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PUBLIC UTILITIES COMMISSION OF OHIO OOO Js
In The Matter Of The Investigation Into The Development Case No. 09-786-EL-UNC

Of The Significantly Excessive Earnings Test Pursuant To
S.B. 221 For Electrie Utilities

JOINT COMMENTS OF
THE OFFICE OF OHIO CONSUMERS’ COUNSEL,
THE OHIO MANUFACTURERS’ ASSOCIATION,
THE OHIO HOSPITAL ASSOCIATION AND
THE OHIO ENERGY GROUP

The OCC (representing Ohio’s 4.5 million residential households), the OMA (representing over
1600 large and small industrial manufacturers), the OHA (representing 170 primary care facilities and
40 health systems across Ohio) and the OEG (representing 22 of Ohio’s most energy-intensive
industries) referred to herein as *Customer Parties” submit these Joint Comments to the November 18,
2009 Recommendations by the Staff of the Public Utilities Commission of Ohio (“PUCO” or
“Commission™). The Staff’s Recommendations relate to the provision in Senate Bill 221 for protecting

custorners against paying rates that would allow utilities to have significantly excessive earnings.
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SUMMARY OF JOINT COMMENTS

A.  Staff’s new position is to determine the return on equity (ROE) threshold for the significantly
excessive eamings test (SEET) through a statistical standard deviation method. Staff’s new
position is that the ROE threshold for SEET should be the higher of: 1) the mean (average)
return of the comparable group plus 200 basis points; or 2) the mean (average) return of the
comparable group plus the standard deviation times 1.28. When Staff’s standard deviation
method is applied to the comparable group proposed by AEP in its electric security plan (ESP)
case, the ROE threshold is 55.5%. This astonishingly high result demonstrates that Staff’s new
proposal is unreasonable. The original position taken by Staff in the ESP cases was much more
balanced. Staff’s original position was to specifically reject any statistical standard deviation
method in favor of a straightforward 200-400 basis point premium above the mean return of the
comparable group. We support a 200 basis point premium.

B.  The basis for determining the comparable group is critical. Staff’'s new position is that this
critical decision should be left to the utilities and should be decided on a case-by-case basis.
This abdication of responsibility provides the utilities the discretion to design the comparison
groups to result in the highest possible SEET threshold. This would lead to mini rate cases for
each utility every year. Staff’s original position was the opposite: “The Staff feels strongly that
... a single methodology should be adopted acrass all EDUs for the selection of comparable
companies in an annual earnings test.” Staff’s strongly held original position was far more
reasonable. The comparable group selection method of OCC witness Dr. Woolridge should be
utilized. Dr. Woolridge’s method results in a comparable group including electric utilities and
thus ensures a stable ROE baseline.

C.  Staff’s interpretation of the statute regarding whether an ESP adjustment (rate increase) caused
significantly excessive earnings seriously misconstrues the law. Under Staff’s approach, if a
utility whose earnings are already significantly excessive receives an ESP rate increase — thus
resulting in even higher profits for the already over earning utility —~ no refund would be
warranted because excess profits was a preexisting condition and was not caused by the ESP rate
increase. We think this is a misguided reading of the statute. If a utility is already excessively
profitable, then every dollar of an ESP rate increase should be refunded in order to avoid
exacerbating the situation.

D. The Staff’s recommendation was silent on the issue of deferrals, We believe that for SEET
purposes the earnings for each of Ohio’s electric utilities should be determined with the deferrals
included. The deferral of expense will raise earnings and result in a higher ROE. The inclusion
of deferrals in earnings for SEET purposes is consistent with how the per-book earnings of the
utilities are reported to the SEC and FERC. If the Commission determines that the per-book
ROE exceeds the SEET threshold, then any refund should first be used to pay off the deferral. In
other words, excess utility profits should first be used to write down the amount of money the
customers owe the utility.

These Joint Comments address the issues in Staff’s recommendations in order of importance, not

numerically.



JOINT COMMENTS

SEET Workshop Topic No. 5
What is the definition of "significantly in excess of the return on common equity"?

Staff Recommendation: The ROE threshold for SEET should be the greater of: 1) the mean
return of the comparable group plus 200 basis pdints; or 2) the mean return of the comparable
group plus the standard deviation of the comparable group multiplied by 1.28.

Earnings equal total revenue less total expense. By prohibiting Ohio's electric utilities from
receiving ESP rate adjustments which result in earnings that are "significantly excessive" compared fo
comparable businesses, in S.B. 221 the Legislature imposed a new form of PUCO ratemaking
jurisdiction over all generation, transmission and distribution revenues received by the utilities and all
generation, transmission and distribution expenses incurred by them. This was a major departure from

the full generation deregulation which existed previously.'

The protection against ESP rate adjustments that result in significantly excessive utility profits is
a fundamental consumer protection and is an essential piece of the new law. This protection exists even
if the rates charged to customers in the ESP are below market or otherwise deemed to be low compared
to some other measure, such as comparison to a regional or national average. Through the SEET, the
Legislature overwhelmingly determined that Ohio consumers cannot be made to fund significantly

excessive utility profits even if the rates paid by them are alleged to be low by some other measure.

The method for implementing the SEET proposed by Staff on November 18, 2009 would
severely undermine this important consumer protection. Staff's new position is also a dramatic
departure from its original position set forth in the ESP cases just one year ago. Staff's new position on
SEET would allow a utility complete discretion to propose the group of companies it believes are
comparable to it. Then, Staff would allow the utility to earn a rate of return on equity which is the

greater of: 1) the mean (average) return of its self-selected comparable group plus 200 basis points; or 2)

! The vote for S.B. 221 was 93-1 in the House and 32-0 in the Senate.
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the mean (average) return of its self-selected comparable group plus the standard deviation of that group
multiplied by 1.28. By adopting a statistical standard deviation approach and then allowing the utility to

self-select its comparable group, Staff has put the fox in charge of the hen house,

The selection of the comparable group is critical for two reasons. First, it determines the mean
(average) rate of return on equity. Obviocusly a group of high earning comparable companies results in a
high mean (average) return so the utilities have every incentive to select a high-earning comparison
group. Second, the comparable group also determines the variability of earnings from which the
statistical standard deviation is derived. For example, if a group of 50 very stable companies has a mean
return on equity of 12%, with the high return of 13% and the low of 11%, then the standard deviation
among the group will be small. Compare that to a group of 50 widely fluctuating companies that also
have a mean return of 12%, but with a low of negative 2% and a high of 26%. Here the standard
deviation would be large resulting in a high SEET threshold under Staff's new statistically based

method.

As presented by OCC witness Dr, Woolridge in his testimonies in the FirstEnergy and AEP
electric security plans, the use of the statistical standard deviation approach requires an assumption that
the ROEs for the comparable companies are normally distributed.” No witness in the ESP proceedings
provided any evidence that the ROE range is normally distributed. Dr. Woolridge also warned, as
validated in the following AEP example, that the standard deviation of the comparable company ROEs

could be greatly inflated by outliers.’

A precursor to the unreasonable results that will occur by using a statistical standard deviation
approach and then putting the utilities in charge of the comparable group is shown in the ESP testimony

of AEP witness Dr. Makhija. In his final recommendation, Dr. Makhija selected a group of 25

? Direct Testimonies of Dr. J. Randail Woolridge at 12, 13, Case No. 08-935-EL-SSO at 13, Case Nos. 08-917-EL-SS0 and
08-918-EL-880.
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comparable companies that had a 2007 mean return on common equity of 13.91%.* The low retum
of his group was negative 46.15% and the high return was 98.02%.” This was a spread of 14,417 basis
points. This vast variability yielded a standard deviation in Dr. Makhija's group of comparable
companies of 32.51%.° Here are the threshold returns on equity that would have to be exceeded to be

considered significantly excessive using Dr. Makhija's comparable group and Staff's new methodology:

The greater of: 1) 13.91% plus 200 basis points — which yields 15.91%, or 2) 13.91%
plus (32.51% multiplied by 1.28) — which yields 55.5%.

A SEET ROE threshold of 55.5% is unreasonable on its face for protecting customers from
significantly excessive earnings. It is twice as high as even the most aggressive utility dared recommend
in the ESP cases. A 55.5% ROE threshold demonstrates that Staff's new method is fundamentally

unworkable and unrealistic. It should not be accepted.

Is there some hidden flaw in S.B. 221 which is responsible for making the significantly excessive
earnings test a safe heaven for windfall utility profits rather than a consumer protection? No, absolutely

not.

The significantly excessive earnings test is grounded in well-established U.S. Supreme Court
constitutional faw. The significantly excessive earmnings standard is very similar to the “comparable
earnings” standard which has guided public utility commissions across the U.S. for generations in

setting reasonable returns for public utilities and protecting customers from excessive profits.

In Bluefield Water Works v. West Virginia, 262 U.S. 679, 692 (1923) the United States Supreme

Court set out the “comparable earnings " standard as follows:

“A public utility is entitled to such rates as will permit it to earn a return on the value of
the property which it employs for the convenience of the public equal to that generally
being made al the same time and in the same general part of the couniry on investments
in other business undertakings which are attended by corresponding risks and

* Direct Testimeny of Dr. Makhija at 70.
5 Direct Testimony of I. Randall Woolridge at 18, Case Nos. 08-917-EL-SSO and 08-918-EL-350,
% Direct Testimony of Dr. Makhija at 70,
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uncertainties; but it has no constitutional right to profits such as are realized or
anticipated in highly profitable enterprises or speculative ventures. The return should
be reasonably sufficient to assure confidence in the financial soundness of the utility and
should be adequate, under efficient and economical management, to maintain and
support its credit and enable it to raise the money necessary for the proper discharge of
its public duties. A rate of return may be reasonable at one time and become too high or
too low by changes affecting opportunities for investment, the money market and business
conditions generally.”

Building on Bluefield, the U.S. Supreme Court later confirmed the “comparable earnings” test
as the proper Constitutional standard for setting utility rates: “the return to the equity owner should be
commensurate with the returns on investments in other enterprises having corresponding risks.” F.P.C,

v. Hope Natural Gas, 320 U.8. 591, 603 (1944).

The significantly excessive earnings test is more generous to Ohio’s electric utilities than the
U.S. Supreme Court “comparable earnings” standard because Ohio’s electric utilities are allowed to be
more profitable than comparable businesses in the private sector, just not “significantly” more
profitable. But, under 8.B. 221, there is a required annual earnings review and refund mechanism. That
approach is different than under traditional ratemaking where earnings typically are only reviewed in a
rate case and excess profits from a prior period are not refunded. Therefore, while S.B. 221 allows for
greater utility profitability, there is an offsetting consumer protection of annual Commission oversight

and refund protection.

The implementation of the comparable earnings approach by state commissions over the decades
since Hope and Bluefield was discussed at length in the seminal work “The Regulation of Public
Utilities Theory and Practice,” Charles F. Phillips, Jr., Public Utilities Reports, Inc. 1993 at pages 394-

398 as follows:

“The most difficult problem in determining the overall cost of capital arises in estimating
the cost of equity capital.

ok ok



There are several approaches for estimating the cost of equity capital, but two principal
methads have evolved in recent years: the ‘markei-determined’ standard and the
‘comparable earnings’ standard. [Footnote omitted]. The former is a market-oriented
approach that focuses on investor expectations in terms of a utility's earnings, dividends
and market prices. The latter is an alternative investment approach that focuses on what
capital can earn in various alternatives with comparable risk.

L

The comparable earnings standard f[footnote omitted} recognizes a fundamental
economic concept; namely, opportunity cost. This concept states that the cost of using
any resource — land, labor and/or capital — for a specific purpose is the return that
could have been earned in the next best alternative use.

% ¥ %

The comparable earnings approach is implemented by examining earnings on book
common equity for enterprises that have comparable risks or by examining earnings on
book common equity for enterprises that have different risks and then making an
allowance for those risk differences. Earnings on book common equity are used since the
resulting cost of common equity is lo be applied to an original cost rate base (in most
Jurisdictions). The comparable earnings approach, further, requires that comparisons be
made with both regulated and nonregulated alternatives ... .

* o okt

The most difficult problem in applying the comparable carnings standard is the
determination of relative risk.
% k%

Despite the difficulty of measuring relative risk, the comparable earnings standard is no
harder to apply than is the market-determined standard.”

Using the comparable earnings approach of Hope and Bluefield, as well other methods, state
commissions have consistently authorized returns on equity which are one-fifth of the 55.5% resulting
from the PUCOQO Staff's new method. As shown on Attachment A (Regulatory Research Associates,
Regulatory Focus Major Rate Case Decisions, October 2, 2009), here are the average returns on equity

authorized by state commissions across the U.S. to electric utilities since 1996.



Electric Utilities — Summary Table *

ROE % (# Cases)
1996 11.39 (22)
1997 11.40 (11)
1998 11.66 (10)
1959 10.77 (20)
2000 11.43 (12)
2001 11.09 (18)
2002 11.16 (22)
2003 10.97 (22)
2004 10.75 (19)
2005 10.54 (29)
2006 10.36 (26)
2007 10.36 (39)
2008 10.46 37)
2009 Year to Date 10.43 (22)

* Number of observations in each period indicated in parentheses.

Attachment B is the Public Utilities Fortnightly 2009 ROE Survey. It confirms the most recent

information provided by Regulatory Research Associates.

The astonishing 55.5% ROE threshold that results from Staff's standard deviation method
applied to AEP’s comparison group for 2007 represents a fundamental departure from the far more

reasonable position advocated by Staff just one year ago in the ESP cases. Consider the confrast:

In their new position, Staff embraces the statistical standard deviation approach. Specificaily,
the mean return plus the standard deviation times 1.28. In its original position in the ESP cases, Staff
specifically rejected the statistical standard deviation approach and repeatedly criticized it. In its
original position, Staff ultimately concluded that the SEET centers around fairmess and balancing the
interests of consumers and the utility and that instead of a statistical test there should be a zone of

reasonableness made up of a 200-400 basis point premium over the mean return:

"Third, I do not think that the statistical definition of ‘significant’ provides a useful or
satisfactory interpretation of the legislative language.” (Cahaan testimony at 10, Case
Nos. 08-917-EL-SSO and 08-918-EL-SS0).
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“I do not think that the concept of ‘significant’ as used in statistics is really useful or
relevant to making decisions regarding the word 'significantly’ in SB 221." (1d. at 18).

"The words 'significantly in excess of and 'significanily excessive' can have a common
meaning with other, non-statistical, definitions of the word 'significant’, but not with the
statistical definition. The use of a statistical definition as the criterion for applying the
annual test causes the statute to have internal incoherencies.” (Id. at 19).

"0, If the statistical approach is not useful, then how do you view the 'significantly
excessive earnings’ issue?

A. Isee this as a 'fairness' issue. It is a familiar issue that the Commission over all of its
history, that of balancing the interests of the customers and the utility. The word
‘excessive' is the key, and the word ‘significant,” rather than having some esoteric
statistical meaning, simply means "large’ or 'important.™ (Id. at 21).

“0. How would you guantify the concept of ‘significantly excessive' if it is a fairness
issue rather than a statistical issue?

A. There is no way to objectively determine the meaning of 'significantly excessive,' but,
as we have seen the statistical approach is not free from subjectivity, either. However, I
could suggest certain considerations that might frame a zone of reasonableness ... I think
that the 200 basis point adder represents a reasonable lower bound... 1 think 400 basis
points is a reasonable upper bound." (Id at 21-23).

"To have a computer spit out the answer to the question of 'Tlow much Is too much?' may
give an impression of ohjectivity, but beneath the analytical surface of spurious precision
lies a large amount of subjectivity in the specification of the test, the level of proof
demanded, and, indeed, the unstated and underlying theoretical basis behind the use of a
statistical test in the first place. [ suggest that looking at the risk premium orn the
negative side of the issue provides an intuitive sense of the issue in a way superior to one,

two, or 1.28 standard deviations. For the purposes of determining 'significantly
excessive returns on equity' in the annual earnings test, I recommend thar the
Commission consider an amount over the average of the comparable group of 200 to 400
basis points.” (Id at 24).

While Staff's original approach of establishing the SEET threshold at 200-400 basis points above
the mean return of the sample group is far superior to the "greater of" statistical approach under Staff's
new thinking, the method proposed by OEG wiiness Mr. King should be adopted. Mr. King
recommended that the SEET threshold be set at a simple 200 basis points above the mean return of the
comparable group. A 200 basis point premium is equal to the ROE adder used by FERC to incentivize
utilities to make especially risky transmission investments. 200 basis points provides the utilities with

an ample ROE premium. Using 2008 year-end numbers (which reflect no ESP rate increases), we have

9.



quantified the revenue requirement effect of each 100 basis point (1%) ROE premium for each of the

utilities subject to the SEET in the following Table.

Ohlo Utility Companles
Ravenue Requiramant/Refund for Each 1% Change In Return on Common Equity

{$000's)
Source: FERC Form 1 Pages 112, 114, 115, 117

Cleveland Calumbus Dayton
Toledo Chio Electric Southern Ohlo Duke Power and

Edison Edisen Muminzting Power Power Energyf Light
Company Company Company Campany Company CGE (2},(3} Company
Total Common Eguity - Decambaer 31, 2007 485,191 1,676,175 1,489,A35 1,166,677 2,291,017 2,410,549 1,369,361
Tata! Common Equily - Decambar 31, 2008 480,054 1,294,054 1,603,882 1,249,440 2,421,945 2,546,888 1,453,528
Average Common Equily - 2008 482,621 1,435,114 1,546,859 1,208,059 2,358 481 2 478!718 1!411!444
Net Incame - Total Campany {ir 74 815 211,748 284,528 237,130 231,123 353,582 285,788
% ROE 15.52% 14.75% 18.38% 19.63% 8.81% 14.26% 20.26%
Each 1% ROE 4,828 14,351 15,469 12,681 23,565 24,787 14,114
Gress-Up Faclor 4 1.5385 1.5385 1.5385 1.5388 18385 1.5385 1.5388
Rev Rogf/Refund for Each 1% ROE 1,425 22,079 23E798 18!586 36,254 318,134 21,715

{1] Net Incoma doss nol rafloct reduction for preferred dividends, (affects onfy Daylon P&L and Ohic Power and only by minimal amounts}.

{2) The Guke Energy-Ghlo Form 1 common equily was reduced to ramove the acqulsition premivm from 1he paid In capital component in accordance with ihe ssttlemeant agreemant in Case
No9, 05-p20-EL-S80, 0B-021-EL-AAM, 05.022-EL.-UNC and 08-523-EL-ATA. The pald in capital component of common aquity was reduced from $5.570 bllon to $1.447 blilian to remave
this acquisition premium. The amaunt of the lon premium adjust t s noted on page 263 i the 2006 Form 1 for FERC accounl 211 which reads “Purch A g V. iona
dua lo Merger w/Duka Energy.” The same amount was removed from 2007 snd 2008 sommon aquity.

{3) Duko Energy-Ohis common aquily waa not adjusted fo remove net ingame affécta of marger with Cinergy, mark to market accounting or nantecurring galnsifosses. Allhough these amounis
are igquitad to ba removed Irom Duke Energy-Ohie'a net incoma (or the SEET test pursuant ta the seltlsmeni in Case Nos. 0B-920-EL-580, 08-521-EL-AAM, 08-922-EL-UNG and
08-823-EL-ATA, tho inform atfien 1a not publlcly availabla o quantiy ihese adjusiments.

{4) Federal incom a tax rala of 35% usnd in groas-up facler. The income based franghisa tax will be campletely phassd out by 2010 duo to affects of Ohio House Bi 68.
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As long as the Commission retains ultimate authority regarding the ROE premium that should be
added to the comparable group ROE, then a reasonable balancing of customer and shareholder interests
can be maintained. This is true no matter what future economic conditions may exist. But a rigid
statistical standard deviation approach applied to a utility-conceived comparison group will allow the
utilities to dictate the outcome of SEET proceedings and a reasonable customer-shareholder balance is

much less likely.

-11-



SEET Workshop Topic No. &

How should companies "that face comparable business and financial risk" be determined?
and 9. How should the earnings of a comparable company be adjusted to compensate for
the financial risk difference associated with the difference in capital structures?

Staff Recommendation: There should not be a standardized method of determining the
comparable group. The comparable group will be proposed by each utility every year and
determined by the Commission on a case-by-case basis. Staff also recommends that the leverage
(i.e., ratio of common equity) consideration should be of secondary significance (in comparison
to the consideration of selecting a larger sample of comparable companies) in the group selection
process.

In its new position, "Staff believes it is appropriate that a comparable group be determined and
utilized on a case-by-case basis... The method for comparable group sample selection should vary case
to case, as different companies are structured differently and economic conditions will vary over time."
(November 18, 2009 Recommendation at 4-5). We have catlier characterized this as putting the fox in
charge of the hen house. Leaving this critical decision to the utilities can lead to unreasonable results,
such as a 55.5% ROE threshold. In contrast, in its original position Staff wisely understood the
consequences of this abdication of responsibility. "The Staff feels strongly that, excepting for cases in
which the issue can be resolved by stipulation, a single methodology should be adopted across all EDUs

for the selection of comparable companies in an annual earnings test.” Staff's original position should

be adopted.

The Customer Parties believe this issue is a key element in the calculation of SEET. A clearly
defined and transparent methodology in selecting a comparable group of companies and adjusting risk
associated with capital structure should be used by all EDUs subject to the SEET. The business and
financial risks of the Ohio EDUs may be different but a common methodology should be used. If this
issue is to be decided on a case-by-case basis, then each SEET calculation will become essentially a

mini-rate-case, which is exactly the situation the Staff intends to avoid.

7 Cahaan testimony at 8, Case Nos. 08-917-EL-SSO and 08-918-EL-SS0O.
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There are two aspects to this question. First, how should the companies that face comparable

business and financial risk be determined? And second, how should the earnings of comparable

companies be adjusted for the financial risk difference associated with the difference in capital

structure?

On the important issue of comparable group selection we recommend that the method proposed

by OCC witness Dr. Woolridge be adopted. Dr. Woolridge’s methodology results in comparison groups

that are dominated by electric utilities, thus establishing a stable ROE baseline. This helps ensure that

the SEET will result in stable and predictable earnings limits for Ohio electric utilities and the protection

for customers that is intended in Senate Bill 221, [t will aiso help avoid mini rate cases each year for

every utility. Here is how Dr. Wooldridge’s comparable group selection methodology works:

1)

2)

3)

4)

5)
6)

Identify a proxy group of electric utilities. The proxy group must have: a) an investment
grade bond rating; b} total revenue less than $10 billion; c) percent of regulated electric
revenue of at least 75%; and d) a three-year history of paying cash dividends.

Identify a list of business and financial risk measures to insure that the comparable
private sector companies are similar to the proxy group of electric utilities. These
business and financial risk measures are: a) stock price beta {a measure of stock price
volatility); b) asset turnover ratio (measures capital intensity); ¢) common equity ratio
(shareholder equity as percent of total capitalization); and d) no foreign companies.

Determine the business and financial risk measures identified above (beta, asset turnover
ratio, and common equity ratio) for the proxy group of clectric utilitics.

Use the beta, asset turnover ratio, and common equity ratios for the proxy group of
electric utilities to screen the thousands of companies in the Value Line database. The
result was 64 comparable companies, 44 of which were electric utilities.

Calculate the mean (average) ROE for the 64 company comparable group.

Finally, adjust the mean (average) ROE for the 64 company comparable group for the
actual capital structure of the Ohio electric utility being examined.

There is a consensus among the experts as to how the earnings of comparable companies should

be adjusted for the financial risk difference associated with the difference in capital structure. Dr.

Woolridge, Dr. Vilbert and Mr. King all provided much the same methodology for meking this

adjustment.

The process involves computing the pre-tax retumn on capital for the comparable
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companies, and then making adjustments to reflect the difference in the benchmark ROE based on the
capital structure of the Ohio electric utility relative to the average of the comparable public companies.

Dr. Woolridge’s three-step process to make this adjustment includes:

1. Compute the average pre-tax return on total capital for the comparable group of public
companies, using the average ROE, debt/equity percentages, income tax rates, and long-
term debt cost rates;

2, Compute the pre-tax ROEs for the Ohio electric utility using (a) the average pre-tax
return on total capital for the comparable companies; and (b) the individual debt/equity
percentages, income tax rates, and long-term debt cost rates of the Ohio eleciric utility;
and

3. Compute the after-tax benchmark ROEs for the Ohio electric utility using its income tax
rates,

Using 2007 data, Dr. Woolridge’s methodology resulted in a comparable group with a mean
ROE of 11.37% and a relatively stable standard deviation of 4.52. By contrast, Dr. Makhija’s 2007
comparable group had a mean ROE of 13.91% and a standard deviation of 32.51. The OCC and AEP
witnesses both determined a similar mean ROE (11.37% versus 13.91%). But the standard deviation of
the OCC’s and AEP’s comparable group was wildly different, 4.52 versus 32.51. This again shows why
a statistical standard deviation approach to SEET cannot be relied on for protecting customers under the

statutory standard.

The selection of the comparable group is too important to leave to the discretion of the utilities,
Dr. Woolridge's method should be utilized, at least for the annual SEET reviews during the current

ESPs, subject to review in future ESPs/MROs.

-14 -



SEET Workshop Topic Nos. 3 and 11

What adjustments should be included in the SEET calculation, and how should write-offs
and deferrals be reflected in the return on equity calculation for SEET?

Staff Recommendation: 1) In general, stated financial results without adjustment should be used
for calculation of the SEET; 2) If a utility has significantly excessive eamings before considering
the additional revenue from ESP adjustments, then the ESP adjustments did not cause the
excessive earmnings and no refund is appropriate.

1. We agree that the stated financial results including any deferrals should generally
be used for SEET purposes.

The Customer Parties concur with the Staff’s position that the stated financial results for the
utility, without adjustment, should generally be used for calculation of the SEET. We concur with Staff
that proven extraordinary items that were not created as an adjustment in the ESP or MRO, be they gains
or losses, should not be included in the SEET. This will result in an objective threshold return on equity
for the SEET. We concur with Staff that where applicable, adjustments should be made to remove items
associated with non-Ohio service areas. In addition, we agree with the Staff that extraordinary items

that are created as an adjustment in the ESP or MRO should be included for purposes of the SEET.

We do need to make an additional observation. Any SEET refund should be excluded from the
SEET calculations in the year the refunds are reported in the income statement. Otherwise the process
would be self-defeating. For example, if it is determined that a utility carned significantly excessive
profits in 2009 the refund would be made in 2010. The refund would reduce the 2010 reported earnings.
But since the refund is to compensate for 2009 overcharges the refund should be excluded from the 2010

financial results.

In the Staff Recommendations, there is no direct reference to write-offs and deferrals to be
reflected in the return on equity calculation for SEET. The Customer Parties believe that any deferral of
fuel costs or other items should be reflected in the return on equity calculation for SEET in the year

when the retail sales occur, not in later years when the deferred revenues are received. This is consistent
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with the Staff position that, in general, stated financial results (which include the deferred items) should

be used for calculation of the SEET.

Some of the utilities have argued that deferrals (which increase earnings in the stated financial
results) should not be recognized in the SEET process because it could result in an anomatly: a finding of
excessive profits and a customer refund at the same time that the utility was deferring recovery of
certain of its costs. There is a simple way to address this concern. In any year where there is a deferral
and a SEET finding of excess profits, the excess profits should first be used to pay down the deferrals

already ordered by the Commission to be collected from customers before any cash refund is awarded.

For point of reference, according to AEP’s September 2009 SEC Form 10q, the “FAC deferrals
at September 30, 2009 were $36 million and 3238 million for CSPCo and OPCo, respectively, inclusive

of carrying charges at the weighted average cost of capital”.

2. We strongly disagree that a utility which has excess profits before considering the
additional revenue from ESP adjustments shanld be exempt from refund exposure
because this will result in the utility becoming even more excessively profitable.

There is one very important aspect of Staff’s Recommendation with which we strongly disagree.

At page 3 Staff states:

“If these adfustments, in fotal, are excluded from the earned return deemed to be
excessive and, consequently, reduce that return to a level no longer deemed excessive,
then it would be requisite to return the amount of the excess to consumers. If the return
with the adjustments excluded is still excessive, then the adjustments cannot be at fault
for excessive earnings, and no amount need be returned to the consumers.”

The Staff has created a two-pronged test in the event earnings are deemed to be excessive. The first
prong is reasonable. The second prong reflects a fundamental misinterpretation of the law.

Under the first prong of the test, if the ESP rate increases are removed from earnings and the
ROE drops below the SEET threshold, then the "excess" should be returned to consumers.  Although

Staft does not define "excess," we can reasonably assume that the "excess" is the amount necessary to
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bring the return down to the SEET threshold. For example, if the SEET ROE threshold is 15%, the
ufility’s actual ROE is 19%, and elimination of all ESP rate adjustments would lower the ROE to 14.9%,
then all of the ESP rate increases (except 0.1%) would be refunded. This would bring the utility’s ROE

down to 15%, but not below. We agree with this process.

However, under the second prong test, if the ESP rate increases are removed from the earnings
and the ROE still is above the SEET threshold, then the Staff claims that no amount should be returned
to consumers. Under Staff’s approach, if a utility whose earnings are already significantly excessive
receives an ESP rate increase — thus resulting in even higher profits for the already over-earning utility -
no refund would be warranted because excess profits was a preexisting condition and was not caused by
the ESP rate increase. For example, if the SEET ROE threshold is 15%, the utility’s actual ROE is 19%
and the elimination of all ESP rate adjustments would lower the ROE to 15.1%, then Staff would refund
nothing, This conclusion is unexplained and clearly wrong, The correct conclusion would be that all of
the adjustments contributed to the excessive earnings and the entirety of the adjustments should be
returned to customers. One more example just to be clear. Under the second prong of Staff’s test, if a
utility with $110 million of significantly excessive profits received an ESP rate increase of $40 million,
Staff would refund nothing and would allow the excess profits to grow to $150 million. We think this is
a fundamental misreading of the statute. If a utility is already excessively profitable, then every dollar of
an ESP rate increase should be refunded in order to avoid exacerbating the situation. To interpret the

statute as the Staff has, would be to nullify the very reason for the statute.
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SEET Workshop Topic No. 8

What does "in the aggregate" mean in relation to the adjustments resulting in significantly
excess earnings?

Staff Recommendation: All the adjustments created by the implementation of an ESP are to be
assessed for their impact in determining whether the company achieved a return on common
equity significantly in excess of the benchmark ROE.

The full statutory provision to which Staff refers reads: “If the Commission finds that such
adjusiments, in the aggregate, did result in significantly excessive earnings, it shall require the electric
distribution utility to return to consumers the amount of the excess by prospective adjustments ...”

O.R.C. §4928.143(F).

This provision means that a utility’s SEET refund exposure is limited to the aggregate amount of
ESP rate adjustments it has received. For example, if a utility experienced significantly excessive
eamings of $60 million in 2009, but its ESP rate increase in 2009 was only $40 million, then the refund
to consumers would be limited to $40 million. The SEET process cannot “claw back” the additional $20

million of excess profits as this amount resulted from something other than ESP adjustments.

“In the aggregate” also means cumulative. Over time, the cumulative level of ESP rate
adjustments (rate increases) are subject to refund. To continue with the prior example, assume the utility
that was awarded $40 million in 2009 received another $40 million ESP rate increase in 2010, for an
aggregate ESP rate increase recovered during 2010 of $80 million. If the utility experienced
significantly excessive earhings in 2010 of $50 million, then the full $50 million would be refunded.
This would be the case because the aggregate ESP adjustments recovered during 2010 were $80 million,

which exceeded the excess profit level in 2010 of $50 million,
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SEET Workshop Topic No, 1

Should off-system sales (OSS) be included in the significantly excessive earnings test
(SEET) calculation?

Staff Recommendation: Off-system sales (OSS) should be included in the net eamings used to
calculate return on equity for the SEET.

The Customer Parties concur with the Staff’s Position that profits from off-system sales (“OS8S™)
should be included in the net earnings used to calculate return on equity for the SEET. There is no basis

for eliminating revenues that are normally recurring.

The SEET compares the “earned return on common equity of the electric distribution utility”
with the “return on common equity that was earned during the same period by [comparable] publicly
traded companies, including utilities ...." R.C. 4928.143(F). The “return on common equity that was
earned” by each of the electric distribution utfilities that own generation could include profits from off-
system sales. Therefore, if profits from off-system sales were ignored, the Commission would be
comparing only part of the electric distribution utility’s earnings with 100% of the earnings of the
comparable group. This would result in a distorted comparison and Staff correctly avoided this
asymmetry. Additionally, because the cost of the power planis used to make off-system sales are
included in the utility’s capitalization, all revenue produced by these customer-funded assets are

properly included in the SEET.

The Customer Parties support offsetting the electric utility’s ESP costs by profits from off-
system sales. Sharing of the off-system sales profits between customers and utilities recognizes that if
plant has been constructed for the benefit of jurisdictional customers and was ultimately paid for by
those customers, in fairness there should be some sharing of the revenues realized by the utility utilizing
that plant when it makes non-jurisdictional sales. This issue is one of the issues being appealed to the
Ohio Supreme Court. [f the Court reverses the Commission and orders a sharing of the profits from off-
system sales, there may be a need to consider adjusting how off-system sales are treated in the SEET,
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SEET Workshop Topic No. 2
Should the Commission determine SEET on a single-entity basis or company-wide basis?

Staff Recommendation: The SEET should be calculated for the single entity, being the
Applicant.

The Customer Parties agree with the Staff’s position that the SEET should be calculated for the
single entity. The single entity should be the underlying utility company. For example, in the AEP
Ohio ESP proceedings, each utility, Columbus Southern Power and Ohio Power, should be considered
an Applicant on a stand-alone basis. Similarly, in the case of FirstEnergy, the Applicants to be
considered for the SEET should be FirstEnergy’s EDUs in Ohio, namely Cleveland Electric [lluminating
Company, Ohio Edison and Toledo Edison. Staff properly quoted from the provisions of S.B. 221

which mandate this result.
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SEET Workshop Topic Ne. 4

What is the precise accounting definition of "earned return on common equity" that
should be used?

Staff Recommendation: Earned retum should be the net income for the year divided by the
average common equity over all months of the year

The Customer Parties concur with the Staff’s position that the earned return should be the net

income for the year divided by the average common equity over all months of the year.
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SEET Workshop Topic No. 7

How are "significantly excessive earnings' to be determined? (Located in the third
sentence of Section 4928.143(F), Revised Code.)

Staff Recommendation: Staff endorses the concept that a return on common equity in excess of
1.28 times the standards deviation above the mean of a comparable group of companies should
be defined as earnings significantly in excess, except in a low earning environment when 200
basis points should be substituted.

We do not concur with the Staff with respect to threshold ROE that constitutes SEET. The
Staff's recommendation is a threshold ROE computed as the higher of: (1) 200 basis points above the
mean of the comparable group; or (2} the mean return of the comparable group plus the standard
deviation of the comparable group multiplied by 1.28. The reasons for our significant disagreement

have already been stated. We believe a 200 basis point premium above the mean return of the

comparable group is appropriate.
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SEET Workshop Topic No. 10

What mechanism should be employed to return to customers the amount of excess
earnings?

Staff Recommendation: The return mechanism should be decided on a case-by-case basis in

cach company’s annual SEET proceeding. The Commission would also have the latitude to
return the money in varying time periods and/or as reduction to other EDU imposed charges as it
deems appropriate.

We generally concur with Staff but only if the “other EDU imposed charges” are charges

affecting customer rates, and thus, a reduction of such charges results in a reduction in customers’ rates.

However, we believe that after a Commission finding of significantly excessive earnings, the parties

should endeavor to stipulate the mechanism the Commission should employ to return the amount of the

excess to consumers. In the absence of such stipulation, then the Commission should determine the

mechanism to be utilized afier parties are provided a fair opportunity to present their positions to the

Commission.

SEET refunds raise many questions that are generally better left to the particular

circumstances of any given case. For example:

1).

2)
3)
4)

5)

Should a SEET refund be a bypassable or non-bypassable credit?
Over what period of time should the refund be made?
Should there be interest on the unamortized SEET refund balance and if so, at what level?

Should a customer on discounted economic development contract (reasonable
arrangement or unique arrangement) recetve an additional discount through a SEET
refund? and

Should any SEET refund f{irst be used to pay off monies owed by customers to the utility
in the form of deferrals?

The recommendation that the Commission have the latitude to return the money in varying time

periods does raise some concerns in that the Consumer Parties believe that consumers should get the full

retund to which they are entitled as promptly as possible and without delay.
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CONCLUSION

WHEREFORE, on behalf of the residential and business customers of this state, we urge the
Commission to improve the SEET review process as set forth herein to afford Ohio customers the

protection intended in Senate Bill 221 against paying significantly excessive profits to electric utilities.

Respectfully submitted,
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“ Regulatory Research Associates

REGULATORY FOCUS

Special Study QOctober 2, 2009

MAJOR RATE CASE DECISIONS--JANUARY-SEPTEMBER 2009

For the first nine months of 2009, the average of electric equity return authorizations by
state commissions was 10.43% (22 determinations) almost identical to the 10.46% average for
calendar-2008. The average gas equity return authorization for the first three quarters of 2009
was 10.11% (14 determinations), slightly below the 10.37% average for calendar-2008.

After reaching a low in the early-2000’s, the number of rate case decisions for energy
companies has generally increased over the last several years. There were 83 electric and gas rate
decisions in 2008 versus only 32 in 2001, Increased costs, including environmental compliance
expenditures, the need for generation and delivery infrastructure upgrades and expansion, and
renewable generation requirements argue for a continuation of the increased level of rate case
activity over the next several years. However, cost efficiencies from technolagical improvements,
the use of muiti-year settlements, and a reduced number of companies due to mergers may
prevent the number of rate cases from increasing significantly further,

We note that electric industry restructuring in certain states has led to the unbundling of
rates and retail competition for generation. The state commissions in those states are now
authorizing revenue requirement and return parameters for delivery operations only (which we
footnote in our chronclogy), thus complicating historical data comparability. We aiso note that the
current financial uncertainty and resulting increase in corporate debt yields may indicate that
utility equity costs have also incraased and lead to higher authorized ROEs by commissions.
However, increased authaorized equity returns have not materialized thus far in 2009,

The table on page 2 shows the annual average equity returns authorized since 1990, and by
quarter since 2003, In major electric and gas rate decisions, followed by the number of
determinations during each period. The tables on page 3 present the composite industry data for
items in the chronolegy of this and earlier reports, summarized annually since 1996, and quarterly
for the most recent seven quarters, The individual electric and gas cases decided in the first nine
months of 2009 are listed on pages 4-7, with the decision date {generally the date on which the
final order was issued) shown first, followed by the company name, the abbreviation for the state
issuing the decision, the authorized rate of return (ROR), return on equity (ROE), and percentage
of common equity in the adopted capital structure. Next we show the month and year in which the
adopted test year ended, whether the commission utilized an average or a year-end rate base, and
the amount of the permanent rate change authorized. The dollar amounts represent the permanent
rate change ordered at the time declsions were rendered. Fuel adjustment clause rate changes are
not reflected in this study. We note that the cases and averages included in this study may be
slightly different from those in our online rate case history datahase. Any differences are likely the
result of this study's inclusion of ROE determinations that are rendered in cost of capital only
proceedings in California or that apply only to specific generaticn piants. Both of these types of
determinations are not included in the database, which encompasses major base rate cases only.
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Electric Utllitles Gas Utllities

Year Pariod RQE % (# Cases) ROE % (# Cages)
1990 Full Year 12.70 (44) 12.67 {31)
1991 Full Year 12.55  (45) 12.46  (35)
1992 Full Year 12.09 (48) 1201 (29)
1993 Full Year 11,41 {32) 11.35 (45)
1994 Full Year 11.34 (31) 11.35 {28)
1995 Full Year 11.55 {33) 11.43 {167
1996 Full Year 11.39 {22} 11.19 {20)
1997 Full Year 11.40 (11} 11.29 {13)
1998 Full Year 11.66 (10} 11.51 {10)
1999 Full Year 10.77 {20) 10.66 (9
2000 Full Year 11.43 {12) 11.39 12}
2001 Full Year 11.09 {1B) 10.95 (N
2002 Full Year 11.16 (22) 11.03 (21)
1st Quarter 11.47 (# 11.38 5
2nd Quarter 11.16 4) 11.36 4)
3rd Quarter 9.95 {5} 10.61 {5)
4th Quarter 11.09 (6) 10.84 {11}
2003 Full Year 10.97 (22) 10.99 (25}
15t Quarter 11.00 (3) 11.10 4
2ng Quarter 10.54 (6) 10.25  (2)
3rd Quarter 10.33 {2) 10.37 (8)
4th Quarter 10.91 (8) 10.66 (6}
2004 Full Year 10.75 (19) 10.59  (20)
1st Quarter 10.51 €)) 10.65 2)
2nd Quarter 10.05 (7N 10.54 {5}
3rd Quarter 10.84 {4 10.47 {3)
4th Quarter 10.75  (11) 10.40  (14)
2005 Full Year 10.54 (29) 10.46 {26}
ist Quarter 10.38 (3} 10.63 (6)
2nd Quarter 10.68 (6) 10,50 (2)
3rd Quarter 10.06 (¥] 10.45 (3)
4th Quarter 10.39 (10) 10.14 (5)
2008 Full Yaar 10.38 (26) 10.43 (16)
1st Quarter 10,27 (8) 10.44 {10}
2nd Quarter 10.27 {11} 10.12 (4)
3rd Quarter 10.02 (4) 10.03 (8)
4th Quarter 10.56 {16) 10.27 {15)
2007 Full Year 10.36 (39) 10.24 (37)
1st Quarter 10.45 (10) 10.38 {(7)
2nd Quarter 10.57 (8) 10,17 {3)
3rd Quarter 10.47 {11) 10.49 {7
4th Quarter 10.33 (8) 1034 (13)
2008 Full Year 10.46 {37) 10.37 (30}
1st Quarter 10.29 (%) 10.24 (&)
2nd Quarter 10.55 (10) 1011 (8)
3rd Quarter 10.46 (3) 9.88 (3

2009 Year-To-Date 10.43  (22) 1011 (14)



Electric Utiiitles--Sutamary Table*

Eq. as % Amt.
Perlod ROR % [# Cases) ROE % {#Cases) Cap.Struc, (# Cases) SMil, (4 Cases)
1996 Full Year 9.21  (20) 11,39 {22) 4439 (20} -5.6 (38)
1997 Full Year 9.16 (12} 1140 (11) 4879  (11) -553.3 {33)
1998 Full Year 9.44 (9) 11.66 {10} 46.14 (8) -429.3 (31)
1999 Full Year 8.8L (18) 1077 (20) 4508 (12 -1,683.8 (30)
2000 Full Year 9.20 {22) 11.43 {12) 48.85 (12} -291.4 (34)
2001 Full Year 8.93 {15) 11.09 {18) 47.20 (13) 14.2 (21}
2002 Full Year 8.72 (20) 1116 {22) 46,27 (19} -475.4 (24)
2003 Full Year 8.86 (20) 10.97 (22) 49.41 {19) 313.8 (12)
2004 Full Year 8.44 {18) 10.75 {19} 46.84 {17} 1,091.5 (30)
2005 Full Year 8.30 (26) 10.54 (29) 46.73 (27) 1,373.7 (36)
xona Full Year 824 {24) 10.36 {26) 48.67 {23) 1,465.0 (42)
2007 Full Year 8.22 {38) 10.36 {39) 48.01 (3" 1,401.9 (48)
1st Quarter 8.36 (9) 10.45  {10) 49.25 (8) 802.9 (9)
2nd Quarter g21 (7 10.57  (B) 47.64  (7) 510.5 (8)
3rd Quarter 8,32 (103 10.47 (11) 48,96 (10) 737.5 {13}
4th Quarter 8.09 {9) 10.33 (8) 47.58 (8) 848.5 (12)
2008 Full Year 8,25 (35) 10.46 (37) 48,41 (33) 2,899.4 {42)
15t Quarter 8.19 (8) 140.29 {9) 48,52 (8) B57.0 {14}
2nd Quartar 8.05 (%) 10,55 (10} 47.66 (9} 1,425.7 (17}
3rd Quarter 8.48 (3) 10.46 (3} 47,20 {3} 317.1 (7)
2009 Year-To-Date 8,17 {20) 10.43 {22} 47.94 (20) 1,589.8 (38)
- E3
Eq. as % Amt.
Parlod ROR % ([ Casag) ROB % (i Cases) gGap, Struc, (# Cases) $ Mil, {# Cages)
1996 Fult Year 9.25  (23) 11,19  (20) 4769 (19) 193.4 {34)
1997 Fuhi Year 49,13 (13) 11,29 (k) 47.78 (11) -82.5 (21)
1598 Full Year 9.46 (10) 11.51 10) 49,50 (i0) 93.9 (20}
1999 Full Year 8.86 [44)] 10.66 )] 449.06 {3} 51.0 (14)
2000 Full Year 9.33 (13) 11.39 {12) 48,59 (12) 1359 (20)
2001 Full Year 8.51 (&) 10.95 [#)] 43.96 (5) 114.0 {11)
2002 Full Year 8.80 [20) 11.03 (21} 48,29 (1e) 3036 {26}
2003 Full Year 8.75 (22) 10.99 (25) 49,93 (z2) 260.1 (30%
2004 Full Year 834  (21) 10,59 (20) 4580  (20) 3035 (31}
2005 Full Year 825 (29 10,46  (28) 48,66 (24} 458.4 (34)
2006 Full Year 851 (16} 10.43 (16) 47.43 (16} 444.0 {25)
2007 Full Year 8.12 (323 i0.24 (37) 48,37 (30) B13.4 {48)
1st Quarter 8.78 (7) 10.38 (7 52.07 {N 129.6 7
2nd Quarter 828 (3) 10.17 (3 51.80 (3) 52.0 )]
3rd Quarter 8.23 (N 10.49 (7) 50,58 (7) 3128 {10)
4th Quarter 8.45 (13) 11034 (13) 49,25 (13) 350.4 {20)
2004 Fulk Year 8.48 (30) 10.37 (30) 50.47 (30) 884.8 (41)
15t Quarter 8.01 (5) 10,24 (4} 43,81 (4} 156.4 (7}
2nd Quarter 8.05 (7} 10,11 {8) 48.84 (7 92.5 {8)
3rd Quarter 8.30 (2} 9.88 (2) 51.00 (2} 19.2 (4)

2009 Yaar-Ta-Date 8.07 (14) 10.1t  (14) 47.62  (13) 258.1 (19}

* Number of observations In each peried indicated in parentheses,



ELECTRIC UTILITY DECISIONS

RRA

Order
Date

1/14/09
1/21/09
1/21/09
1/21/09
1/21/09
/2109
1/30/09

2/4}09
2/4/09
2/5/09
2/5/09
2/16/69

3/4/09
3/11/09
3/17/09

2009

4/2/09
4/16/09
42109
4724409
4730409

5/4/09
5/20/09
5£20409
5/20/09
5£28/09
5/29/09

6/2/09
6/9/09
6/10/09
6/10/09
6/10/09
6/22/09
6/24/09

2009

Company (Statel

Public Service Oklahoma (OK)
Westar Energy (KS)

Kansas Gas & Electric (KS)
Claveland Electric Huminating {OH}
Ohio Edison (OH)

Taledo Edison (OH)

Idaho Power (1)

United tiluminating (CT)
Interstate Power & Light (IA)
Kentucky Utilities {KY)
Louisville Gag & Electric (KY)
Union Etectric (MO)

Indtana Michigan Power (IN}
Entergy Texas (X}
Southern Califarnta Edlson {CA)

15T QUARTER: AVERAGES/TOTAL
MEDIAN
OBSERVATIONS

Entergy New Orleans (LA)

PacifiCorp (ID)

PacifiCorp (UT)

Consolidated Edlson of New York (NY)
Tampa Electric (FL)

Minnesota Powar (MN)
Qklahoma Gas & Efectric (AR}
MorthWestern Corp. (MT)
PacifiCorp (WY}

Public Service New Mexico (NM)
Idaha Power (1D}

Southwestern public Servica (TX)

Publlc Service Co. of Colorado (CO}
Kansas City Power 8 Light {MQO)

KCP&L Greater Missouri Oper-L&P (MO}
KCP&L Greataer Missouri Oper-MPS (MO)
Central Hudson Gas & Electric (NY)
Nevada Power (NV)

2ND QUARTER: AVERAGES/TOTAL
MEDIAN
OBSERVATIONS

Commuon

ROR ROE Eq. as %
e 2 Can, Str,
8.31 10.50 44,10
8.48 10.50 {€) 49,00
8.48 10.50 {E) 49,00
8.48 10.50 {E) 49.00
8.18 10.50 49,27
7.59 8.75 50,00
- 10.10 (3}
8.34 10,76 52.01
7.62 10.50 45.80
8.19 10.29 48.52
£.33 10.50 49.00
8 9 8
11.10
8,36 10.61 51.00
7.79 10.00 43.00
8.29 (R) 11.25 47.49
8.45 10.74 54,79
6.43 10.25 36.04
8.38 10.25 50.00
8.77 16.50 50.47
7.28 16.00 47,00
8.66 (10} 10.80 (10) 44,15
8.05 10.55 47.66
8.36 10.56 48.00
9 10 9

*{R}

Test Year
&

Rats Rasa

2/08-YE

2408-BC
2/08-DC
2/08-0C
12/08-YE

12/07-A

3/08-YE

9/07-YE
3/07
12/09-A

12/08-YE
12/09-A
3/10-A
12/09-A

6/09-A
12/07-YE

3/08-YE

12/067
12/07-YE
12/07-YE
12/07-YE

&6/10-A
6/08-YE

Amt,
S Mk

59.3 (1)
65.0 (B)
65.0 (B)
19,2 (D)
68.9 (D)
38,5 (D)
27.0 [R)

6.8 (D,R,2)

-8.9 (B)
-13.2 (B)
161.7

19.1 (4)
30.5 (B,1,5)
308.1 (6}

857.0

14

-24.7 (B,7) |
4.4 (B)
45.0 (B)
523.4 (D)
147.7 (Z,R)

21.1 (1)
13.3 (B)
- (8)
18,0 (B)
77.1 (B,2)
10.5 (9)

57.4 (B,1)
112.2 (8)
5.0 (B)
15.0 {(B)
48.0 (B)
39.6 (D)
231.7 (Z)

1,425.7
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ELECTRIC UTILITY DECISIONS (continued)

Common Tast Year
QOrder ROR ROE Eq. as %o a Amt.
Rates Companv (State} e % Cap, Str, Rata Base $ ML,
7/8/09 Duke Energy Chio (OH} 8.61 10.63 (E) 51.59 (E) 12/08-DC 55.3 (D,B)
7/14f09 Southwestern Public Service {NM) -- -—- -—- -— 14.2 (B}
7/17/09 Avista Corp. (ID} 8,55 10,50 50.00 9/08-A 12.5 (B)
7/24/09 Kansas City Power & Light (KS) - - === 12/07-YE 59.0 (8)
7/24/09 Oklahoma Gas & Electric {CK) g Ea .- 9/08-YE 48.3 {B)
8/21/09 Texas-New Mexico Power {TX) e awe - 3/c8 12.7 {B)
8/31/09 Oncor Electric Dellvery (TX) 8.28 10.25 40.00 12/07-YE 115.1 (D)
2009 3IRD QUARTER: AVERAGES/TOTAL 8.48 10.46 47.20 317.3
MEDIAN 8.55 10.50 50.00 —
OBSERVATIONS 3 3 3 7
2009 YEAR-TO-DATE AVERAGES/TOTAL 8.17 10.43 47.94 2,599.8
MEDIAN 8.35 10.50 49.00 -
OBSERVATIONS 20 22 20 38




GAS UTILITY DECISIONS

RRA

Common Test Year
Order ROR ROE Eq. as % & Amt.
Date Company (State) — Y . Cap, Str, Rate Base s ML
1/2/09  Vectrer Energy Delivery of Ohio {OH) 8.89 - -n- 5/08-DC 14,8 (B)
1/13/09 Michigan Gas Utilities (MI) 7.60 10.45 46.49 12/09 6.0 {B)
2/2/09 New England Gas (MA) 7.74 10.05 34.19 12/07-YE 3.7
2/5/05 Loulsville Gas & Flectylc (KY) —n R .- ae- 22,0 (B)
2/26/09 Equitable Gas (PA) --- --- - 12/08 38.4 (B)
3/9/09  Atmos Energy (TN} 8.24 10.30 48.12 6/08-A 2.5 (B)
3/25/09 Northern Ilinols Gas (IL) 7.58 10.17 46.42 12/09-A 69.0
2009 1ST QUARTER: AVERAGES/TOTAL 8.01 10.24 43.81 156.4
MEDIAN 7.74 10.24 46.46 —
OBSERVATIONS 5 4 4 7
4/2/09  Entergy New Orleans (LA) - 10,75 - 12/08-YE 5.0 (B,7)
5/15/0% Niagara Mohawk Power (NY} 770 10,20 (11) 43.7¢ 3/16-A 38.4 (B}
5/29/09 EnergyNorth Natural Gas (NH) 8.28 g.54 50.00 6/07-A 5.5 (8,1)
€/3/09 Black Hilisflowa Gas Utility (1A) B.71 10,10 51.38 12/07-A 10.4 {B,])
6/9/09 Peoples 5as System {FL) 8.50 10.75 48.51 12/09-A 19,2 (I}
6)22/03 Central Hudson Gas & Electric (NY) 7.28 10.00 47.00 6/10-A 138
6729409 Minnesota Energy Resources (MN) 7.98 10.21 48,77 12/08-A 15.4 (I}
6/30/09 Connecticut Naturat Gas {(CT) 7.92 9.31 (12) 52.52 6/08-(13) -16.2
2009 2ND QUARTER: AVERAGES/TOTAL 8.05 10.11 48.84 922.5
MEDIAN 7.98 10.15 48.77 -
OBSERVATIONS 7 8 7 8
7/17/09 Southern Connecticut Gas (CT) 8.05 9.26 (12) 52.00 6/08-(13) -12.5
7/17/0%  Avista Corp. (1D) 8.55 10.50 50.00 $/0B-A 1.9 (B)
8/27/0% UGI Penn Naturat Gas {PA) e --- - 3/09 19.8 (B)
8/27/09 UGI Central Penn Gas (PA) --- s -~- /09 10.0 [(B)
2008 3RD QUARTER: AVERAGES/TOTAL 8.30 0.88 51.00 19.2
MEDIAN 8.30 9.88 51.00 m——
CQHSERVATIONS 2 2 2 4
2009 YEAR-TO-DATE AVERAGES/TOTAL B8.07 10,11 47.62 268.1
MEDIAN 8.02 10.19 48.51 wn
QOBSERVATIONS 14 14 13 19




RRA

FOOTNOTES
A- Average
8- Order followed stipulation or settlement by the parties. Decislon particulars not necessartly precedent-setting or speciically
adopted by the regulatory body.

D- Applies to electric delivary only

DC- Date certaln
E- Estimated
[- Interim rates Implemented prior to the Issuanca of final order, normally under bond and subject to refund.
R- Revised

YE- Year-end
2- Rate change Implemented in multiple steps.

* Capltal structure includes cost-frae items or tax credit balances at the overall rate of return.

(1} Recovery of an additional $22.1 milllon autherized through adjustment mechanisms.

{2} Second-year distribution rate increase of $19.4 million authorized based on a 7.76% RQOR. This increase is subject to adjustment
for pension expense,

(3) Adopted ROE applies only to the company's proposed 649-MW, coat-fired Sutherland Unit 4 plant. The company subsequentiy
cancelled plans to construct the plant.

(4) Commisston decislon modified a settlement. Recovery of an additional $22.5 miltlon authorized through tracking mechanlsms.

(5) Indicated rate increase includes a $46.7 million base rate increase offset by a net $16.2 mifllen decrease in revenues coliected
under certain riders.

{6) Indicated rate increase Is retroactive to January 1, 2009 and reflects the one-time refund of a $72.5 million overcollection of
postretireement beneflts other than penslon costs. Additlonal rate increases of $205.3 milllon and $21% mifilon authorized for
2010 and 2011, respactively, Rate of return was not an issue in this case.

{7) Rate changes effactive June 1, 2009,

(8) Authorized return parameters apply only to the 120-150 MW, gas-fired Mill Creek generating plant,

{9) Rate Increase assoclated with Implementation of advanced metering Infrastructure. Return parameters are those adopted in
the company's previous rate case.

{10) Reflects incentive ROE (and ROR) for demand slde mangament programs and the Chuck Lenzie generating plant. Without the
incentives, a 10.5% ROE was authorized.

(11} Indicated ROE includes a 20 basls-pofnt premlum assaciated with the multi-year term of the settlement.

{12) Adopted ROE reflects a 10-basls point penalty for billing errors.

{13) Rate base valued as of 12/31/09.

Dennis Sperduto
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Commission Watch
2009 ROE Survey
Austerity Savings

Volatile economic conditions push
regulators in new directions.

By Paniwe S. Cross
A review of the rate cases decided over the past year indicares thar the economy

rermains at the forefronr in the news, and on the minds of regulators in rate-case

proceedings. The issue has taken a new twist, however, as regulators are now
placed in the unenviable position of determining an allowance for return on equity
(ROE) that’s fair to consumers and investors in a volarile economy. When Formightly
presented this feature last year, we reported that regutators were seeking to determine
the effect the dip in the stock macker, falling interest rates and tghtening credit might
have on financial modeling, as well as subjective views of the return necessary to
attract investors. This time, che cases that stand out are those in which regulators are
exploring the limits of their discretion under the regulatory compact to balance the
interests of consumers and shareholders in the face of a severe economic downturn,

The task of setting the return or profit  supporting lower figures. The uiility had
component of regulated rates for utifity  asked for an allowance of 11.25 percent,
service is one that begins with a review a rate only slightly above the approved
of mathemarically derived estimates of rate set in 2006. The PSC concluded
the return expecred by investors in the that maintaining the status quo on the
future. Regulators also are called on ro company’s ROE in light of Michigan's
use their informed judgement to pro- economic circumstances and the U.S.
duce a result that's fair to consumersand  credit crisis was the most prudent course
investors alike. The final answet often ' '
is expressed as a range of “reasonable”
results that would at cither end provide
a fair return to investors and reasonable
rates for consumers. This gives regulators
some wiggle room when determining a
final ROE figure or when seeking other
ways to hold down rates for con-
sumers—or to keep rates high enough to
make sure a utility has access to capital.

A recent case decided in Michigan
shows how the financial crisis might
redound to the benefit of shareholdersin
a rate-case setting, In that case, the state
public service commission (PSC) ruled
that Detroit Edison’s ROE should
remain at 11 percent, even though its
staff recommended a rate of 10.5 percent
and other parties presented evidence

1B Pusuc Unernes Formnieimy Novimeer 2009

of action. The commission said the
wotldwide crisis and ensuing breakdown
in conﬁdence among financial instini-
tions léd ta rising long-term borrowing
rates. [t also noted that the credit-system
frecze causes concern for the utility's con-
tinued ability to provide financing for
infrastructure investment needs, and
then to continue to provide safe, reliable
and abundant power at reasonable rates.
The PSC concluded that “a cautious
approach in changing the company’s
ROFE is necessary to ensure investor
confidence and company access to capi-
tal markets” [Re The Detroit Edison Co.,
Case No. U-15244, 270 PUR4th 134
(Mich.BS.C.2008)).

Digcretionary Cuts

Regulators in Connecticut looked at the
crisis another way. While setting rates
for United llluminating (UI), the Con-
necticut Department of Public Urility
Contro} (DPUC) lowered the com-
pany’s ROE from a level of 9.7 percent
see in 1996 o 8.75 percent in a rate case
heard this year. It rejected a claim by the
electric utility that financial models
relied on in the past should be adjusted
to account for a change in investor
behavior as a resuft of the crisis, incdud-
ing a shift away from looking at divi-
dend payments as a measure of long-
term growth and instead focusing more
on earnings per share as a guide to
investment decisions. The company
claimed that dividend growth has
remained stagnant due to heightened
financial concerns in the uility industry.
Expressing a keener interest in the
macroeconomic issucs at play, the
DPUC concluded that although the
overall outlook for the economy as a
whaole is weak, investors likely will con-
tinue looking to the utility sector as a
safe haven amidst a volatile market

Phillip S. Cross is Fortnightly's legal
editor. Email him at peross@pur.com.

wyrwLforinightly.com
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environment. The DPUC said that even
though the company was embarking on
a high volume of capital spending and
infrastructure improvements, thac would
be offset by Ul's strong financial posi-
tion, limited risk profile, visible forward-
earnings stream, high dividend yield,
strong balance shect and strong cash
position. Despite higher spreads and
yields, utilities still outperform most
sectors of the bond market. As such, the
cost of equity for the electric industry is
among the lowest of all industries in che
Uhited States. All these indicators sug-
gested a substantial decline in the overall
equity cost rate, in the view of the
DPUC (Re The United Muminating Co.,
Doctet No. 08-07-04, Feb. 4, 2009
(Conn, D.PU.CJ.

Focusing directly on the plight of
consumers during the current economic
crisis, the DPUC in a second case
reduced rates for a natural gas local dis-
tribution company (LDC) by §16.2
million, reflecting an allowed ROE of
9.31 percent. The department rejected
claims by the urilicy that a rate increase
was required due to current economic
conditions that had resulted in nearly
15,000 residential service terminations
due to non-payment of bills. Rather
than hike rares to cover past-due bills,
the current economic conditions
requited the LDC to share in the eco-
nomic difficulties of Connecricu ciri-
zens by aggressively managing its
opetational expenses and capital invest-
ments, the department said. Driving
home this point, the DPUC disallowed
for rate-making purposes, costs incurred
for non-qualified pension plans, finding
that ratepayers shauldn't have to fund
excessive pension benefits in difficult
economic times [Re Connecticit Natural
Gas Corp.,274 PURAtH 345
(Conn. D.LUC. 2009)).

In perhaps the most dramatic exam-
ple of ratemaking meets an economy in
crisis, the New York Public Service
Commission (PSC) has in recent cases

wiyvfortnightly.com

addressed consumer issues by imposing
what ic calls an “austerity savings” adjust-
ment for energy utilities operating in the state.
In those cases, the PSC actually inareased the
ROE in accordance with the results of finan-
cial models, but ar the same timne took away
reventies by adjusting cost-of-service estimates
10 teflect the savings expected under man-
dared austerity savings programs. The PSC
was careful to explain, however, thac if the cost
savings werent found, the utility could
petition for a deferral of the costsand possible
recovery in a future rate period.

When consumers are |

For example, the PSC recently has
approved a rate increase of $721 million
for Consolidated Edison of New York.
In that case, the PSC established an
ROE of 10 percent for the urility, an
increase from its earlier authorized ROE
of 9.1 percent. The PSC reviewed sev-
eral measures designed to reduce the
level of the increase in the context of the
current economic downturn. It deter-

mined that Con Edison shouid impose
additional cost-cutting measures and
directed the company to identify and
implement an “austerity budgec” that
would reduce its tevenue requirement by
$60 million for the coming year.

The issue of the proper ROE
remained separate from the austerity
savings ruling, however. Through the
trial briefing stage, the company sup-
ported an 11-percent equity return
allowance but reflected only 10 percent
in its May 2008 cariff filing. The PSC
noted that ie’s unusual for a utility o
SUppOFt One equity return in testimony
and vo reflect a lower one in the revenue
request set forth in its tariff filing, but
accepted the filing and went on to exam-
ine the resulis of financial models pre-
sented in the case, The PSC did note
thﬂ[ [hE revenue requirement d.iH:EI'EnCE
between 10 percent and 11 percent was
approximately $115 million a year. The
company described its 10-percent
request as part of its proposal to "amelio-
rate bill impacts on customers,” The
PSC went on to find that assigning a
two-thirds weight to resules under its
own discounted cash flow analysis, and
one-third weight to an average of the
capital asset pricing model to the results
presented by the parties to the case,
showed that independent of the com-
pany’s offer to settle for 2 10-percent
return based on its original request,

public utihty commisai

methocology remalns simifartoi

: 'HOE Sunvzv Mrmonomﬁv

Fartnfghﬂys 2009 ROE suirvey, cover_s cos_t_ of equlty capltal determ[naﬂons by, state
g the peric Sept 1, 2008. thmugh Aug 31,2009. (A
 few'more recent cases: outmde e penod are provided: Wwhere available,) Foﬂmghﬂys
5 prévigus ROE Surveys: fequssts for information-on-
rata proneedmgs werg sent to hoth regutatars and utility financial
; ination of commlssmn rate orﬁers when available, pro-

| this survey Explanatory notes accompany most entnes, and citations are provided for
t  ordars published in Pub!:c Uﬂlmes Hepurts Fourth Serigs (PUR4th) -PS.C.
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the same increase in the companys ROE
proved to be the one that the evidence
had shown to be adequate to compensate
investors and areract capital in the near
future,

Nevertheless, arning back to the issue
of the macroeconomic concerns in the
marketplace, the PSC stated that expen-
ditures chat are reasonable during average
or good economic times aren’t necessarily
reasonable when economic conditions are
extremely paor. When consumes are
experiencing an extraordinarily harsh eco-
nomic climare, 2 certain measure of fru-
gality is properly expected from uilities

and a repriotitizing of expenditures may
be needed, the PSC said, citing such
measures as freezing executive pay,
restricting hiring, curting travel costs and
other so-called “discretionary” expenses.
With this said, it ordered a downward
adjustment to the company’s tevenue
requirement amounting to $60 million,
half of which will be subject to fusther
review and potential deferral based on 2
review of the company'’s ability and best
efforts to implement the required meas-
ures effectively: It pointed out chat this
amounts to approximately 3.6 percent of
non-fuel operation and maintenance

costs and emphasized that the company’s
management will be responsible for
derermining how best to achieve the $60
million revenue requicement reduction
while maintaining reliability, service qual-
ity, and safevy [Re Consolidated Edison Co,
of New York, Ing., Cases 08-F-0539, 08-
M-0618, Apr. 24, 2009 (N.Y.PS.C);

See alio Central Hudson Gas & Flectric
Corp., 274 PURAth 257 (N.X.BS.C.
2009} where the PSC also discussed
tacreeconomic conditions that may be
wied a5 a basis for requiring the so-called
aUSTEVSEY adfiustments 1o & companys

revense requiremenys]. O

Arkansas

Oklahama (as & Flectds Flactric 08-103-U 8/29/08 5/20/09_ | 12/31/07 264 13.6 18 10.¢5

Arizona

Southwest Gas Gas G-01551A-07-0504, 8/31/07 12/24/08 | 4/30/07 50.2 335 8.5 10
270 PUR4th 465

Califomia

Southwest Gas -

Northern Jurlsdiction Gas 07-12-022 1221007 1121408 ) 12/31/08 -0.1 -1,04 10.9 10.5

Southwest Gas -

South Lake Tahoe Jurisdiction ! Gas 07-12-022 12/21/07 | 11/21/08 } 12/31/08 2.1 1.82 NA 10.5

Southwest Gas -

Southarn Jurisdiction (Gas 07-12-022 12721707 | 11/21/08 | 12/31/08 7.1 2.44 104 105

Colorado

Black Hills Energy (Gas 085-2906 6/30/08 31008 | 1231407 27 1.38 12 10.25

Public Sarvice of Colorado Electrlc;  0BS-520E, COB-0545, 11/25/08 6/0/08 1213108 174.4 12.0 105 105
275 PURAth 149

Connecticet

Connaciieut Natural Gas Gas [ 08-12-06, 874 PUR4tn 348] 1/1608 6/30/09 |- 6/30/08 16.4 -16.2 10.1 941

Southern Connecticut Gas Gas 03-12-07 1/20/08 7117/09 8130410 501 -12.46 10 $.26

United fluminating Electic 05-07-04 B/8/08 B39 127 2.2 2521 3.79 8.75

Nelaware

Chesapeake Utittles Gas | OF-188, 268 PUR4th 370 76007 9/2/08 T 1.9 0.329 10.86 10.25

Flovida

Peaples Gas System Gas (80318-Gl, 81/08 6/9/08 121408 265 192 11.25 10.75
274 PURdtR 177 .

Tampa Elscliic Elaciric 080317-E . 8/1/08 4/30/09 12108 2282 147.3 1175 11,28

[daho - o

Atlanta Power Elactric AR-T08-02, 5/1/08 1241908 | 12/31/06 303 0,108 WA 2
271 PUR4th 134 .

Avisla Eletinic AU-E-08-01 - - A3/08 9/30/08 | 123107 323 23.20* NA i0.2

huista Gas AVU-6-08-M A4/3/08 9/30/08 | 12/31/07 47 3.80* NA 10.2

Rocky Mountaln Power Electric PAC-E-DB-O7 - | 9/19/08 46409 | 12/31407 549 438 10.25 10.28%

Hitnols A

Commonwealth Edisan Eleelric]  07-0566, 268 FURAh1 ) 10A7/07 | 9/10/0B | 12/31/06 362.3 273 10.045 10.3

Northern lllinols Gas Gas (8-0363, 4/29/03 3725000 | 1231709 140.4 69 8.856 fOAT
272 PUR4th 161

20 Puseic Uniuties Formwicutey Novewser 2009
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Company Wity | Case, Docketor. | Agplica
Typa.| Declsion - -~ |- Dafe
Indiana
Indiana Michigan Power Eractric| 43306, 273 PUR4th 310 619407 3/4/09 9/30/07 125.5 41.6 12 105
Indiana Natural Gas Gas 43434 1/30/08 1Hy8/08 831107 0.7 0.5 10.4 10.2
Indlana Utititles Gas 43520 6/17/08 1/21/08 | 12731407 0.4 0.4 104 10.3
lewa
Black Hills Enargy Gag | APU-08-3, 275 PUR4th 44 | 6/2/08 6/3/09 12/31/07 13.56 10.39* NA* 10.1
Interstate Power & Light Flectric RPU-08-1 3/31/08 213/09 NA NA NA NA 10.4*
MidAmerican Energy Electric RPU-08-4 7/23/08 8/27/08 NA NA WA NA 1.7
Kansas
Westar Energy Blecirie]  08-WSEE-1041-RTS 5/28/08 172108 | 1257 g0 65 10 10.4*
Kentucky
Kentucky Utilities Electric 2007-00565 71108 2/5/09 4/30/08 22.2 -8.9% 1 10.83
Loulgiana
Cleco Power {1.C Elacile U-21496K 6/1/09 NA 9/30/08 AP NA 11.25 11.25
Cleco Power LLC Electrlc U-30889 7/14/08 NA 6/30/09% 2501 173.3 11.25 NAY
Massachusetta
Mew England Gas Gag 08-35, 271 PUR4th 1 7117/08 2/2/09 12/31/07 5.6 3.68 A 10.05
Michigan
Detroit Edison Eleclric U-15244 413107 12/23/08 | 12/31/06 123 B3.629 11 1
Michigan Gag LHilities Gag 1J-15549 5/16/08 113/09 | 1231509 13.9 ] 11.4 10.45
Minnesota
Minnescta Energy Resources | Gas GR-08-835 773108 6/29/09 | 12/31/08 22 16.4 11.71 10.21-
Minnesola Povier Elacirc E-015/0R-08-415 5/2/08 514109 6/30/08 2308 20.4 11.6% 10.74
Missourt
AmerenUE Electric ER-2008-0318, 444108 1/27/09 3/31/08 251 162 10.2 10.76
271 PUR4th 475
Kansas City Power & Light Flechric ER-2009-0089 9/5/08 6/10/03 | 12/31/07 1015 25 10.75 NA*
Kansas City Powsr & Light Electric ER-2008-0090 95/08 610/03 | 1231407 831 63 10.25 NA*
(Greater Missouri Operations*)
Miselasippi
CenlerPaint Energy Gas Rider RRA™ 172108 11A7/08 | 9/30/07 2.5 0.9 9.86 2,67
Montana
Montana-Dakota Liitity Eiectric 02007.7.789, 71207 4123/08 | 12/31/06 .77 4.1 12.3 10.25
264 PUR4th 516
NorthWestern Energy Fleckle D2007.7.82 7131107 7/7/08 12/31/06 31.37 10 10.75 NAF
NorthWestern Energy Gas 02007.7.82 71307 717108 12/31/06 10.5 g 10.75 NA*
NorthWestern Electric D2009.6.69, 6/27/68 11A13/08 WA 10
269 PUR4th 277
Nevada
Nevadz Power dba bV Energy |Electrlc 0B-12002 12/1/08 6/24/09 6/30/08 324 224 10.7 10.5
Naw Jersey
New Jersey Matural Gas Gag GRO7110889 11/20/07 10/3/08 4/30/08 58.36 325 11.3 10.3
New Mexico
Soulhwestemn Public Service  |Elechrie 08-00354-UT 12118/08 7114/08 6/30/08 246 14.2 10.5 NA*
Zla Natural Gas (ag 08-00038-UT 1/31/08 11/25/08 | 8/3t/08 32 25 MA 10.277
New York
Central Hudson Gas & Electric |Electic 08-€-0887 713108 622108 6/3010 88.1 e 9 10
Central Hudson Gas & Electile | Gas |08-G-0888, 274 PUR4th 257 7/31/08 6/22/09 6/30/10 20.2 13.61 9.6 10
Consolidated Edlson of Flectric™ 08-E-0539 5/9/09 3724109 30 9351 7214 9.1 10
Hew York
Corning Naturai Gas (Gas 08G-1137 9/24/08 8/20/08 6/30/10 1= QErF 10 10.7%
North Carolina
Piedmont Natural Gas (as [6-9, Sub 550, 269 FUR4th 32 2/29/08 10/24/08 | 12/31408 40.51 15.68 NA 1064
Narth Dakota
Mafthern States Power Elechic|PU-07-778, 271 PUR4th 334 12/7/07 114409 [ 12/31/08 17.9 10.9 12 10.75

wyrw forinighlly.com
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Cleveland Electric Ituminating JElseiric 07-552-FL-UNCP 5/8/07 12109 2120008 1086 28,2 NA 1.5

Columbia Gas of Ohlo Gas 08-72-GA-AIR 3/3/08 121308 9/20/08 §7.81 47,14 NA 10.38

Duke Energy Ohio Electric 08-709-EL-AIR 712508 28109 12/31/08 858 55.3 10.28 10,63

[ast Ohio Gas dha Dominion | Gas 07-829-GA-AR 10/30/07 | 10/15/08 | 12/31/07 76.02 37.48 12.15 9,02

East Ohio

Ohifa Fdisen Electric 07-552-EL-UNC™ 58407 1421/09 2/29/08 160.7 63.9 NA 10.5

Toledo Edison Electric 07-562-EL-AJNC™ 5iBf2007 1/21709 2/20/08 70.5 38.5 KA 10.5

Yetren Energy Delivery of Ohio] Gas (7-1081-GA-AIR 11/20/07 1/7/03 521/08 27.33 14.78 10.60 1085

Oklahiema

CenterPoint Fnergy Gas PUD-20800055 3N3/09 7/9/09 12731707 1.4 1.5 14.95 105

Oragaen

Portland General Electric Eleciric UE 197 2127108 1/1/08 12/31/08 146 120 10.1 10.1

Panneylvania

Columbla Gas of Pennsylvania | Gas 2008-2011621 1/28/08 10/28/08 | 9/30/08 588 41.5 NA* Na¥

Equitable Gas Gas R-2008-2024325 6/30/08 2/26/02 | 12/31/08 51.949 38.357 _KA* NA*

Rhods istand ,

Namragangett Electric Gas 3843, 272 PUR4IL 86 411/08 1/29/09 /30407 2004 13.66 NA 105

South Dakota

Otter Tall Power Electric E1L.08-030 10/31/08 | 6/30/00 | 12/31/07 39 k! i1.76% NA*

Texas

Entargy Texas Electeic 345800 9/26/07 318/08 307 605 48,7 10.85 10

Oncor Electric Delivery Eleciilc 38717 6/27/08 8/31/09 12/31/67 253.5 115.1 11.25 10.25

Southwastern Public Service | Electiic 35763 8/12/08 6/2/09 12131407 842 574 11.50 [V

Texas-New Mexico Power Electric 36025 8/20/08 8/21/09 3131408 &7 8.8 11.25 10.25*

Utah

Rocky Mountain Power, Electric 08-035-38 47/08 21009 | 12131807 160.6 450 10.25 10,61

a divisicn of PacliCop

. Varmant

Central Vermont Public Service (Electric 7485 10/31/08 21309 1213107 0.94 i) 10,21 Q.77%

Virginia

Appalachian Power” Electric PUE-2008-00045 5/30/08 | 10M15/08 | 12/31407 §6.5 60.5 102 102

Apoalachian Pawer Electric PUE-2008-00046 5/30/08 1117/08 | 1203007 2679 16749 10 10.24

Almos Energy £as PLE-2008-00007 3/6/08 9/30/08 9/30/07 0,9 049 10 10

Roanoke Gas Gas PLE-2008-00088 9/16/08 6/10/00 | 6/30/08 1.2 1.2 10,1 10.14

Washingtan

Avista Electric UE-080416 34/08 12/20/08 | 1243107 36.8 325 0.2 10.2

Avista Gas LG-080417 3/4/08 12/29/08 | 12/31/07 6.6 48 10.2 10.2

Northwast Matural Gas Gas UG-080546 3/28/08 12/26/08 | 9/30/07 4.3 2.72 NA 10,1

PacifiCom Electric UE-080220 2/6/08 10/8/08 6/30/07 34.8 20.4 10.2 10.2

Puget Sound Energy Electric UE-(72300 12/3/07 10/B/08 93007 1748 130.2 10.4 10.15

Puget Sound Ensrgy Gas U5-072301 1237 i0/8/08 /30/07 56.8 49.2 i0.4 1015

Wisconsin

Morthern States Power Electric 4220-UR-115, B/1407 1/8/08 12/31/08 674 384 11 10,75
264 PUR4th 236

Noithern States Power Gas 4220-UR-115, a7 1/3/08 12431408 53 5.3 1t 10.75
264 PUR4Ih 236 i :

\Wisconsin Power & Light Electtic 6680-UR-116 2122108 12/30/08 1 12/31/09 93.3 0 108 10.8%

Wisconsin Power & Light Gas 6680-UR-116 202208 | 12/30/08 | 12/31/09 0.8 -39 10.8 10.87

Wisconsin Pubific Service Electric £690-UR-119, 411708 12/30/08 | 12/31/09 848 Rt 10.9 10.9»
270 PUR4th 421 .

Wisconsin Public Service Gas 6690-1R-119, 4/4/08 12/30/08 | 12/31/00 15.7 -3 10.9 10.9%
270 PURAth 421

Wyoming

Rocky Mountain Power Electric 20000-333-ER-U8, NA BZ0/09 NA NA 18 10.25 10.25%
275 PURMH 127

Wyoming Gas Gas 30009-48-GR-08 10/17/08 10 5431708 1.61 131 1087

Questar Gas Gas 30010-94-GR-08 NA 7/1/08 12/31/08 483 378 NA 10.5
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NOTES
* Serdernenc agreement. No ROE figure stated.

i.

[==]

10.

11.
12.

13,
14,

15,

16.

19,
20.

21.
22,

. Authorized rate shown is reduced by 10-basis points

. Revenue amount is award for final cwo years of com-
. Commission staees that 12% raze is equal to rerurn

. No RCE stated in settlement agreement on commis-

. Result from an “zdvanced ratemaking principles”
. Result fiom an “advanced raeemaking principles”

. Figure reflects specific finding by commission regard-

. Proceeding to review level of carnings under esab-

Parties o approved secdement agree (0 use curreatly
authorized ROE of 10.5% to calculate new rates and
for future regulatoty filings through 12/31/09,

i setting final reventie requirement for managemeat
imprudence concerning billing problems,

pany's four-year rate plan.

allowed for other small wrilities in the stace,

sion order reflecting significant difference in party
positions, Partics agree to use existing rate of 10.25%
for other purposes such as avoided cost filings.

case invelving a coal-fired generating facility.
case (serdement) involving wind-power projects,

ing approprate ROE for furure environmenval cost A
recovery filings.

lished formula rte plan.

Test year urilized is acnual year ending Sept. 30, 2007
with prs formas to June 30, 2009 and Rodemacher
Unit Me. 3 full year operartions.

ROE rnge of 10.7% to 11.3%.

Figure shown contained in rate case order decided in
1994

Farmerly Aqpila Electric Operations.

Rare Regulation Adjustment Rider. Formula rare
mechanism features an annual recalcularion of the
allowed ROE and 2 graduated sharing of eamings
above the authorized figure,

Order auchorizing an electric urility t2 include in rate
Fase, at a value of $407 million, its intezest in a coal-
fired gencrating plant.

Revenue requirement for the fife of the plan is based
on the ROE figure shown,

. Order states that the ROE figure adopted only for the current rate case has no

precedemial value. Commission cites as a basis for this comment the wdility's
sl size relative to other gas ueilitles in the seare, as well as its status asa pri-
vately held entity.

. Figures reflected downward “"nusterity adjustment” to revenue requirernent of

$2.4 million for electric service and $.6 million for nawral gas. Adjusement
sellects recagnition of economic downtuen. Adjustment will have no effecton
ROE if urility defers or reduces enpenses by an equal amount,

Delivery Service for full-service and retail-access customers.

Annual increase for year ending June 30, 2010. Joint proposal submitted sup-
plants rate application and calls for a three-pear rare plan with camnings shasing
adjustment mechanism.

Rate period 9/1/09 through 8/31/10.

Serdement approved 5/22/06,
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30.
3L
32,

33,
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. Tfuility efects to file for new rates prior to 10/1/2010, ROE resets o 10.5%.
24,
15,
26.
17,

Figure inchuded in approved seettement agreement.

Rate filing for First Enerpy operating companies electric distribution services,
Midpaine of range of 1086 to 11% adopted by commission.

‘Toral award includes & separate adjustment for low-income customer assistance
programn, which is reconciled annually.

. Figure shown approved in 1987 rate order.
29,

Sealement agreement. £0.25% ROE set for caleulation of alfowance far finds
used during conscruction during rate-cfective period,

Calculated using formula set forth in alernative regulation plan,

Proceeding concerning environmental and system refiability costs anly.
Company reports that figure shown is implied as part of revenue serdement
process. ROE not stated in commission arder.

Approved revenue stipulation does not state authorized ROE. Commission
found it appropriate to continue to use 10.25% ROE adopted in the company's
Lase rate case for purposes of evaluating earnings on a prospective basis,
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