRA considers whether a setttement was reached among the parties and, if so, whether the commission
honored that setttement or required additionat commitments. RRA atso examines how politicized the process was:

Did the governor, or in the District of Columbia the mayor, ptay a rote? Did the transaction garner a lot of locat media

attention in the affected jurisdiction?

The definition of what constitutes a transaction that is subject to review can vary widety and may inctude sates of
individuat assets or a marginat minority interest as welt as [arger transactions where a controtting interest or the whole

company is changing hands. State law often tacks specificity with respect to what constitutes a transaction that is

subject to regutatory review.

ln cases where the state commission has authority over mergers, RRA

reviews the type of approval standard that is contaii"a in .t"i"'i"," "nJl 
State commission merger rev'ew

or has been ipptied by the commis-'ron in specific situations. standards

For discussion purposes, RRA groups the statutory standards into three
generat buckets: pu blic interest, which is generally thought to be the least
restrictive, no net ratepayer harm, which is somewhat more restrictive,
and net ratepayer benefit, which is the most restrictive.

ln many instances, regulators have broad discretion to interpret what
the statutes may mean by these terms. So, the standard of review is

often more readi[y apparent by tooking at how prior transactions were
addressed than by reading the statutory tanguage - one commission's
pubtic interest might be another's net ratepayer benefit.

More narrowly, RRA reviews the conditions placed on the commission's
approval of these transactions, including: whether the company wi[[
be permitted to retain a portion of any merger-retated cost savings; if
guaranteed rate reductions or credits are required that are or are not
directty retated to merger savings;whether certain assets were required
to be d ivested; what type of local co ntrol and wo rk force com m itments are As of Dec' 3' 2020.

required; whether there are requirements for certain types of investment ii,Ti"";lff3lliT^l""ilirchAssiates' 
a sroup

to further the state's pu blic policy goats that may or may not be consistent
with the companies'business models and whether the related costs will
be recoverable from ratepayers;and whether the commission ptaced stringent [imitations on capital structure and/or
dividend policy or composition of the board of directors.

See the Merger activity section of each Commission Profile for additiona[ detail on statutory guidetines for merger

reviews and detait concerning approved/rejected mergers and the associated conditions imposed.

Electrlc regulatory reform/l nd ustry restructuring

By electric industry restructuring, RRA means implementing a framework under which some or a[[ retail customers

have the opportunity to obtain their generation service from a competitive supptier. ln a movement that began in the
mid-1990s, about 20 jurisdictions have implemented retail competition for a[[ or a portion of the customers in the
utitities' service territories. The tast of the transition periods ended as recently as 201 1, when restructuring-retated
rate freezes conctuded for certain Pennsytvania utitities.

RRA ctassifies each of the regutatory jurisdictions into one of three tiers based on their retative electric industry
restructuring status.

Now that transition periods are compteted, RRA has focused more on how standard-offer or default service is procured

for customers who do not select an atternative provider and how much, if any, market-price risk the utility must absorb'
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However, initiatives are underway in Arizona and Virginia that cou[d lead to an expansion of retailcompetition in those
jurisdictions.

RRA is also monitoring states where initiatives are underway to revamp the way the transmission and distribution
system is configured.These efforts have arisen from expansion of renewables and a focus on grid reliabitity/resitiency.
RRA refers to this trend as electric industry restructuring phase two.

Etectric lndustry restructuring in the US
Tier classifications

e

I Power orices 8re comoetitivelv dstermined for alt retait custome6 within the iurisdiction; both stendsrd-offer-service
I Retail hccess is permitted {or att customsrs. For ths most part, the utilities in these iurisdictions do not own generation

I Retait access is oermitted to at lsast some customers/customer classes. Competitivety priced power is timited to retail access customers.

- 

power prices fo; standard-offsr-saryice customors remain regulated. For the most part, utitities remain verticalLy integrated.

mr s [i;;;3;,,."";{i.:1,11,l?g;Et::.'or 
all retail customsrs' Alt retail customsrs must pu rchase thsir power from th8 franchisod utititv'

Data gathered as of May '1 1, 2020.
* ln Ttxas, retail competition was implomentad onty within the ERCOT tootprint, but within that footprint, pow€r is competitivety pricad lor
all customsr6. Outsid€ of ERCOT, powsr prics6 are regulatsd and the utilities ars vsrticalLy int6Srated.

ERCOT = Etoctric Retiabil;ty councit of Toxas lnc.
Map credit:Jose Miguet Fidel c. Javier S&P Gtobal

Source: Regulatory Research Associate$, a troup within S&P Gtobal Market lntellSenc€ Market lntettigence

Simitar to phase one, the recovery of stranded costs and ways to ensure universal service are real concerns. ln phase

two, the conversation is further compticated by the need to ensure not just the physicat, but atso the cybersecurity of
the grid.

Several states got out in front of these issues and are addressing them in a broad-based way, white others are taking
a more piecemeat approach deating with deptoyment of advanced metering, distributed generation and net metering,

time-of-use rates, cybersecurity and other issues on an individuaI basis.

Sg 
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The pressure to resolve these issues is increasing, as customers and poticymakers wantthe changes in place yesterday. As

these issues unfotd, the same issues that were of concern in the first phase of restructuring wi[[ warrant c]ose attention.

Gas regutatory reform/induetry restructurin g

Retait competition for gas supply is more widespread than is electric retait competition, and the transition was far less

contentious as the magnitude of potentiat stranded asset costs was much smaller. Similarto etectric retaiIcompetition,
RRA generatty does not view a state's decision to imptement retail competition for gas service as either positive or
negaiive from an investor viewpoint. RRA primarity considers the manner in which stranded costs were addressed and

how defau [t-service obtigation-retated costs are recovered.

Securltlzatlon

As it pertains to utitities, securitization refers to the issuance of bonds backed by a specific existing revenue stream

that has been "guaranteed" by regulators and/or state tegislators.

Securitization generally requires a utitity to assign the designated revenue stream to a "bankruptcy remote" special-
purpose entitybr trust, which in turn issues bonds that witt be serviced by the transferred revenue stream. The funds

Use of securitization by US utitities

Secu ritization
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oata as of May 15,2020.
Source: Regutatory Research Associates, a group within S&P G[obat Market lntettigencs.
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raised by the bond issuance ftow to the utitity, and in many cases are used to retire outstanding higher-cost debt and/
or buy back common equity, thus lowering the company's weighted average cost of capital.

While it is unclear if securitization requires tegistation, a specific tegislative mandate generally improves the rating

accorded the securitization bonds and lowers the associated cost of capital, given that a legislatively supported
revenue stream may be more difficutt to rescind than a stand-alone order of a state commission. ln RRAs experience,
no state commission has authorized securitization in the absence of enabting legistation.

Securitization is viewed as an attractive option because it altows regutators to minimize the customer rate impacts
retated to recovery of a particutar utitity asset.The carrying charge on the asset would be the lower interest rate applied
to a highty rated, usuatty A/AA, corporate bond rather than the utitity's weighted-average cost of capitat or even the
interest rate on typicat utility bonds, which are generally rated BBB and carry higher interest rates.

At the same time, securitization simuttaneousty reduces the investment risk for the utitity by providing the utitity up

front recovery of its investment in what are usuatty non-revenue-producing assets. The company can then redeploy
those investment do[[ars etsewhere.

The energy industry's introduction to asset securitization occurred in the mid-1990s, when [egistation was enacted in

certain states enabting utilities to securitize mandated conservation investments.

ln the tate 1990s and earty 2000s, several states that implemented retail competition for etectric generation enacted
tegistation altowing securitization to be used for recovery of uneconomic generating or other physicat assets, above-
market-priced purchased power contracts, regutatory assets, nuclear decommissioning costs, etc., that had the
potential to become unrecoverabte, or stranded, in a fully competitive market for generation supp[y.

ln recent years, changing industry dynamics have once again begun to raise concerns about the prospects of stranded
costs, and securitization is being used to address generation facilities that are retired prematurely.

Secu ritization has atso been used as part of reorganization plans,to finance fue[/pu rchased power balances, distri bution
system improvements and extraordinary storm costs.

Adjustment ctauses

Since the 1970s, adjustroeft ctauseq have been widely utilized to altow utilities to recover fuet and purchased power

costs outside a genera[ rate case, as these costs are generatty subject to a high degree of variabitity. I n some instances,
a base amount is reftected in base rates, with the ctause used to reflect variations from the base levet, and in others,
the entire annual fuet/purchased power cost amount is reflected in the clause.

Over time, the types of costs recovered through these mechanisms were expanded in some jurisdictions to include
such items as pension and healthcare costs, demand-side management program costs, Federal Energy Regulatory
Commission-approved regiona[ transmission organization costs, new generation plant investment, and transmission
and distribution infrastructure spending.

RRA generalty views the use of these types of mechanisms as constructive but also looks at the frequency at which the
adjustments occur, whether there is a true-up mechanism, whether adjustments are forward-looking in nature where

appticabte, whether a cash return on construction work in progress is permitted and whether there may be some ROE

incentive for certain types of investment.

Another ctass of adjustment clauses, revenue decoupling mechanisms, atlow utitities to adjust rates between rate
cases to reflect fluctuations in revenues versus the [eve[ approved in the most recent base rate case that are caused

by a variety of factors.

Some of these factors, such as weather, are beyond a utitity's controt, and the mechanism can work both ways - in

other words it can a[[ow the company to raise rates to recoup revenue losses associated with weather trends that
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reduce customer usage and can also require the company to reduce rates when weather trends cause usage to be

higher than norma[.

As energy efficiency initiatives have expanded, decoupting mechanisms have atso been implemented to reduce the
disincentive for utilities in pursuing energy conservation programs by making the utilities whole for reductions in sales
vo[umes and revenues associated with customer participation in these programs.

Some of these mechanisms also altow the utitity to adjust rates to reflect fluctuations in customer usags that are

brought about by broader economic issues, such as demographic shifts, the migration of large commercial/industrial
customers to other service areas, the shutdown of such businesses due to changes in their respective industries,
recessions and,theoretically, crises such as the current COVID-19 pandemic.

RRA considers a decoupting mechanism that adjusts for atl three of these factors to be a "futt" decoupling mechanism
and designates those that address only one or two of these factors as "partial" decoupting mechanisms.

Generatly, an adjustment mechanism woutd be viewed as [ess constructive if there are provisions that timit the utitity's
abitity to futty imptement revenue requirement changes under certain circumstances, e.9., if the utitity is earning in

excess of its authorized return.

Revenue decoupling mechanisms in the US
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As of March 31,2020.
* ln Louisiana and Texas, there are two different reSutatory commi6sions, with diftering policies
Map credit:Jo6e Miguet Fidet C.Javier
Sourcer Regutatory Research Associaies, a Sroup within S&P Gtobat Market InteltiSence
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lntegrated resource planning

RRA generatty considers the existence of a resource-planning process to be constructive from an investor viewpoint
as it may provide the utitity at teast some measure of protection from hindsight prudence reviews of its resource

acquisition decisions. ln some cases, the process may also provide for preapproval of the ratemaking parameters and/
or a specific cost for the new facility. RRA views these types of provisions as constructive, as the utility can make more
informed decisions as to whether it wi[[ proceed with a proposed project.

Renewable energy/emissions requ irements

As with retait competition, RRA does not take a stand as to whether the implementation of renewable portfolio
standards, or RPS, or an emissions reduction mandate is positive or negative from an investor viewpoint. However,

RRA considers whether there is a defined preapprovaI and/or cost-recovery mechanism for investments in projects

designed to compty with these standards.

RRA atso reviews whether there is a mechanism such as a rate increase cap that ensures that meeting the standards
does not impede the utitity's ability to pursue other investments and/or recover increased costs related to other facets
of its business. RRA atso tooks at whether incentives, such as an enhanced ROE, are available forthese types of projects.

Renewabte portfolio standards in the US
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ln recent years, the focus on renewables has surged across the United States, with att but 1 2 jurisdictions devetoping
some type of RPS. The protiferation of renewab[es, particularly those that are customer-sited or distributed resources,
and the retated rise of battery storage and etectric vehicles have raised questions regarding the traditiona[ centralized
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industry framework and whether that framework needs to change, perhaps ushering in a second phase of electric
industry restructuring. How these changes are implemented is something RRA witt be watching closety.

With respect to emissions, the threat of a federat carbon emissions standard for utilities and the spread of state-
levet initiatives have caused many companies to rethink legacy coa[-fired generation, causing ptants to be shut down
earlier than anticipated. How the comm issions address these "stranded costs" atso poses a risk for investors and bears
monitoring.

The zero-carbon movement has also caused utilities/states to reexamine investments in nuctear facilities and, in some

cases, to develop programs designed to support the continued operation of those facilities even though they may not
be economic from a competitive-markets standpoint. How these issues are addressed is something that RRA is atso

monitoring.

Rate structu16

RRA tooks at whetherthere are economic devetopment or [oad-retention rate structures in ptace and, if so, how any
associated revenue shortfall is recovered.

RRA also looks at whether there have been steps taken over recent years to
reduce/eliminate interclass rate subsidies, i.e., to equalize rates of return across
customer classes.

Fixed vs. variable costs
Fixed Variabte

Deprociation Gas commodity

Detivery O&M Etectric commodity

Propertytaxos Generation O&M

Return on investment

Customsr ogruico

As of Doc.3,2020.
Source: Regutatory Research Associates, a
group within S&P Gtobal Market lntettiSence.

ln addition, RRA considers whether the commission has adopted or moved
toward a straight-fixed-variable rate design, under which a greater portion of a
company's fixed costs are recovered through the fixed monthty customer charge,
thus according the utility greater certainty of recovering its fixed costs.

This is increasingty important in an environment where weather patterns are

more volatile, organic growth is limited due to the economy and the proliferation
of energy efficiency/conservation programs, and large amounts of non-revenue-
producing capital spending is required to upgrade and strengthen the grid.

ln conjunction with the influx of renewables and distributed generation, the issue of how to compensate customer-
owners for excess power they put back into the grid has become increasingly important and, in some instances,
controversial. How these pricing arrangements, known as net metering, are structured can impact the abitity of the
utilities to recover their fixed distribution system costs and by extension their abitity to earn their authorized returns.

Contributors: Chartotte Cox, Jim Davis, Russel[ Ernst, Lisa Fontanet]a, Monica Hlinka, Jason Lehman, Dan Lowrey and

Amy Poszywak

@ 2020 S&P GLobat Market lnteltigence. Att rights reserved. Regutatory Research Associates is a group within S&P Global Market lnteltigence, a divi-
sicn of S&P Globat (NYSE:S"Gl). Confidential Subject Ma:ter. WARNINGI This report con:a ns copyrighted sublect matter and conf dentiat in'ormatlon
owned sotety by S&P Gtobat Market lnteltigence (SPGMI). Reproduction, d istilbution or use of thrs report in violation of this tacense constitutes copyright
infringement in violation of federal and siate Law. SPGMI hereby provides consent to use the "emaiI this story" feature to redistribute artictes within
the sJbscriber's company. Although the information in this report has been obtained from sources that SPGMI believes to be reliabte, SPGN,4l does not
guarantee its accuracy.
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Ausr.trY & McMULLEN
ATTORNEYS AND COUNSELORS AT LAW

123 SOUTH CALHOUN STREET

P.O. BOX 391 (ZrP 32302)
TALLAHASSEE, FLORIDA 32301

(850) 224-9115 FAX (850) 222-7560

April 16,2021

HAND DELIVERED

Mr. Adam J. Teitzman
Commission Clerk
Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850

Re: Docket 20210034-EI, Petition for Rate Increase by Tampa Electric Company

Dear Mr. Teitzman:

Enclosed for filing in the above docket are the original and seven (7) copies of Tampa
Electric Company's Request for Confidential Classification and Motion for Protective Order of
certain information contained in Exhibit KDM-1, Document Nos. 4 and 7 to the testimony of
Tampa Electric witness Kenneth D. McOnie.

Please acknowledge receipt and filing of the above by stamping the duplicate copy of this
letter and retuming same to this writer via the runner delivering same.

Thank you for your assistance in connection with this matter

Sincerely,

Malcolm N. Means

MNM/bmp
Enclosure
cc: Richard Gentry, Public Counsel (w/encl.)

Jon Moyle, FIPUG (w/encl.)
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition of Tampa Electric Company )
for an increase in its base rates and service )
charges and other relief )

) FILED: April 16,2021

TAMPA ELECTRIC COMPANY'S
REQUBST FOR CONFIDENTIAL CLASSIFICATION

AI\D REOUEST FOR TEMPORARY PROTECTIVE ORDER

Tampa Electric Company ("Tampa Electric" or "the company"), pursuant to Section

366.093, Florida Statutes, and Rule 25-22.006, Florida Administrative Code, hereby requests

confidential classification of the yellow highlighted information contained in the following

described document(s) ("the Document(s)") stamped "CONFIDENTIAL" and all information that

is or may be printed on yellow paper stock stamped "CONFIDENTIAL" within the Document(s),

all of said confidential information being hereinafter referred to as ("Confidential Information.").

Description of the Document(s)

The information for which confidential treatment is requested is highlighted in yellow on

Exhibit KDM-1, Document Nos. 4 and 7, to the testimony of Tampa Electric witness Kenneth D.

McOnie. In support of this request, the company states:

l. Subsection 366.093(l), Florida Statutes, provides that any records "found by the

Commission to be proprietary confidential business information shall be kept confidential and

shall be exempt from s. I 19.07( I ), Florida Statutes [requiring disclosure under the Public Records

Act]." Proprietary confidential business information includes but is not limited to: (a) trade

secrets; (b) internal auditing controls and reports of internal auditors; (c) security measures,

systems, or procedures; (d) information concerning bids or other contractual data, the disclosure

of which would impair the efforts of the public utility or its affiliates to contract for goods or

DOCKET NO. 2O2IOO34-EI



services on favorable terms; (e) information relating to competitive interests, the disclosure of

which would impair the competitive business of the provider of the information; and (f) employee

personnel information unrelated to compensation, duties, qualifications, or responsibilities.

$366.093(3Xc)-(0, Fla. Stat. The Confidential Information that is the subject of this request and

motion falls within these statutory categories and, thus, constitutes proprietary confidential

business information entitled to protection underSection 366.093, Florida Statutes, and Rule 25-

22.006, Florida Adm in istrative Code.

2. Attached hereto as Exhibit "A" is a justification for confidential treatment of the

Confidential Information contained in the Documents.

3. Attached hereto as Exhibit "B" are two public versions of the Documents with the

Confidential Information redacted, unless previously filed as indicated.

4. The Confidential Information contained in the Documents is intended to be and is

treated by Tampa Electric as private and has not been publicly disclosed.

5. For the same reasons set forth herein in support of its request for confidential

classification, Tampa Electric also moves the Commission for entry of a temporary protective

order pursuant to Rule 25-22.006(6)(a) of the Florida Administrative Code.

Req u ested Du ration of Confid en tial Classification

6. Pursuant to Rule 25-22.006(9)(a), Tampa Electric requests that the Confidential

Information be treated by the Commission as confidential proprietary business information for l8

months. If, and to the extent that the company is in need of confidential classification of the

Confidential lnformation beyond the l8-month period set forth in the Commission rule, the

justification and grounds for such extended confidential treatment are set forth in Exhibit "C" to

this request and motion.
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WHEREFORE, Tampa Electric Company respectfully requests that the Confidential

Information that is the subject of this request and motion be accorded confidential classification

for the reasons set forth herein and for l8 months. The company further moves for the entry of a

temporary protective order pursuant to Rule 25-22.006(6)(c), Florida Administrative Code,

protecting the Confidential Information from public disclosure.

DATED this l6th day of April,2O2l.

Respectfu lly subm itted,

f[tJt"H n h*"
JAMES D. BEASLEY
ibeasley@ausley.com
J. JEFFRY WAHLEN
iwahlen@ausley.com
MALCOLM N. MEANS
mmeans@ausley.com
Ausley McMullen
Post Office Box 391
Tallahassee, Florida 32302
(8s0)224-91ls

ATTORNEYS FOR TAMPA ELECTzuC COMPANY
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of the foregoing Motion, filed on behalf

of Tampa Electric Company, has been furnished by electronic mail on this 16ft day of April,202l

to the following:

Charles Murphy
Gabriella Passidomo
Theresa Tan
Office of the General Counsel
Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850
cmurphv@nsc.state.fl .us

epassido@psc.state.fl .us

Itan@psc.state.fl.us

Office of Public Counsel
Richard Gentry
Aanstacia Pirello
Stephanie Morse
c/o The Florida Legislature
I I I West Madison Street, Room 812
Tallahassee, FL 32399-l 400
Gentry.richard@lee.state.fl .us

Pirrel lo.anastacia@le g. state. fl .us

Morse.stephan ie@ lee. state. fl .us

Florida Industrial Power Users Group
Jon C. Moyle
Karen A. Putnal
I l8 North Gadsden Street
Tallahassee,FL 32301
imoyle@moylelaw.com
kputnal@moylelaw.com

itiJt"u n h*"
ATTORNEY



Document
Description

Bates Pase
Nos.

Detailed Description Rationale

Direct Testimony of
Kenneth D. McOnie

Exhibit KDM-l
Document No. 4

27 Entire Page ( I )

Direct Testimony of
Kenneth D. McOnie

Exhibit KDM-l
Document No. 7

39-63 Entire Page ( I )

JUSTIFICATION FOR CONFIDENTIAL TREATMENT

(l) The confidential information contained in this document contains the proprietary work
product of S&P Global Market Intelligence ("S&P"). This work product is proprietary
research that is only available to clients that subscribe to S&P news, research, and data.

Public disclosure would be inconsistent with the terms of the subscription and could impair
the ability of Tampa Electric Company to access this and other similar information. Public
disclosure would also impair S&P's competitive interests. As a result, this constitutes
"information concerning bids or other contractual data, the disclosure of which would
impair the efforts of the public utility or its affiliates to contract for goods or services on

favorable terms" and "information relating to competitive interests, the disclosure of which
would impair the competitive business of the provider of the information." $366.093(3Xd)-
(e), Fla. Stat. This information is protected by Section 366.093(3), Florida Statutes.

Exhibit A



PUBLTC VERSTON(S) OF THE DOCUMENT(S)

Attached hereto (unless previously filed as may be noted below) are two public versions of the
Document(s) with the Confidential Information redacted.

Public Version(s) of the Document(s) attached

Public Version(s) of the Document(s) previously filed 4116/21

Exhibit B


