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Duke Energy Ohio 
Case Nos, 14-841-EL-SSO, 14-842-EL-ATA 

IGS Second Set Interrogatories 
Date Received: September 23,2014 

IGS-EVT-02-006 

REQUEST: 

Identify all charges or costs that Duke allocates to Duke Energy One. 

RESPONSE: Objection. This hiterrogatory is overly broad and unduly burdensome, given that 
it seeks information that is unlimited as to time and that is neither relevant to this proceeding nor 
likely to lead to the discovery of admissible evidence in this proceeding. The question is 
susceptible to different interpretations and Duke Energy Ohio would have to engage in 
speculation or conjecture to ascertain the intended meaning of this request. Without waiving 
said objection, to the extent discoverable, and in the spirit of discovery, Duke Energy One is 
responsible for costs of its operations under the terms of Commission-approved service 
agreements. See also Case No. 09-495-EL-UNC. 

PERSON RESPONSIBLE: As to objection - Legal 
As to response - Mark E. Hollis 



EXHIBIT 

Duke Jb^nergy Uhio 
CaseNos. 14-841-EL-SSO, 14-842-EL-ATA 

IGS Second Set Interrogatories 
Date Received: September 23,2014 

IGS-INT-02-004 

REQUEST: 

Does Duke provide Duke Energy One or any other affiliate with customer lists or accotmt 
numbers. 

RESPONSE: 

Duke Energy Ohio does not provide Duke Energy One with customer lists or account nimibers. 
Customer lists are only available to CRES providers p\irsuant to Duke Energy Ohio's supplier 
tariff and consistent with Commission rules. Duke Energy Ohio only provides account numbers 
to affiliates or third parties upon proper authorization from the customer and consistent with 
Commission rules. 

PERSON RESPONSIBLE: Mark Hollis 



m^ 

cf5 
OCC EXHIBIT N O . l ^ 

BEFORE 
THE PUBLIC UTILITIES COMMISSION OF OfflO 

In the Matter of the Application of Duke ) 
Energy Ohio for Authority to Establish a ) 
Standard Service Offer Pursuant to Section ) 
4928.143, Revised Code, in the Form of ) Case No. 14-841-EL-SSO 
an Electric Security Plan, Accounting ) 
Modifications and Tariffs for Generation ) 
Service. 

In the Matter of the Application of Duke ) 
Energy Ohio for Authority to Amend its ) Case No. 14-842-EL-ATA 
Certified Supplier Tariff, P.U.C.O. No. 20. ) 
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OF 
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1 L INTRODUCTION AND QUALIFICATIONS 

2 

3 Qi. WOULD YOV PLEASE STATE yOVR NAME AND BUSINESS ADDRESS. 

4 Al. My name is Jerome D. Mierzwa. I am a principal and President of Exeter Associates, 

5 Inc. ("Exeter"). My business address is 10480 Patuxent Parkway, Suite 300, 

6 Columbia, Maryland 21044. Exeter specializes in providing public utility-related 

7 consulting services. 

8 Q2. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

9 EXPERIENCE. 

10 A2. I graduated from Canisius College in Buffalo, New York, in 1981 with a Bachelor of 

11 Science Degree in Marketing. In 1985,1 received a Master's Degree in Business 

12 Administration with a concentration in finance, also from Canisius College. In July 

13 1986,1 joined National Fuel Gas Distribution Corporation (**NFGD") as a 

14 Management Trainee in the Research and Statistical Services Department ("RSS"). I 

15 was promoted to Supervisor RSS in January 1987. While employed with NFGD, I 

16 conducted various financial and statistical analyses related to the Company's market 

17 research activity and state regulatory affairs. 

18 In April 1987, as part of a corporate reorganization, I was transferred to National 

19 Fuel Gas Supply Corporation's ('*NFG Supply") rate department where my 

20 responsibilities included utility cost of service and rate design analysis, expense and 

21 revenue requirement forecasting and activities related to federal regulation. I was 

22 also responsible for preparing NFG Supply's Purchased Gas Adjustment ("PGA") 

23 filings and developing interstate pipeline and spot market supply gas price 
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PUCO Case Nos. 14'84l-ELSSO, etal. 

1 projections. These forecasts were utilized for internal planning purposes as well as in 

2 NFGD's purchased gas cost review proceedings. 

3 

4 In April 1990,1 accepted a position as a Utility Analyst with Exeter. In December 

5 1992,1 was promoted to Senior Regulatory Analyst Effective April 1,1996,1 

6 became a principal of Exeter. Since joining Exeter, I have specialized in evaluating 

7 the gas purchasing practices and policies of natural gas utilities, revenue requirement 

8 analysis, utility class cost of service and rate design analysis, sales and rate 

9 forecasting, performance-based incentive regulation, the unbundling of utility 

10 services and evaluation of customer choice natural gas transportation programs. 

11 

12 Q3. HAVE YOV PREVIOUSLY TESTIFIED IN REGULATORY PROCEEDINGS ON 

!3 UTILITY RATES? 

14 A3. Yes. I have provided testimony on more than 200 occasions in proceedings before 

15 the Federal Energy Regulatory Commission ("FERC"), and utility regulatory 

16 commissions in Delaware, Georgia, Illinois, Indiana, Louisiana, Maine, Maryland, 

17 Montana, Nevada, New Jersey, Pennsylvania, Rhode Island, Texas and Virginia, as 

18 well as before the Public Utilities Commission of Ohio ("PUCO"). 

't 
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1 n . PURPOSE OF TESTIMONY 

2 

3 Q4. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

4 A4. On May 29,2014, Duke Energy Ohio, Inc. ("Duke" or "the Utility") submitted an 

5 application with the PUCO seeking approval of a new electric security plan ("ESP") 

6 for the period June 1,2015 through May 31,2018. As part of its application, Duke is 

7 proposing a Distribution Capital Investment Rider ("Rider DCI") and a Distribution 

8 Storm Rider ("Rider DSR"). Exeter was retained by the Office ofthe Ohio 

9 Consumers' Counsel ("OCC") to evaluate Riders DC! and DSR. 

10 

11 QS PLEASE SUMMARIZE THE RESULTS OF YOUR EVALUA TION OF THESE 

12 RIDERS. 

13 AS. Riders DCI and DSR should not be approved by the PUCO for the reasons set forth in 

14 my testimony. 

15 

16 III. IMPLEMENTATION OF RIDERS 

17 

18 Q6. ASA GENERAL MATTER, DO YOU AGREE WITH THE CONCEPT OF 

19 RIDERS? 

20 A6. No. Riders (also referred to as "trackers," "cost trackers" or "reconciliation 

21 mechanisms") allow regulated utilities to collect designated costs from customers 

22 outside ofthe context of a traditional base rate proceeding, where all elements ofthe 

23 cost of service are examined. As a general matter, riders that provide for the 
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1 automatic collection of certain costs from customers are contrary to sound ratemaking 

2 principles. When a utility is permitted to collect costs through a rider, the incentive 

3 for the utility to control costs tends to be reduced or eliminated. As subsequentiy 

4 discussed, a rider can even potentially give a utility a perverse incentive to make 

5 uneconomic choices. 

6 Because of these potential problems, to the extent that riders are approved, they 

7 should be limited to cost items that are substantial, unpredictable, generally beyond 

8 the utility's control, and not essential to protecting a utility from a dire financial 

9 situation. Examples of costs for which a rider could be appropriate are purchased gas 

10 costs for a gas distribution utility or fuel and purchased power for an integrated 

11 electric utility like Duke. 

12 Duke has presented little evidence that the costs that it is seeking to collect through its 

13 proposed riders meet these criteria (costs that are substantial, unpredictable, and 

14 outside ofthe utility's control). Additionally, Duke has not shown that its financial 

15 integrity would be compromised if those costs could be collected only through a 

16 traditional base rate proceeding where the costs would be subject to closer scmtiny. 

17 A report by the National Research Regulatory Institute ("NRRT) titled ''Mow Should 

18 Regulators View Cost Trackers? " (September 2009) presents a concise and balanced 

19 description ofthe regulatory issues associated with riders, and I have attached a copy 

20 ofthis report to my testimony (JDM Attachment-1). 
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BRIEFLY SUMMARIZE THE FINDINGS OF THE NRRI REPORT WITH 

RESPECT TO REGULATORY POLICY AND THE USE OF RIDERS. 

The NRRI report found that "Good regulatory policy rejects cost trackers that are not 

essential for protecting a utility from a dire financial situation." (JDM Attachment-1, 

page 14). 

PLEASE EXPLAIN HOW RIDERS CAN POTENTIALLY RESULT IN 

UNECONOMIC INCENTIVES FOR A REGULATED UTILITY, WHICH THEN 

TRANSIA TES INTO HIGHER RA TES FOR CUSTOMERS? 

Suppose that a regulated utility was faced with a decision between either replacing a 

piece of equipment or contracting to maintain the equipment From a present value 

perspective it might be more economical to incur the cost to maintain the equipment 

rather than replace it. However, if the utility has a rider where it can automatically 

recover the cost of plant additions but would have to "absorb" any incremental 

maintenance expense under its existing base rates, then there is obviously an 

incentive to make the replacement even though that might not be the more economic 

option. 

ARE THERE ANY OTHER POTENTIAL CONCERNS WITH COLLECTION OF 

COSTS FROM CUSTOMERS THROUGH RIDERS? 

Yes. The collection of costs from customers through riders can lead to increases in 

utility rates and revenues (collected by the utility) even when a regulated utility does 

not have a revenue deficiency. By contrast, in the absence of riders, a regulated 
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1 utility would be able to implement rate increases only after a comprehensive base rate 

2 proceeding where all costs and the revenues under present rates were taken into 

3 consideration. If it were determined that the rates in effect were already producing an 

4 adequate return, then no rate increase would be authorized. 

5 

6 IV. DISTRIBUTION CAPITAL INVESTMENT RIDER 

7 

8 QIO. PLEASE DESCRIBE DUKE'S PROPOSED RIDER DCI 

9 AM Rider DCI, as proposed in Duke's application, is designed to recover a return on 

10 incremental capital investment and the associated depreciation and property taxes for 

11 distribution-related investment that is not otherwise recovered through base rates or 

12 another rider regardless of the Utility's level of earnings. As proposed all capital 

13 investment (excluding that recovered through Rider DR-IM, Infrastmcmre 

14 Modernization Rider) recorded in FERC Plant accounts 360 through 374 will be 

15 included in Rider DCI. In addition, the portion ofthe electric common general plant 

16 in FERC Plant accounts 303 and 389 through 398 that are allocated to distribution 

17 will also be included. In its application, Duke identifies 19 capital improvement 

18 programs that it intends to pursue and the costs associated with those 19 programs. 

19 However, the costs to be recovered under Rider DCI are not limited to those 

20 associated with these 19 projects, and there is no limit to the increase in net 

21 distribution and common general plant investment which can be made by Duke and 
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1 recovered under Rider DCI. That is, there is no limit to the rate increases customers 

2 could experience under Rider DCI. 

3 

4 Q I l WHAT RATE OF RETURN WILL BE APPLICABLE TO THE INCREMENTAL 

5 CAPITAL INVESTMENT RECOVERED THROUGH RIDER DCI? 

6 All. The rate of return grossed up for taxes would be based on the weighted average cost 

7 of capital and gross revenue conversion factor approved in Duke's most recent 

8 distribution base rate case (Case No. 12-I682-EL-AIR), which is currently 10.7 

9 percent. Included in the rate of return is a 9.84 percent return on equity. While I do 

10 not address the appropriateness of this rate of return, OCC Witness Mathew 1. Kahal 

11 does. 

12 

13 QIZ WHAT PROCEDURAL TIMELINE IS DUKE PROPOSING FOR RIDER DCI? 

14 AI2. Duke is proposing to make quarteriy filings to adjust rates under Rider DCI. Filings 

15 would be made at least 60 days prior to the effective date. Rates would be based on 

16 projected costs as of the rate effective date. For example, an adjustment to rates 

17 under Rider DCI to be effective January 1,2015 would be made no later than 

18 November 1,2014, and the rate adjustment would be based on projected costs as of 

19 December31,20I4. 

20 

21 QIJ. WHY IS DUKE PROPOSING RIDER DCI? 

22 AI J. Duke wimess Marc W. Arnold claims that the Utility's current planning and 

23 operation and maintenance practices and programs coupled with the current level of 
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spending for equipment replacement are not sufficient for Duke to maintain its 

present level of service reliability and meet customer expectation. Wimess Arnold 

claims that customers are demanding increasing service reliability. To enable what 

the Utility contends is the necessary investment in its distribution system and 

allowing for the timely recovery ofthe costs associated with that investment, Duke is 

proposing Rider DC!. 

8 QJ4. WHAT IS THE ESTIMATED IMPACT OF RIDER DCI ON DISTRIBUTION 

9 BASE RATES? 

10 A14. The estimated increase in distribution rates resulting from Rider DCI is presented in 

11 Table 1. As shown on Table I, Duke is proposing to increase distribution rates by 

12 $104 million over four years. For the average residential customer, this would reflect 

13 an increase in rates of nearly $ 100 per year by 2018. 

Table 1 
Impact of Rider DCI on Distribution Rates 

(millions)' 

Year 

2015 

2016 

2017 

2018 

Increase 
Annual Cumulative 

$22 

41 

20 

21 

$22 

63 

83 

104 

14̂  

Response to OCOINT-02-010. 
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1 QI5. HAS DUKE DEMONSTRATED THAT ITS CURRENT PRACTICES AND 

2 PROGRAMS COUPLED WITH CURRENT SPENDING LEVELS ARE NOT 

3 SUFFICIENT TO MAINTAIN ITS PRESENT LEVEL OF SERVICE 

4 RELIABILITY TO ITS CUSTOMERS? 

5 AI5. No. Therefore, Duke has not justified that it is necessary to increase the rates of its 

6 customers through Rider DCI to maintain the present the level of service reliability. 

7 

8 Q16. HAS DUKE DEMONSTRA TED THA T REL YING UPON THE TRADITIONAL 

9 BASE RA TE SETTING PROCESS TO COLLECT THE COSTS ASSOCIA TED 

10 WITH ANY NECESSARY INCREMENTAL DISTRIBUTION SYSTEM 

11 INVESTMENT WILL PUT IT IN A DIRE FINANCIAL SITUATION? 

12 A16. No. Therefore, Duke has not demonstrated that Rider DCI is necessary to avoid 

13 putting it in a dire financial situation. 

14 

15 Q17. HAS DUKE PRESENTED ANY EVIDENCE THAT RELYING UPON THE 

16 TRADITIONAL BASE RA TE SETTING PROCESS HAS ADVERSEL Y 

17 IMPACTED THE RELIABILITY OF ITS DISTRIBUTION SYSTEM, TO THE 

18 DETRIMENT OF ITS CUSTOMERS? 

19 A17. No, it has not, and in fact and as subsequently explained, the reliability of Duke's 

20 distribution system has been increasing under the traditional base rate setting process. 
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1 QIS. HAS DUKE PRESENTED ANY ANALYSES OR EVALUATION OF THE 

2 EXTENT TO WHICH THE RELMBILITY OF ITS DISTRIBUTION SYSTEM 

3 WILL IMPROVE UNDER RIDER DCI? 

4 AM No. Therefore, the reasonableness of Duke's incremental system reliability 

5 investments cannot be determined. 

6 

7 QI9. IS THERE EVIDENCE THAT UNDER THE TRADITIONAL BASE RATE 

8 SETTING PROCESS DUKE HAS NOT BEEN ABLE TO MAINTAIN OR 

9 IMPROVE THE RELIABILITY OF ITS DISTRIBUTION SYSTEM FOR ITS 

10 CUSTOMERS? 

11 AIP. No. Duke witness Arnold describes three standards for measuring system reliability: 

12 • System Average Intermption Frequency Index ("SAIFI"). 
13 The SAIFI measures the average number of service 
14 interruption per customer. 

15 • System Average Intermption Duration Index ("SAIDI"). 
16 The SAIDI is a measure ofthe average time each customer 
17 is interrupted. 

18 • Customer Average Interruption Duration Index ("CAIDI"). 
19 The CAIDI is the average time required to restore a service 
20 interruption measured on a per interrupted customer basis.^ 

21 Attached to my testimony as JDM Attachment-2 is a discovery response providing a 

22 history ofthe values of Duke's distribution system SAIFI, CAIDI, and SAIDI since 

23 2005. As shown there. Duke's SAIFI, which reflects the average number of service 

24 interruptions per customer, excluding storms, has declined from 1.49 in 2005 to 0.98 

' Direct testimony of Marc W, Arnold, p. 7. 

m 
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1 in 2013 or by nearly 35 percent, thus improving service reliability. The PUCO's 

2 performance standard for the SAIFI is 1.24. 

3 Duke's SAIDI, or the average length of time each customer is interrupted has also 

4 improved recently. Duke's SAIDI, excluding storms, averaged 130.03 for the period 

5 2005-2011, and declined to an average of 113.58, or by 13 percent for the 

6 period 2012-2013. The only index not reflecting improvement since 2005 is the 

7 CAIDI, which is a measure ofthe average time to restore a service intermption. For 

8 the period 2005-2011 Duke's CAIDI, excluding storms, averaged 97.49 and increased 

9 to an average of 110.53 for the period 2012-2013. Despite this increase. Duke's most 

10 recent CAIDI of 117.80 is better than the PUCO's perfonnance standard of 118.14. 

11 Because Duke is experiencing improvements in the SAIFI and SAIDI, there is no 

12 demonstration that the current method of capital frindlng for infrastructure is 

13 insufficient or inadequate. 

14 

15 Q20, DESPITE THESE SERVICE RELIABILITY IMPROVEMENTS MR. ARNOLD 

16 CLAIMS THA T DUKE'S CUSTOMERS ARE DEMANDING INCREASING 

17 SERVICE RELIABILITY. WHATIS THE BASIS FOR THESE CLAIMS? 

18 A20. Duke subscribes to and has participated in J.D. Power annual electric utility 

19 residential customer and business customer satisfaction smdies. At the direction of 

20 the PUCO, Duke also performs a quarterly survey of customer satisfaction. Mr. 

2! Arnold claims that the Utility gauges its performance in relation to customer 

22 expectations and satisfaction based upon the results of these surveys. Although Mr. 

23 Arnold does not explicitly so state, it is logical to conclude from his testimony that 

n 
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Duke strives to maintain or increase its customer satisfaction levels, and doing so 

would generally be considered a reasonable goal for any utility. 

Q2I. MR. ARNOLD CLAIMS THA T THE J.D. POWER STUDIES SUPPORT THE 

CONCLUSION THA T CUSTOMERS ARE DEMANDING MORE RELIABLE 

SER VICE. UPON WHA T IN THOSE STUDIES IS MR. ARNOLD REL YING TO 

SUPPORT HIS CLAIM? 

8 AJL Mr. Arnold claims that the J.D. Power 2013 Electric Utility Residential Customer 

9 Satisfaction Studŷ *̂  ("J.D. Power 2013 Residential Study") supports the conclusion 

that customer outage tolerances are l ^ ^ ^ ^ w h i l e ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ . He 

claims that on a national average, overall satisfaction is f S ' ^ ^ ^ ^ ^ ^ ^ ^ S even 

among customers who experience no outages. Mr. Arnold concludes that customer 

expectations are high with respect to service reliability and power quality. 

10 

11 

12 

13 

14 

15 QJ2. WHATIS YOUR RESPONSE TO MR. ARNOLD'S CLAIMS WITH RESPECT 

16 TO THE FINDINGS OF THE J.D. POWER 2013 RESIDENTL4L STUDY? 

17 A22. The J.D. Power 2013 Residential Smdy measures customer satisfaction with electric 

18 utility companies by examining six factors: 

19 • Price 

20 • Power quality and reliability 

21 • Billing and payment 

22 • Corporate citizenship 

23 • Communications 

12 



CONFIDENTIAL VERSION - Direct Testimony of Jerome D. Mierzwa 
On Behalf ofthe Office of Ohio Consumers' Counsel 

PUCO Case Nos. 14-841-EL-SSO, etal. 

• Customer service 

2 Mr. Arnold only considers one of these factors, "power quality and reliability". He 

3 fails to consider the overall impact of price on customer satisfaction as a result ofthe 

4 estimated $104 million increase in rates which will occur under Rider DCI. A J.D. 

5 Power press release attached to my testimony on the 2013 Residential Study indicates 

6 that declines in power quality and reliability do not necessarily result in declines in 

7 customer satisfaction. (JDM Attachment-3.) The press release states: 

8 Despite ongoing severe weather across the United States resulting 
9 in longer outage periods per event, customer satisfaction with 

10 residential electric utilities has increased substantially from 2012 
11 driven primarily by improvement in billing/payment, price and 
12 outage communications, according to the J.D. Power 2013 Electric 
13 Utility Residential Customer Satisfaction Studŷ *̂  released today. 

14 

15 Q2S. IS PRICE AN IMPORTANT DRIVER OF CUSTOMER SATISFACTION? 

16 A2J. Yes. Price is a key driver of customer satisfaction, and customer perceptions can be 

17 impacted by price. For example, everyone wants better quality service but how much 

18 they want better quality service is directly related to what it would cost to provide 

19 better quality service. 

20 

21 Q24. DO YOU HAVE ANY OTHER OBSERVATIONS CONCERNING THE J.D. 

22 POWER 2013 RESIDENTLiL STUDY? 

23 A24. Yes. The J.D. Power 2013 Residential Study places equal weight on each factor to 

24 determine overall customer satisfaction levels. The J.D. Power 2013 Residential 

25 Study does not account for the varying levels of importance of each factor. This fails 

13̂  
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1 to give appropriate consideration to price. In addition, the support for Mr. Arnold's 

2 claims are national averages, which may not be reflective ofthe sentiments of Duke's 

3 customers. Instead of focusing on the national perspective, I discuss the findings of 

4 the surveys conducted by Duke with respect to the factors considered important to 

5 Duke's customers next in my testimony. I believe the results of Duke's customer 

6 surveys should be given greater consideration than national perspectives because they 

7 are more reflective ofthe acmal satisfaction levels of Duke's customers. 

8 

9 Q2S. MR. ARNOLD CLAIMS THAT THE SURVEYS PERFORMED BY DUKE AT 

10 THE PUCO'S DIRECTION SUPPORTS THE CONCLUSION THA T 

11 CUSTOMERS ARE DEMANDING MORE RELIABLE SERVICE. UPONWHAT 

12 IN THOSE SUR VEYS DOES HE REL Y UPON TO SUPPOR T THOSE CLAIMS? 

13 A25. Mr. Arnold claims that these surveys show that Duke's customers have very high 

14 expectations related to the number and duration of outages. But, he does not indicate 

15 how these surveys support the notion that customers have increasing expectations of 

16 reliability and power quality. More importantly, he does not identify whether 

17 customers are willing to pay an additional price associated with increased service 

18 reliability. 

19 

20 Q26. WHA TIS YOUR INITL4L RESPONSE TO THE CLAIM THA T CUSTOMER 

21 EXPECTA TIONS REGARDING SER VICE RELIABILITY ARE INCREASING? 

22 A2S. As explained earlier, Duke's SAIFI and SAIDI, two measures of reliability, have 

23 shown improvement since 2005. Therefore, under the current traditional base rate 

14 
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1 setting process, customers are receiving the increased service reliability the Utility 

2 claims they are demanding. In addition, the surveys performed by Duke asked 

3 customers how much they would be willing to pay to avoid interruptions of various 

4 durations (i.e., one hour, two hours, four hours). 

5 

6 Approximately 50 percent of residential customers indicated they would not be 

7 . willing to pay any additional costs to avoid service intermptions and for increased 

8 service reliability over today's service reliability standards (Attachment MWA-5). 

9 Approximately 60 percent of business customers indicated they would not be willing 

10 to pay anything further to avoid service interruptions and for increased service 

11 • reliability (Attachment MWA-6). This suggests that the majority ofthe customers 

12 served by Duke do not significantly value increased service reliability without regard 

13 to cost. In other words, price is a more important factor to customers than increased 

14 reliability. 

15 

16 Q27. IS THERE OTHER EVIDENCE TO INDICATE THAT THE PRICE OF 

17 ELECTRIC SERVICE IS MORE IMPORTANT TO DUKE'S CUSTOMERS 

18 THAN INCREASED SERVICE REUABILITY? 

19 A27. Yes. In the survey conducted by Duke included as Attachment MWA-4, the Utility 

20 asked its residential customers what they ^ ^ ^ ^ ^ a n d what they § 

21 Duke. For the latest quarter available, ̂ percent ofthe respondents identified that 

15 
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what theyH^^^^about Duke was ^ ^ ^ ^ ^ ^ ^ a n d ^ ^ ^ ^ ^ ^ ^ S t o t ^ 

Only-i^^percent responded what they ̂ ^ ^ ^ ^ a b o u t Duke was its ^ ^ ^ ^ S 

With respect to what customers ^ ^ ^ ^ ^ a b o u t Duke^0percent cited f ^ ^ ^ ^ a n d 

^^^and only ^percent cited ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ S ^ ^ ^ ^ ^ ^ " ^ ^ - ! From a 

customer satisfaction perspective, these survey results indicate that Duke's proposal 

to increase rates by $104 million for increased service reliability is unwarranted. 

In addition, in Duke's last distribution base rate proceeding (Case No. 12-1682^EL-

AIR), members ofthe public presented their views on Duke's requested distribution 

base rate increase of $87 million. My review ofthe transcripts from the local public 

hearings in those proceedings indicates that the public's overwhelming concern was 

increasing rates, not service reliability.^ The PUCO's Order in Duke's last 

distribution base rate proceeding noted that most ofthe testimony received at the 

local public hearings expressed a general opposition to any increase in Duke's rates.^ 

Despite customers' opposition to further rate increases under the Utility's proposal in 

this case, customers would pay $104 million over four years for increased service 

reliability, without any assurance that service reliability will actually improve. 

^ Attachment MWA-4 at 9. 
** Attachment MWA-4 at 9. 
^ 16. at 10. 
^ Case No. 12-1685-EL-AIR, Local Public Hearing Transcripts for hearing held on February 19,20,25, and 28 
(March 29,2014). 

Îd. 

16 
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1 Q28. SHOULD RIDER DCI BE APPROVED BY THE PUCO? 

2 A28. No. Duke claims that Rider DCI is necessary to satisfy customer demands for 

3 increased service reliability. Yet Duke has failed to demonstrate that customers are 

4 willing to pay the additional costs necessary to fund the DCI for improvements in 

5 service reliability. Moreover, under the comprehensive distribution base rate setting 

6 process, customers are currently receiving increasingly reliable service. Therefore, it 

7 appears that Duke is already dedicating sufficient resources to the reliability of its 

8 distribution system. Duke has presented no analyses or smdies to support its claim 

9 that current spending levels are not sufficient to maintain service reliability. Duke 

10 has not demonstrated that its proposed capital improvement programs are necessary 

11 to maintain service reliability. 

12 

13 Even if these capital improvement programs were necessary, Duke has not 

14 demonstrated that the traditional base rate setting process is inadequate to allow it to 

15 collect the costs associated with these programs in the future. In addition, as just 

16 explained, the evidence indicates that customers are more concerned with price and 

17 avoiding rate increases than increased service reliability. Therefore, Duke's 

18 expectation that its customers want additional service reliability and are willing to pay 

19 for it is inconsistent with its customers' perception that service reliability is currently 

20 adequate and that customers do not want to see their rates increase in order to 

21 increase service reliability. Finally, as subsequently discussed, there are flaws with 

22 the mechanics of Rider DCI, which merit its rejection. 

17 
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1 Q2P. WHAT CONCERNS DO YOU HAVE WITH THE MECHANICS OF RIDER 

2 DCI? 

3 A2P. I have concerns with the use of projected data, the failure to recognize operation and 

4 maintenance ("O&M") expense savings, the calculation of property taxes, and the 

5 inclusion of allocated common general plant. 

6 

7 Q30. PLEASE EXPLAIN YOUR CONCERN RELA TED TO THE USE OF 

8 PROJECTED DATA. 

9 AJO. Duke is proposing to set rates under Rider DCI based on projected costs. As such, the 

10 potential exists for Duke to recover through rates costs which it has not actually 

11 incurred. Duke has proposed no mechanism to reconcile projected and actual costs 

12 under Rider DCI. This could result in customers being charged for costs that Duke 

13 does not incur. If Rider DCI were to be approved by the PUCO, it should be based on 

14 actual costs. 

15 

16 QJl. PLEASE EXPLAIN YOUR CONCERN WITH RIDER DCI AND O&M 

17 EXPENSE SAVINGS. 

18 A3I. The incremental investment that Duke is proposing to make if Rider DCI is approved 

19 will result in O&M expense savings. Duke is proposing to retain all of these savings 

20 until the Utility files its next base rate case, whenever that may be. At that time the 

21 O&M expense savings would be reflected in base rates. 

22 It is not reasonable or equitable for customers to pay for all ofthe costs associated 

23 with Duke's incremental investment and not receive any ofthe benefits from the 

18: 
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1 O&M savings between base rate cases. Duke's treatment of O&M expense savings is 

2 inconsistent with how O&M expense savings were treated under its natural gas 

3 Accelerated Mains Replacement Program ("AMRP").^ It is my understanding that 

4 the AMRP program enabled Duke to accelerate the replacement of bare steel and cast 

5 iron distribution mains that potentially posed a safety and service reliability problem.' 

6 One ofthe customer benefits from the AMRP was that O&M cost savings were 

7 immediately credited to help reduce the cost ofthe AMRP on customers. '** If Rider 

8 DCI is approved by the PUCO, 1 recommend that Duke be required to identify any 

9 O&M expense savings and that these savings be reflected as a credit to Rider DCI. 

10 
11 Q32. PLEASE EXPLAIN YOUR CONCERN WITH RIDER DCI AND THE 

12 CALCULATION OF PROPERTY TAXES 

13 A32, Duke is assessed Tangible Personal Property ("TPP") and Real Property ("RP") taxes 

14 on its plant in service. For the TPP tax, when plant is placed in service, it is not 

15 assessed the TPP tax until the following year and the TPP tax would not be paid until 

16 the year after. For example, plant placed in service in 2015 will be assessed in the 

t7 2016 tax year andpaid in 2017. For the RP tax, plant is assessed as of January l^of 

18 each year, but is not billed until the following year. For example, plant assessed on 

fn The Matter of The Appiicaiion of The Cincinnati Gan tfe Eiecitic Company for an Increase in Its Gas Rates 
in Its Service Territory, Case No. 01-1228-GA-AIR, Opinion and Order (May 30 2001). 

' [d.. Opinion and Order at 4 (May 30,2002). 

'° Id., Stipulation and Recommendation at 9. paragraph 6 (April 17,2002), 

19: 
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1 January 1,2015 will not be paid until 2016, and any plant placed in service in 2015 

2 after January 1,2015 would not require the payment of the RP tax until 2017. 

3 Under Rider DCI, Duke would include the applicable proper^ taxes in rates when 

4 plant is placed in service even though the property taxes would generally not be 

5 assessed until the following year. This is unreasonable and will cause customers to 

6 pay for costs not yet incurred by Duke or reflected on its books. If Rider DCI is 

7 approved by the PUCO, property taxes should not be included until the property 

8 being taxed is recognized as taxable by the applicable taxing authority. 

9 

10 QJ3. PLEASE EXPLAIN YOUR CONCERN RELATED TO INCLUDING 

11 ALLOCATED COMMON GENERAL PLANT IN RIDER DCL 

12 A33. Common general plant is allocated to Duke's electric distribution, electric 

13 transmission, unregulated electric generation, and gas distribution businesses on 

14 factors including the net plant in service of each of these businesses. With the 

15 proposed additional investment in electric distribution plant, the common general 

16 plant allocated to electric distribution service is likely to increase and the associated 

17 costs will be recovered under Rider DCI. This would occur even if Duke's total 

18 investment in common general plant did not increase. It would be unreasonable for 

19 Duke to increase rates to recover the costs associated with additional investment 

20 when no additional investment has been made. This would mean that customers 

21 would be paying for costs not actually incurred by Duke. 

20 
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1 I would also note that it is my understanding that while riders such as Rider DCI have 

2 been implemented under the PUCO authority to approve electric security plans, 

3 including provisions regarding distribution infrastmcmre and modernization 

4 incentives for the electric distribution utility, they have not included general plant 

5 Common general plant, as the name implies, is plant that relates to the general 

6 operations ofthe utility and is not directly related to modernization. While it is true 

7 that general plant can support distribution operations, that plant, as the title implies, 

8 also supports other utility functions. Common general plant is not distribution 

9 infrastmcmre and does not relate to the modernization of that infrastructure. While 

10 additions to common general plant may indirectly lead to improved electric service 

11 reliability, such additions do not represent upgrades or modernization of distribution 

12 infrastrucmre. Therefore, if Rider DCI is approved by the PUCO, common general 

13 plant should be excluded. 

14 • 

15 Q34. DO YOU HAVE ANY COMMENTS CONCERNING THE RATE OF RETURN 

16 THATCUSTOMERS WILL PAY ON THE INCREMENTAL INVESTMENT 

17 UNDER RIDER DCI? 

18 A34. Yes. As previously indicated, the rate of remm applied to the incremental investment 

19 would be that from Duke's most recently concluded distribution base rate case, and 

20 includes a 9.84 percent remm on equity ("ROE"). OCC wimess Mattiiew I. Kahal 

21 testifies that Rider DCI and subsequently discussed Rider DSR will reduce Duke's 

22 business risk. As a result he recommends a lower ROE for these Riders, if they are 

23 approved. 

21 
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1 Q3S. I F THE PUCO APPROVES RIDER DCI DESPITE YOUR CONCERNS, 

2 PLEASE SUMMARIZE HOW SHOULD RIDER DCI BE MODIFIED? 

3 A35. If the PUCO approves Rider DCI despite my concerns, 1 recbmmend that acmal 

4 rather than projected data be used to calculate Rider DCI, O&M expense savings 

5 should be reflected as a credit to Rider DCI, property taxes should not be included 

6 under Rider DCI until the property being taxed is recognized as taxable by the 

7 applicable taxing authority, common general plant should be excluded. And, the 

8 PUCO should explicitly reserve the right to evaluate the prudence ofthe costs 

9 recovered under Rider DCI at any time and disallow any costs not found to be 

10 prudent 

11 

12 V. DISTRIBUTION STORM RIDER 

13 . 

14 Q36. PLEASE DESCRIBE DUKE'S PROPOSED RIDER DSR. 

15 A36. Duke's current distribution base rates include $4.4 million per year for major storm 

16 O&M expense recovery. Duke is proposing to establish a regulatory asset account to 

17 defer the costs-above or below this base rate amount in each calendar year. The 

18 Utility is proposing to recover the balance of this deferral in its next distribution base 

19 rate case unless the cumulative balance exceeds $5 million at the end of a calendar 

20 year. Once the balance exceeds $5 million, as either a regulatory debit or a regulatory 

21 credit, Duke will either collect or return to customers the balance in the regulatory 

22 account under Rider DSR. 

22 
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1 Q37. WILL CUSTOMERS BE CHARGED FOR CARRYING COSTS UNDER RIDER 

2 DSR? 

3 A37. Yes. Any monthly positive or negative balance in this deferral account would accme 

4 a carrying cost at the long-term cost of debt approved in Duke's most recently 

5 concluded distribution base rate case. 

6 

7 Q3S. WHY IS DUKE PROPOSING RIDER DSR? 

8 A3S. Duke claims storm restoration costs are unpredictable and can be substantial, and 

9 Rider DSR will serve to mitigate excessive volatility in the Utility's earnings. 

10 

11 Q39. HAS DUKE MADE ANY DEMONSTRATION THAT THE CURRENT BASE 

12 RATE PROCEDURES HAVE CAUSED EXCESSIVE VOLATILITY IN ITS 

13 EARNINGSOR THREATEN ITS FINANCUL INTEGRITY? 

14 A39. No. I would also note that If a weather event causes the Utility to incur significant 

15 storm related restoration costs, filing a separate application with the PUCO to recover 

16 those costs would be reasonable. For example, in Case No. 09-1946-EL-RDR, Duke 

17 filed to recover $30.7 million in costs it claims were caused by Hurricane Ike. I 

18 discuss this case in additional detail later in my testimony. 

19 

20 Q40. WHA TARE YOUR CONCERNS WITH RIDER DSR? 

21 A40. Initially, I am concerned that there will only be limited review ofthe costs to be 

22 collected under Rider DSR. That is, all interested parties will not likely have the 

23 opportunity to fully review the costs proposed to be collected from customers. A full 

23-
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1 review of costs collected from customers would be more likely to occur in a separate 

2 docketed proceeding or a base rate case. As a result, the potential to include 

3 ineligible or improper costs to be collected under Rider DSR will be ̂ eater. In 

4 addition, there will likely be limited review ofthe reasonableness ofthe costs 

5 proposed for recovery. This means that customers* rates may increase yet again with 

6 little oversight. 

7 

8 Q4L IS THERE EVIDENCE TO VALIDATE YOUR CONCERNS? 

9 A4L Yes. In Case No. 09-1946-EL-RDR, Duke filed to recover^30.7 million in stortn 

10 restoration costs following the destruction caused by Hurricane Ike. The PUCO 

11 approved recovery of only $14.1 million, finding that Duke: 

12 
13 • Failed to show a reasonable basis for the recovery of $3.2 
14 million in supplemental compensation paid to salaried 
15 employees; 
16 • Improperly proposed the recovery of $371,796 in salaries 
17 already recovered in Duke's base rates; 

18 • Improperly proposed for recovery approximately $2 million 
19 in supervision costs and labor loaders, e.g., items such as 
20 the cost of fringe benefits and payroll taxes associated with 
21 labor costs; 

22 • Failed to prove that all ofthe affiliate-related costs should 
23 be recoverable, resulting in a disallowance of 
24 approximately $1.3 million in claimed costs; and 

25 • Failed to substantiate approximately $10 million in 
26 contractor payments proposed for recovery.'' 

^̂  Inre Application of Duke Energy Ohio. Inc., 131 Ohio St. 3d 487, 2012-OhiO'1509. 

•m. 
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1 Q42. SHOULD RIDER DSR BE APPROVED BY THE PUCO? 

2 A42. No, it should not Duke has not demonstrated that the current base rate storm 

3 restoration cost recovery procedures are unreasonable or inadequate, and customers' 

4 rates should not increase without a thorough review ofthe reasonableness ofthe costs 

5 proposed for recovery. 

6 

7 Q43. DO YOU HAVE AN ALTERNATIVE RECOMMENDATION? 

8 A43. Yes, if the PUCO were to not follow my recommendation and approve the regulatory 

9 asset account, I recommend that the PUCO order Duke to file annually for a PUCO 

10 Staff audit detailing an accounting of all storm expenses within its storm deferral 

11 account, consistent with the process in other proceedings. '̂  Prior to collecting or 

12 returning to customers storm restoration costs, Duke should be required to file a 

13 separate application with the PUCO for which Duke will bear the burden of proving 

14 that the costs were pmdently incurred and reasonable. The PUCO Staff and 

15 interested parties should be permitted to conduct discovery and file comments witiiin 

16 90 days after the application is docketed. If any objections are not resolved by the 

17 Utility, the PUCO should require that an evidentiary hearing be scheduled, with the 

18 opportunity to present testimony before the PUCO. 

'" See In re Application ofDitlce Energy Ohio, Inc., Case No. 09-i946-EL-ATA, Application (December 11, 
2009) at 4, citing Case No. 68-709-EL-AIR; In re Appiicaiion ofCoiumbus Southern Power Company and Ohio 
Power Company, Case No. 11-346-EL-SSO, Opinion and Order (August 8,2012), at 68-69. 

25; 
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1 Q44. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

2 A44. Yes, it does. However, I reserve the right to incorporate new information that may 

3 subsequently become available. I also reserve the right to supplement my testimony 

4 in the event that the Utility, the PUCO Staffer other parties submit new or corrected 

5 information in connection with this proceeding. 
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Ex^utive Summary 

A cost tracker allows a utility to recover its actual costs from customers for a specified 
function on a periodical basis outside of a rate case. This paper discusses the major issues that 
state public utility commissioi^ face ui evaluating tiie costs and benefits of these devices. 

Several state commis^ons have epptov^ new cost tx&ckiets for a wide array of utility 
functions in both the electric and natural gas sectors. State commissions have traditionally 
limited ti» use of cost trackers, partially because ofthe perception that they create "bad" 
incentives and shift risks to a util!ty*s customers. The recent approvals depart fiom past 
regulatory practices that sanction trackers only under highly restricted coi^itions. 

The author asserts tiiat state commissions have not given adequate attention to die 
negative features of cost trackers, which are at odds with the public mterest. Specifically, cost 
trackers diminish the positive effects of regulatory lag and retrospective reviews in deterring 
utility waste and cost inefficiency. Trackns also could reduce regulatory scrutiny in evaluating 
cost prudence. 

This paper contends tiiat regulators should view cost recovery in a rate case as die 
"de&uh" practice. A rate case assures scmtiny of a utility's costs and provides strong motivation 
for the utility to control those costs between rate cases. "Die utility therefore bears burden to 
show why a cost tracker is in the public interest The utility ^ u l d demonstrate that it would 
suffer severe financial difficulties under "extiaordiaasy circumstaoces** without die tracker. 

This paper also recommoids that regulators consider the advantages of replacing cost 
trackers (excluding fuel and pinnhased gas cost trackers) witii a single rate^f-retum tracker in 
tfaeforroofaneamlngs-diaring mechanism. This ahemative can overcome some of tiw 
problems witii cost trackers, namely perverse or weak incentives for cost control, the 
mismatchmg of total costs and revenues, and inadequate regulatoiy oversight of costs. An 
eaniings-sharing mecbaninn also adtieves the m^jor objective of cost trackers, which is to 
prevent a utility fiom suffaing serious financial problons between rate cases. 

Ul 
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How SboiBld Regulators View Cost Trackers? 

This paps' discusses the major issues regulators face in evaluating tiie costs and benefits 
of cost tradEeis.' This paper responds to state public utility conunlssions' recent actions in 
approving new cost t rack^ for a wide array of utility fonctions in both tiie electric and natural 
gas sectors. Historically, state commissions have limhed the use of cost trackers, pardally 
because of die perception that they create "bad" mcentives and shift risks to a utility's customers. 
The recent approvals differ fiom past regulatory practices that sanctioned trackers only under 
highly restricted conditions. 

The author contends that state commissions have not given adequate attention to the 
negative features of cost trackers. By conflicting with certain regulatory objectives, cost trackers 
thwart the public interest. Cost trackers undercut the positive effects of regulatory lagand 
retrospective reviews in deterring utility waste and cost inefficient. They also could lessen 
regulatory scmtiny in evaluatmg the prudence of costs. 

This paper defines cost trackers and discusses how they benefit utilities. It then provides 
the rationales for cost trackers and how Uiey relate to regulatory principles for cost recovery. 
The p{q)er exammes two scenarios; in the first regulators allow comprehensive cost trackers, 
while in the second they allow none. The paper ends by reconunending a regulatory policy and 
idratifymg questions regulators ^ u l d ask when investigating cost trackers. 

L The Dej^nition and Mechanics of a Cost Tracker 

A coat tracker allows a utility to recover its actual costs fiom customers for a specified 
function on a periodical basis outside of a rate case.^ A tracker, in other words, mvolves the 
recovery of a utility's actual costs in the periods between rate cases. These costs could incliKle 

' Regulators sometimes refer to cost trackers as **riders." 

^ A cost tiacker can ^ther provide interim rate relief for a utility or be a pemttaaeat 
fixture that adjusts rates between rate cases based on upward and downward movements m tiiose 
costs specified in a tracker. As an alternative to a cost tracker, a utility can file for emergency 
rate relief whenever it ̂ counters a serious financial fvoblem. The commission can ^tecify 
conditions und^ which a utility can file an emerg^icy or interim rate filing petitioning for 
immediate rate relief This paper does not examine die difierent regulatory t^iproaches to 
relieving utilities of any temporary or more permanent serious financial problems. Such a study 
coukl compare each^prcacb, including cost trackers, based on its effect on differem regulatory 
objectives. 

I 



JDM ATTACHMENT-I 
Page 6 of 23 

those tiutt deviate &om some baseline or are zero-based.^ Baseline costs, for example, could 
include bad debt costs'* reflected in present rates as detezmined in the last rate case. Acost 
tracker could allow adjustments in rates when actual bad-debt costs depart fi:om the baselme 
level. These adjustments would occiv periodically as prescribed previously by a commission. 

To benefit customers when actual cost &lls below die baseline level, a cost tracker must 
be "symmetrical." The ui^redictability of a cost item—w^ch, as tiiis papct discusses later, is 
one underlying rationale for a cost tracker—means tiiat test-year cost estimates can overstate or 
understate the actual costs. Virtually all fiiel and purchased gas cost trackers are symmetrical, 
with customers benefiting when commodity-energy costs foil (cj^, smce the autumn of 2008). 

Cost trackers also could apply to all of the costs associated with a particular busmess 
fimction or task. Under tiiis zero-based approach, for exaniple, the entire cost of a gas utility^s 
new hvestmoits hi iq>grading the safoty of its distribution system would be amortized and 
recovered later fiom customers in lieu of incliision in base rates. The same cost recovery 
procedure can occur for a utility's energy-efficiency initiatives. 

Some cost trackers, such as fisel adjustment clauses (FAC) and purchased gas 
adjustments (PGAs), adjust rates m response to changes in tiie price of fiiels used by generating 
focilities and purchased gas for gas utilities.' Certam cost trackers approved over the last couple 
of years allow for rate adjustments when the cost for a particular business fimction, for whatever 
reason, changes. A tracker for bad debt for example, does not distinguish between an increase 
because of a greater number of noiq)aying customers or higher debt per customer. 

^ "Zero-based** refers to off tiie costs associated with a specific fimction, ratiier dian just 
inciements or decrements fiom test-year costs. 

^ Hiese costs represent money owed by customers to a utility that the utility has 
determined to be uncollectible. 

' NRRI has conducted several studies (m FACs and PGAs. 5<ee, for example, Robert E 
Bum^ Mark Eifert Peter Nagler, Current PGA and FAC Practices: Implicatiomfbr Ratemaking 
in Competitive Markets (Columbus, Ohio: NRRI, November 1991), NRRI 91-13; Robert B. 
Bums and Mark Eifort "Designuig Fuel and Purchased Gas Adjustment Clauses to Provide for 
Incenthre Compatibility m a More Competitive Envkonment" Proceeding ofthe Eighth 
NARVC Biennial Regulatory Information Conference (Columbus, Ohio: NRRI, September 
1992); Kevm A. Kelly, Thnotiiy Piyor, Nat Sunons, Electric Fuel A^ustment Clause Design 
(Columbus, Ohio: NRRI, 1979), NRRI 79-3; and Douglas N. iones, Russeti J. Profozich, 
Timothy Biggs, Electric and Gas Utility Rate and Fuel A^ustment Clause Increases, 1978 and 
1979 (Columbus, Ohio: NRRI, 1981). NRRI 81-5. 
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n . Principles for Cost Recovery 

A. **Reasonable opportmdty" criterion 

State commis^ons have appUed myriad criteria for utility cost recovery. Regulators are 
legally bound to allow utilities.the opportunity to recover prutotly incurred costs. Prudem costs 
refiect utility management tiiat makes rstiraal and well-informed decisions. The word 
"opportunity" can refer to the utility havmg a good chance of earning its authorized rate of return 
and is distinct from an entitiement° "Eammg die authorized rate of return" means that the utility 
recovers its pradent variable costs (e.g., operations and maintenance) and earns a return of and 
on prudentiy incunred fixed costs, including its cost of capital as determmed m.tiie last rate case. 

B. Incentive ejEfects of cost tracken 

Conmiissions traditionally allow cost recovery only after a rate case review. Other 
alternatives such as a cost tracker would require timt a utility show violation ofthe "opportunity" 
condition for particular cost items. A violation can occur when a certam cost is substantial, 
unpredictable, and generally beyond a utility's control. Otiier tiian costs relating to fuel and 
purchased power and gas, few otiier costs foil within tiie confines of "special circumstances."' 
Parties to regulatory proceedings naturally disagree over when these circumstances exist To 
clarity then* positions to utilities, mtervening groups, and the general public, commissions should 
consider issuing policy statements articulating standards for the recoveiy of costs through 
trackers. 

R^ulators, until recentiy, liave taken a cautious np'oach to trackers, partially because 
they weaken the incentive of a utiHty to control its costs.*^ Controlling utility costs is a primary 

^ One interpretation is tiuit tiie utility earns its au&orized rate of return over a number of 
years, tatiier than each year. Rqpilators, investors, and utilities do not expect unifpzm rates of 
return aooss years. Instead, they ostensibty presume that hi some years dhe rate ofretum will be 
below the autiiorized level, while in other years it would be above tiie authorized level. 
Regulators, for example, set rates based on "normal" weaUier. They expect that summer weatbo' 
wiU be hotter than ncHinal in some years and cooler than noruialuiotiios. For a typical electric 
utility, havhig a hotter-tiian-nonnal summer and a cooler-tfaan-nonnal summer often means the 
utility earns a high rate of return and a tow rate of return for tiiose years respectively. But 
regulators expect normal weather over a number of years. 

' An exception also mig^t h^ude the costs associated witii a major storm causing 
extensive damage to a utility's mfirastructure. 

' The cost track^sdiscussed m this paper assume price adjustments based on changes m 
the actual cost of tiie utility. If instead price adjustments relate to cost changes for a peer groiq> 
or otiier foctora outside tiie control of tiie utility, tiie incentive problems identified m tiiis paper 
would mostiy disappear. Some cost trackers attempt to incorporate brachmarks tiiat refiect 
performance exogenous to an individual utility. Defining tiie appropriate benchmaric is a crucial 
but difficult task in designing a performance-based tracker. See, for example, Ken Costello and 
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oltjective of r^;ulators because it contributes to lower rates and reflects efficient utility 
management Cost trackers can, in various ways, result in higher utility costs.' First tiiey 
undercut the positive effects of regi^atoiy lag on a utility's costs. "Regulatory tag" refors to tiie 
tune gap between when a utility undergoes a change in cost or sales levels and when the utility 
can reflect these changes m new rates. Economic theory predicts that the longer tiie regulatory 
lag, the more incentive a utility has to control its costs; when a utility incurs costs, the longer it 
has to wait to recover those costs, tiie lower its earnings are in the interim. Tbeutility, 
c<msequently, would have an incentive to mmimize additional costs. Commissions rely on 
regulatory lag as an importam tool for motivating utilities to act efficiently."* As economist and 
regulator Alfied Kahn once remarked: 

Freezing rates for the period ofthe lag imposes penalties for inefficiency, 
excessive conservatism, and wrong guesses, and offers rewards for their 

James F. Wilson, A Hard Look ai Incentive Mechanisms for Natural Gas Procurement, NRRI 
06-15, November 2006, at httD-7/www.nrri.ora/pubs/iias/06-1 S.odf 

' Theoretical and empirical studies provicte some evidence ofthe incentive problems 
associated with one kind of cost trackers, FACs. See, for example, David P. Baron and 
Raymond R, DeBondt **FueI Adjustment Mechanisms and Economic Efficiency," Journal of 
Industrial Economics, Vol. 27 (1979): 243-69; David P. Baron and Raymond R. DeBondt "On 
the Design of Reguhitoiy Itice Adjustn^m Mechanisms," Journal of Economic Theory, Vol. 24 
(1981): 70-94; David L. Kasernian and Richfud C. Tepel, "The Impact of tiie Automatic 
Adjustment Clause on Fuel Purchase and Utilization Practices in the U.S. Electric Utility 
Industry," Southern Economics Journal, Vol. 48 (1982): 687-700; and Frank A. Scott Jr., "The 
Effect of a Fuel Adjustment Clause on a Regulated Firm's Selection of Iiqnits," The Energy 
Journal, Vol. 6 (1985): 117-126. The first two studies applied a general model to show tiiat 
FACs tend to cause a utility to overuse fuel relative to otiier iiqsuts, pay more for fuel prices, and 
choose non-optimal, fuel-intensive generatkm technologies. The thhd study provided en^irical 
airport fnrtltis prediction. The fourth study ^lowed that some types of FACs cause bias m fuel 
use and that FACs in general weaken tiie incentive of a utility to search for lowe^priced fiiel. It 
provided empirical evidence that electric utilities with an FAC pay higher fiiel prices than 
utilities witiiout an FAC. 

'*̂  Regulatray lag is a less-than^-ideal metiiod, however, for rewarding an efficient and 
poialisdng an inefficient utility. Some ofthe addhional costs could foil outside tiie control of a 
utility (e.g., mcrease in the price of materials), and any cost decUnes might not correlate with a 
more managerially efficient utility (e.g., deflationary conditions in tiie general economy). As 
discussed elsewhere in tills paper, regulators are more receptive to cost trackers when: (1) 
regulatory lag can cause a substantial movement in a utility's rate of return between rate cases, 
and (2) the utility has little control over how much its actual costs will deviate from its test-year 
co^> 

http://www.nrri.ora/pubs/iias/06-1
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opposites; companiea can for a time keep the higher profits they reap fiom a 
superior performance and have to suffisr the losses fitnn a poor one. * 

Rational utility maimgement as a general rule, would exert miiumal effort in comrolling 
costs if it has no effect on the utility's profits.*^ This condition occurs when a utility is able to 
pass tiirough (with littie or no regulatory scrutiity) higher costs to customers witii minimal 
consequKues for sales. Cost containment constitutes a real cost to management Witiiout any 
expected benefits, management would exert minimum effort on cost containment The difficult 
problem for the regulator is to detect when management is lax. Regulators should concern 
themselves with this problem; lax managemoit translates uxto a higher cost of service and, if 
undetected, higher rates to the utility's customers. Regulators should closety monitor and 
scrutmize costs, such as tiiose subject to cost trackers, that utitities have littie incentive to 
control. 

When mechanisms for cost recovery differ across functional areas, perverse mcentives 
can arise that would make it profitable for the utility, not to pursue cost<minimizmg activities. '̂  
The result is higher rates to utility customers. A utility with a FAC might postpone maimenance 
of a power plant even when it would cost less than the savmgs in fuel costs. The utility coukt not 
immediately (or even at any time) recover additional maintenance costs, whilie it could pass the 
higher fiiel costs tinough tiie FAC. 

Cost trackers. In the long run, can bias a utility's technological and investment decisions. 
A utility recovering fuel costs through a FAC, for exan^le, might want to adopt fiiel-mtensive 
generation technologies even if they are more eiqiensive fiom a life-cycle perspective.'* The 
resuh, again, is h i ^ r rates to utility customers. 

*' Alfi%d E Kahn, Economics of Regulation, Vol. 2 (New Yoric: John Wiley & Sons, 
1971). 48. 

'̂  I assume here that reducing cost has no effect on tiie quality w quantity of utility 
service. Controlling costs, tiierefore, refers to elimmating or teducmg "wastefid" expenses tiiat 
would result in no decline m tiie value of utility service. The author miagines a situation in 
vduch utilities would attempt to defer maintenance costs until tiie commission sets new base 
rates tiiat account for tiiose costs. 

" In the example above, regulators could elunmate any perverse mcentive by sunply 
allowing a cost tracker for mamtenance expenses. 

^̂  See, for example, tiie Baron and DeBoiKlt studies cited m footnote 9. 
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Cost trsukers also could motivate utility to shift more of their costs to functions subject 
to trackers." They n t i ^ for exaniple, want to classity routine mamtenance costs as a capital 
expense that receives tracker cost recovery. Such AuSs could lead to earning an excessive rate 
of return. Regulators in^ilementing trackers should carefuUy define applicable costs. They 
should also examine costs clauned under trackers to ensure that tiie utility recovers only 
^^ropriate costs through the trackcrJ^ 

An hnportant incentive for cost control by regulated utilities is the tiueat of cost 
disallowance fiom retrospective review.'^ To the extent that cost trackers dilute the frequency 
and quality oftiiese reviews, further erosion of incentives for cost control occius. With less 
regulatory oversight and audhing, which often accompany rate cases, a utility might have less 
concern over the cost$ it incurs. Regulators have long recognized the importance of 
retrospective reviews m motivating a utility to avoid cost disallowances fitim grossly subper 
perfiinnanee. 

If a utility has a ntimber of cost trackers, the regulator might want to considisr steggeruig 
the thning of retrospective reviews to avoid having inadequate stafTresources to review the 
adjustments for mdividual cost trackers. Some utilities have comprehensive trackers that recover 
a wide auay of costs (e.g.. purchased gas, bad debt energy-efficiency activities, and 
envhonmental activities). For these trackers, it would be especially challenging for a regulator to 
conduct an adequate retrospective review of each Item simultaneously." 

A contradiction seoiungly exists between the criterion that trackers should apply only to 
those costs beyond tiie control of a utility and tiie assertion that the modified kcentives caused 
by trackeis can lead to inflated costs. ( ^ response is that a utility has at least some control over 
most of its costs. Except for certam taxes and some other cost items, the actions of utility 

*' One example is v^en a tracker fiv new capital expenditure creates an incentive for a 
utility to shift labor costs fiom mamtenance to coital prpjects. hi this mstance, tiie utility can 
sdiedule employees to work on the capital projects, and mamtenance is delayed. The utility 
consequently reduces its mamtenance costs and thneby keep tiw savmgs, aivl increase its caphal 
expenditures, v ^ h it recovers through the tracker. I thank Michael McFadden for this example. 

'^ I tiumk Adam Pollock for this uisight 

'^ Many regulatory experts view retroqiective reviews as dissuading a utility fiom poor 
decisions with the threat of a penalty—for example, making tiie utility more diligent and careful 
ui its planning and procurement Given asynunetric information, where a utility knows more 
about its operations and mark^ si^idy/demand conditions than tiie commission, some analysts 
characterize retrospective views as a second-best mechanism to market-like mcentives. For most 
gas utilities, tiie strong inc^tives for controlling purchased gas costs derive mamly from tiie 
tune lag between the incurrence of a cost and its recovery fiom retail customers, and regulat«»y 
prudence reviews where, for example, almormal costs attract special attention and a review. 

" I tiiankJosei;^ Rogers for this insight 
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management can affect costs. Even for fiiel or purchased gas, utility management's actions can 
affi»:ttiieu'total costs. Altiiough for the most part tiie marketplace determines tiie price paid for 
these items, utilities can n^otiate prices under long-term contracts and decide on tiie nux and 
sources of diffisrent fiiels and purchased gas.'^ 

Commissions also tend to avoid cost recovery that results in radical price volatility te 
utility customers. Such a policy could preclude montitiy price adjustments from changes m fuel 
costs or purobased gas costs. It also might result in a phase-in ofthe construction costs of a new 
base-load-genenitiiig focility. 

UL Utilities' Perspective on Cost Trackers 

Under traditional ratemakmg, the utility recovers ail costs after a rate case review. It 
requires no commission activity between rate cases. Traditional ratemakmg provides base rates 
based on the test year. A commission relies heavily on cost-of-service smdies to determine base 
rates. Base rates have two characteristics: (1) a commission sets them m a formal rate case, and 
(2) they remam fixed until the utility files a new rate case and the commission makes a 
subsequent decision. The costs represent tiiose calculated for a designated test year and exclude 
those costs recovered in trackers and other mechanisms. No matter how much the actual utility's 
costs and revenues deviate firom theur test-year levels, rates remain fixed until the commission 
approves new ones in a subsequent rate case. The exception is when a commission allows for 
interim rate rdief under highly atniormal conditimis that jeopardize a utility's fmancial 
condition. 

Utilities have argued that a more dynamic market e^viromnent characterized by the 
increased urqHedictebility and volatility of certain costs, justifies titt recovery of certaui costs 
through a tracker lather than in base rat^.^ Utilities have also assertied tint the static nature of 
the "test yeu" sometimes denies them a reasonable opportunity to earn their autiiorized rate of 
return. They contend tiiat cost trm^cers advance tiie ratemaking goals by matching revenues to 
actual costs. 

In contrast to base rates, cost trackers offer a utility die advanti^esofi (l)shortenmgthe 
time lag between tiie uicurrence of a cost and Its recovery m rates (i.e., curtaitii^ regulatory lag)̂  

'^ A utility, for example, might be lax m finding the best deals fc^ gas sui^Iies, m 
q)plying more resources by employing more highly qualified staff, or m acquiring siq^rior 
madcet tntelligeiice. See, for example, Ken Costello, Gas &^pfy Planning and Procurement: A 
Conqjrehemive Re&datory Approach, NRRI 08-07, June 2008, at 
htlD://iifri.orgAiubs/ttas/Gaa SUDDIV Plannuic and Procurement iun08-07.pdf. 

^ See, finr exan^le, Russell A. Feingold, "Retiiinking Natural Gas UtiUty Rate Design: 
A Framework for Change." presented at the American Gas Foundation Executive Forum, hekl at 
The Ohio State University, Mity 23.2006. 
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(2) mcreasing cost-xecoveiy certautty,̂ * and (3) lessening tiie regulatory scrutiny of ite costs. 
Normally, in a rate case a regulator closely reviews tiie utility's costs befbre ajiproving tiiem for 
recoveiy fit>m customers. Regulators ofi^ less r^arously scrutinize a utility's costs when 
recovered through a tracker.^ Ovnall, cost trackers lower a utility's financial risk by stabilizing 
its earnings and cash flow. 

Utilities mcreasingty have asked tiieir state public utility commissioDS to depart fiom 
traditional regulation by aptaovmg new cost-recovery mechanisms for different bu^ness 
activities. Some gas utilities wast to esqiand the scope of then- PGA clauses to include a wider 
anay of costs. Current cost trackers hi tiie natural gas sector, otiier than those fbr purchased p s 
cos^ apply to functions hcludmg pipeluie mtegrity management pij^hne replacement costs 
(e.g.. accelerated cast iron mahi repkcement program), bad debt energy-efficiency costs, general 
infiastructure costs, manufactiired gas plant remediation, stranded restructuring costs, property 
taxes, post-retirement employee benefits, and envhonmental costs. 

IV. Regulatory Rationales for Cost Trackers 

A **Extraordlnary circumstances** 

State commissions have tradhionally approved cost trackers only under "extraordinary 
circumstances." Commissions recognize the special treatment given to costs recovered by a 
tracker; they consider cost trackers an exception to the general rule for cost recovery. This view 
places the burden on a utility to demonstrate why certam costs require special treatment. 

The "extraordinary circumstances" justifymg most ofthe cost trackera that commissions 
have historically approved have been for costs that are: (1) largely outside the control of a 
utility. (2) un^edictable and voUitile,̂  and (3) substantial and recurring. Historically, 
commissions required tiiat all tiuee conditions exist if a i^lity wanted to have costs recovered 
through a tracker. Fuel coste were a good candidate because of their uifluence by fiictors beyond 

^' Between rate cases, for exan^le, a utility mig^t incur costs unantHiipated by the test-
year calculation and thus not recovered fh»n its customers. 

^ The regulator, fbr example, might have less time to review th^e coste or just might 
consider them too ununportant to warrant a separate review. Another expiation n u ^ be that 
rate cases are transparent and well-publicized, putting pressure on regulators to closely review all 
aspects ofa rate case filing. These reasons are just tiie autiior'sqieculations. Ap^tinent 
research question is whetiier tins hypotiiesis has validity. 

^ Even if the forecast of a cost item is highly accurate in the long run. it can fluctoate 
widely in the short run, causing possible serious cash f̂low problems for the utility. The utility 
might then have to purchase short-term debt and otiier financing. The autiior tiianks Carl 
Peterson for this insight 

8 
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the control of a utility, their volatility, and tiieir Uetgi size. Commissions recentty have appsaved 
cost trackers when not meetuig all ̂ e conditions, especially the tiurd (substantial and recurring 
costs).^ 

The last "extraordinazy drcumstance." substantial and recurring costs, greatiy restricts 
tiie costs eii^ble for cost tracker recovery. Differences between their test year and actual cost 
canhaveamaterialeffectonautility'srateofreuim* Legal precedent dictates tiiat r^ulators 
must set reasonable rat^ that allow a prudent utility to operate successfully, mamtahi its 
fmancial mtegrity. attract ciqiital. and compensate its hivestors commensurate witii the risks 
mvolved." A utility should recover revenues in excess of its operating ej^nses to provide a 
"feur return" to investors. Busine^es includuig utilities need to earn a profit to conqiensate 
mvestors for buautess, financial, and otter risks.^^ 

Some state commissions have softened or ignored the "substantial and recurring" 
component of tiie "extraordmary chcumstances" standard. Bad debt, the sul>ject of recem cost 
trackers, features financial effiscts tiiat are typically not substantial. Utitities have contended that 
the urq^redicteHlity of this cost makes it difficult to mcoiporate h accurately into the base rate. 
Yet even if tiiis assertion is true, it is questionable whether any bad-debt cost unaccounted for in 
tiie test year would mflict substantial financial harm on a typical utility.'^ 

" Commissions' rulings seem to reflect the view that regulators have much dis^vtion in 
^provmg cost trackers as long as these actions reflect reasonable ratemakmg given the facts and 
circumstances. 

' ^ The U.S. Sut«eme Court outiined these conditions in its 1944 order for FPC v. Hope 
Natural Gas Co., 320 U.S. 591,605 (1944). 

^ The return on equity for a utility corre^nds to tiie t«m "normal profits." Both terms 
involve die cost a utility incurs to attract fimds fiom mvestors.^ Let us assume tiiat utility 
performance should replicate tiie perfomiance of comp^tive firms when finns receive normal 
profits m the long run. A utility would, therefore, earn a r^um tiiat is reascmable but not 
excessive. A reasonable return should allow the utility to maintahi its credit quality and attract 
needed capital on reasonable terms, but do no more. Commissioiis usually consider a rate of 
return witiiin a "zone.of reasonableness" as sufficient but not exces^ve. They do not guarantee 
tiiat the utility will earn witiiin this zone; they merely give the utility the opportunity if it 
performs efficientiy and econ(Hnically. 

^̂  The outcome would vary across utilities and by period. Especially us bad economic 
times in conjuiwtion with high en^gy prices, bad debt can quickly soar, making test-year 
estimates grossly inaccurate. "Substential financial harm" has no definitive meaning. It can 
refor to a situation ^ e r e a utility has difficulties in ralsuig funds for new investments or foces 
severe cash flow problems. Such situations can harm customers in the long run, for example, by 
reducing service reliability and diminishmg the utility's credit quality, which m timi can lead to 
the utility having a higher cost of capital. A tracker for bad debt can also affect how the utiHty 
responds to customers who are behind in tiieir payments. It can, for example, make the utility 
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B. "Severe fhumcial consequences'* 

Historicaliy, conuni^ons have qiproved cost trackers to avoid the posability of a utility 
suffering a serious financial problem because of cost increases unforeseen at tiie time ofthe last 
rate case.^ Justification for cost trackers is, therefiwe, greater when a conunisaon relies on a 
historical test year that does not recognize tiie volatility of certain costs or thdr upward trend 
over tune. Let us assume that a certain operatfaig cost has trended upward (e.g., 2 percent p ^ 
year) over the past several years. Let us also assume that the commission idlows only a historical 
test year. In tiUs example tiie utility is likely to under-recovertitis particular cost \^1iat effect 
this outeome would have on the utility's overall rate of return depends on tiie magnitode of any 
cost increase relative to the utility's earnings and ^etiier other coste fell while rates were in 
effect 

Commissions do not expect utilities to earn the autiiorized rate of return durmg each 
future period over ̂ ^ c h new prices are in effect^ Commissions implicitiy unpute a risk 
premium m the authorized rate of return, partialty to account for the earnings volatility fiom 
fluctuations in coste or revenues fi'om the test year. Trackers affect what is called "busmess 
risk." Business risk refers to the uncertainty linked to the operating cash flows of a business. 
Busmess risk is multi-dimensional, mclusive of sales, cost and operetmg risks. In the Capital 
Asset Pricing Model (CAPM), for example, the tower the utilhy's expected earnings volatility, 
the lower the measure ofthe utility's risk relative to the maricet portiblio (i.e., "bete"). Because 

more lax in ite credit policies, which could result hi fower service disconnections, especially for 
low-mcome households. In tiie absence of a tracker, the utility presumably would imensity ite 
efforts to collect money owed by delmquent customers. I thank Michael McFadden for this 
insight 

^ See, for example, Paul L. Joidcow, "Inflation and Environmental Concern: Structural 
Changes in the Process of Public Utility Regulation,** Journal of Law and Economics, Vol. 17 
(1974): 291-327. A premise behind the wide acceptance of fuel adjustment clauses was ttet 
because electric utilities were not responsible for tiie escalation of fuel costs, commissions 
should not hold them accounteble. Virtually all electric utilities m the 1970s experienced an 
unprecedented rise in fuel coste, for example, inforring an exogenous event beyond tiie control of 
any s m ^ utility. Prior to this time, even though FACs were commmi but fiiel prices were much 
more stable, commissbns generally associated dianges m tiie utility's rate of return between rate 
cases with utility-management performance. A lower rate ofretum reflected poor perfimnance 
and a higher rate of return supericv pofimnance. (A 1974 study found that 42 out of 51 
jurisdictions had some form of fueladjustment clause. &e National Economic Research 
Associates, "The Fuel Adjustment Clause: A Survey of Qiticism, Justifications, and Ite 
Ai^lications in the Various Jurisdictions." 1974.) 

^ This statement supporte the contention tiiat commissions do not intend tiie prices ttey 
set in a rate case to reflect the utility's actual cost of service for each future year. Commissions, 
however, judge that the prices they set wfll allow tiie utility an opportunity (i.e., a reasonable 
chance) to earn ite authorized rate of return or some return close to the autiiorized level. 

10 
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trackem reduce a utility's business risk, a regulator might want to consider revising downward 
tiie risk premium of a utility with additional cost trackers or a revenue-decotiplhig tracker. 
resulting m a lower return on equity. 

If a comntis^on wante to guarantee that the utility will recover ite authivized earnings, it 
would fovor a rate design that allows the utility to recover all of ite fixed coste m a monthty 
service charge or a customer charge.^ Smce generally commissiQns do not tiiey unplicitiy 
recognize the i^isitive mcentive effect fiom allowing autiUty's actual rate of return to deviate 
fiom tiie authorized level. Commissions also know that if a utility is continuously earning below 
ite authorized rate of return, the utility has tiie right to file a general rate increase. 

The previous discussion explahis why most regutetors have fovored adjusting rates 
between rate cases only when such adjustmente avoid serious financial situations for utilities. If 
a commission wanted to assure the utility tiiat it will alw^s earn ite autiiorized rate of return, it 
would allow tiie utility to recover all of ite actual coste through trackera.̂ ' Commissions 
generally do not allow the tracking of all coste because of incentive and otiier problems, which 
this pi^er discusses in Section 113. 

C. An illustration: FACs and PGAs 

The wide popularity of FACs and PGAs among utilities and most commissions reflecte 
tiie perception that these mechanisms are necessary to prevent a utility from earning a rate of 
return substantially below what was autiiorized. This perception stems fiom the magnitude of 
fhel and purchased gas coste relative to a utility's earnings, Otiier categories of costs, such as 
bad debt are much nnaller Ul size and thereftm have smaller eamuigs consequciMjes. 

Until fiiel coste started to fluctuate sharply m tiie I97(^ some energy utilities had to 
operate witiiout tiie ability to adjust prices outside a rate case.^ These utilities shouldered the 
risks of evente between rate cases, but they also retmned aity high returns finm fitvorable 
happenings. Prior to around 1970. for example, many electric utilities earned rates of return that 
were much hi^er than the autiiorized levels becauw of technological inqnovements, high sales 
growtit and economies of scale, in addition to tiw acquiescence of commissions.̂ ^ 

^̂  Such a rate design would not guarantee die utility earning ite autiiorized rate of return, 
as unexpected variable coste would cause tiw utility's earnings to decline. 

*̂ This recovery would include fixed coste die commission found prudent in tfte last rate 
case. Guarantee of fitil recovery ofall coste would also requhe a revenue tracker such as 
revenue decoupluig, assunung tiiat tiie utility recovers some of ite fixed coste hi tiie vohimetric or 
commodity charge. 

^̂  The genesis for these dramatic fi»l-cost hicteases was tiie Oil Embargo by OPEC and 
tiie otiier Persian Gulf troubles of tiie 1970s. 

^̂  Altiiough most state commissions had authority to initiate proceedhigs to reduce rates, 
fow chose to exercise it. 

t l 
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Not surprisingly, vhtualty all stete commissions believed that trackeis fi>r large items 
such as foel coste and purchased gas coste were necessary to prevent inordmate rate-of-retum 
fluctuations. Implicit m this belief is the view tiiat the burden on utility shareholders would 
otiierwise be onerous. This foctor overwhebned tiie argumente agamst trackers. The major 
ol^ective of FAC^ and PGAs, unphmted during tiiat era, was to shield tiie utility's earnings fiom 
commodity price volatility. Both dtht and equity investora favot these medhanisms m reducing 
the riskmess of a utility's eamuigs and cash flow. 

V. Two Ext reme States o f t h e Wor ld : Several and No Cost Trackers 

A. A hodgepodge of cost trackers, or a single rate-of-retum tracker 

If a commission wante a utility alw^rs to earn close to ite autiiorized rate of return, it 
would finder rate adjustmente between rate cases for both: (1) actual coste deviatmg from test-
year costs, and (2) actual revenues deviating fiom test-year revenues. This outeome would 
require cost trackers covermg all ofthe utility's coste in addition to a revenue decoupling 
mechanism. (The revenue decoupling mechanism would allow the utility to recover all fixed 
coste that the commission approved for recovery in the last rate case.) 

Putting the utility's foture on "autopilot" seems like a reasonable course of action if 
financial stability is the prime regulatoiy objective. Considering incentive problems and 
excessive risk-shifting to customers, this oj^on comes across as much less appealmg. 

An eamuigs-^iaring mechanian (£SM), which consolidates different cost and revenue 
trackbfs. is one ratenuddng procedure for stebilizing a utility's rate of return between rate cases. 
Under this mechanism, tiie utility adjuste ite rates periodiodly (e.g., annually) v^ien ite actual 
return on equity fiills outside some specified band. As an illustration, if tiw band encompasses a 
10 to 14 percent rate of return on equity (with 12 p^cent as the utility's autiiorized rate of letum 
establi^ed m tiw last rate case) when the actual return is 9 percent tiw utilhy could a^ust ite 
rates iq>WBrd to increase ite return to, or brmg it closer to, 10 pocent^ 

An ESM helps to stabilize a utility's rate of return witiiout a fhll-scale rate case review. 
Eamhil^ sharii^ should reduce tiie fi^quency of fiiture rate cases and allow adjusted rates to 
reflect recent maricet developments, mcluding tiiose affecting a utility's coste.^ Compared to 

*̂ The band unplicitiy reflects the range for the return cm equity that tiw regulator deems 
both adequate to keep tiw utility from financial jeopardy and not so excesswe as to be exorbitant 
The interpretation of these financial conditions is subjective and open to debate. 

^̂  Under traditional ratemakmg, reduchig tiw frequency of rate cases might allow die 
utility to over^eam by a substantial amount because ofthe multi-year accumulation of higher-
than-expected sales or tower-tiian-expected coste. or both. Commissions probably are not so 
concenied v/hm the utility over-earns for a one- or two-year period, but would be when it over-
earns by a "significant" amouit over several consecutive yeara. This reaction would be more 

12 
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traditional ratemakmg. where rates remam fixed between rate cases, ESM weakens regulatory 
lag and thereby reduces tiie incentive of a utUity to control ite coste between rate cases.^^ A 
commissi<m can lessen ̂ s problem by requiring the utility to demonstrate ite prudence and offer 
reasons wl^r specific cost items were higher tium their test-year levels.^^ 

In sum, an ESM would trigger a price adjustment between rate cases onty when tiie 
aggregation of revenue and cost departures fix>m test-year levels cause the utility's rate of return 
to foil outside a s|tecified "band" regioa An ESM takes mto accoimt the overall profitability of a 
utility. It assumes tiie role of a rate-of-retum tracker that, m effect amdgamates difierent cost 
trackers mto a single cost-recovery mechanism. 

The ESM differs fiom conventional trackers, which account fiir specific coste or 
fimctions m Isolation fiom the utility's overall financial position. Trackers' focus on an 
individual cost categories can cause utilities to delay commg in for rate cases, with tiw utility 
earning an "excessively" h ^ rate of return in tiie mterim. Let us assume that the commission 
has approved a tracker for new infi:astructure expenditures. The new infi:astmcture expecte to 
lower the utility's mamtenance and other operating coste. If the last rate case did not recognize 
tiiese lower operatmg coste, the utility's rate of return would be higher, yet because ofthe 
tracker, the utility suffers no interim financial losses from incurring infiastructure expenditures. 

acute if the commission believes that fortuhous cirscumstances, rather than superior utility 
management caused the high earnings. 

^̂  TMs incentive problem existe only ^ w n tiw utility is out^de tiw "band" region and 
the mechanism requires sharing of"excs6sive "or "defieiehf* earnings witii custonwrs. Ihisfiwt 
suggeste a wicfe "biand," as the utility operatmg witiiin the "band" would have **high-powered** 
i n c ^ v e s to manage coste because it retauis all the economic ^uns. 

^̂  The incentive problem would be less pronounced compared to a conventional cost 
tracker. As long as the utility's rate of return is within the "band" t ^ o n , it hasn sunilar 
mcentive for cost control as it would between rate cases vrith fixed prices. (The word "sunilar" 
is used because if tiw 'liand region" is wide e n o u ^ it could defer the next rate case to either 
uwrease or decrease rates. Ihis deferral would further strengdwn tiw uwentive ofthe utility to 
control coste.) Outside tiw "band" tcffion, tiw utility's mcentive depends upon whether ESM 
requires the sharii^ofhighOT low rates ofretum between the utility and ite customera. Assume, 
for example, that the "batul" region is a 10 to 14 percem rate of return on equity. During tiw 
year, tiw utility earns 15 percent; if the utility has to split tiw difference betwMn the higher 
boundary ofthe "band" region and tiw actuid rate of return by adjustmg ite prices down, in tiie 
example tiw utUity would realize a 14.5 percent rate of return. We assume that the medmnism is 
symmetrical, so if the utility earns below the lower boundary ofthe "band" region, say, a 9 
percent rate of return, it can adjust prices up to realize a rate of return closer to dw lower 
boundary. This sharing arrangement means that if the utility allows ite coste to rise, it either 
suffers tiw fiill consequence (when it operates wititin the *band" region) OT tiw partial 
consequence (^^ien it operates outeide). The latter condition creates an mcentive problem 
relative to traditional ratemaking witii regulatory lag and fixed prices between rate cases. 

13 
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On net tiie utility benefite and ite customers hmnediately pay for tiie infrastructure coste witiiout 
benefiting fiom the lower operating coste (at least until new rates reflect tiw lower coste). Such 
an outcome would violate any coimnon meaning of "f iunw^ and seriously calls into q u ^ o n 
the merite of usmg a shigle-fhnctton tracker without readjusting rates for the effect on a utility's 
other functional areas.^' This dynamic suggeste tiiat commissions implementmg trackers should 
requhe their utilities to file rate cases on predetemtined mtervals. 

B. No cost trackers 

Under tiie traditional approach to ratemakmg, a utility cannot adjust ite rates outeide a 
rate case. No matter what hi^pens to a utility's coste or revenues between rate cases, rates 
remain fixed. Let us assume that a utility's coste and revenues are volatile and difficult to 
predict. The utility's rate of return can tiien deviate substantially (on the upadc or downside) 
firom the authorized level. 

It is one thu^^to prohibit trackers for coste that are substantial, volatile and 
unpredictable, and generally beyond die control of a utility; it is another to reject trackers for 
coste that lack one or more of these features. Good regulatoiy policy rejects cost trackers that 
are not essential fbr protecting a utility from a dire financial situation. The utility, m justifying 
a cost tracker, should present tiw regulator witii credible information showmg tiiat a nontrivial 
probability existe tiiat tiie cost item under review wilt rise sufficientty above the test-year level to 
place the utility in financial jeopardy.^^ This showing is more likely when the regulator uses a 
historical test year and the cost item recentiy has exhibited an upwod trend or substantial 
volatility.^" 

Another conceivable justification for a cost tracker is tiiat it transmite better pnet signals 
to a utility's customers. Prices would correspond closer to a utility's actual coste arid thus 
improve economic efficiency. For economic efficiency, custonwra should see coste reflected m 
tfaeu: rates, such that they consunw less ̂ len coste are higher. The validity of this argument for 

^' Such a non-unifbrm treatmmt of coste could also cause perverse mcentives. Autilhy, 
for exan^le, might overspend on infirastructure structures to receive the gains fiom lower 
operating or other coste that the utUity retems for itself untU tiw next rate case. 

^' The term ''financial jeopardy" has differem interpretetions. This state, no matter how 
it is defmed, has tiie potential to harm customers as well as tiw utility shareholdors. It could 
cause the defemwnt of needed c^ ta l investmente to msunt^ reliaUe ser^ce. lowering ofthe 
utility's credit rating, and an Increase in the utility's cost of capital. The time p&iod over which 
these effecte would cause injury to utility shareholdera generally woidd be more immediate tiian 
the iigury to customers. 

^ A future test year mig^t not improve matters much if the cost item is inherentiy 
difficult to predict with any forecast and therefore susceptible to huge error. 

14 
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a cost tracker also depemte upon themi^titude and nature of tiw coste mvolved.^' Thaa outcome 
assumes tiiat a tracko: mvolves a variable cost such as fuel or purchased gas coste. Whena 
tracker tt^atta to a fixed cost (e.g., infisstnicture coste), the argument turns wore to the 
"foimess" of a costHrecovesy mechanism to the utility. Is a tracker justified because test-year 
cost calculations expose the utility to potentially high fmancial risk fiom imanticipeted coste tiiet 
foil prunarily outside the control of a utility? 

VI . Put t ing I t AU Together 

Cost fiackera have both positive and negative features that regulators must evaluate.'*^ In 
reaching a decision, the regulator rweds to weigh tiwse features to detemtine « t e is ui the public 
interest based on how tiiey shift risks, ensure cost recovery, and affect incentives. Hw nuUn 
challenge for regulators is to evaluate whether tiw positives outweigh the negatives to justity a 
cost tracker,̂ ^ 

A The positive side of coat trackers 

The primary benefit of cost trackers, as discussed earlier m this paper, is that they reduce 
tiw likelihood that a utility will encounter serious financial problems. If test-year coste foil to 
reflect accurate projections of a utility's actual cost for fiiture periods, then the utility's earnings 
can debate substantially fixim what a commission qiproved in the last rate case. Some cost 
items are difficult to project as they exhibit high volatility and depend on differem variables tiiat 
^ tiwmselves are uncertam. 

By reducing regulatory lag and the likelihood of prudence reviews, cost trackers can 
lower a utility's risk and thus inoease Ite access to capital. The utility could then have ahigher 
credit rating tiiat hi turn, could lower the cost of financing capital projecte.^ 

^' l^tortive price signals can relate to tiw difference between the utility's ^ort-run 
marginal cost and the marghial price charge to customers in consumuig more electricity or 
natural gas. 

*̂  For a tborou^ and excellem discussion ofthe advantages and disadvantages of cost 
trackers, witii a focus on fhel adjustment clauses, see Michael Schmidt Automatic Adjustment 
Clauses: Theory andAi^icattons (East Lansmg, Ml: Michigan State University Press, 1981). 

^ For an analysis of sunilar issues focedtqrrejjpihrtors in evaluating differem ratenud^ 
mechanisms m general, see Ken Costello, Decision-Making &rategiesfor Assessing Ratemaking 
Methods: The Case of Natural Gas, NRRI 07-10, Sq>temb» 2007, at htto://nm.orB/pul;> f̂rf̂ ffl7-
QLodf. 

^ This argument is similar to tiw one used to support includuig construction woric hi 
pn^ress (CWIP) m rate base for electricity transmission. 
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Cost trackers also coincide witii tiw regulatoiy olijectlve of setting prices based on the 
actual cost of service. This condition transmite tiw right price signal to customers decidhig bow 
much of tiw utility's services to consume.^' 

The development of infiastructure such as tiie anart grid orotber new technology coste 
might warrant that commissions con^der cost-recovery mechanisms such as a cost tracker to 
guarantee roimmum cash flow for a utility. Investora might otiierwise perceive exces^ve 
regulatoiy ri^ that preclude committmg fimdhig to a utility.^ A cost tracker in tius mstance 
also m i ^ cm down on the frequency of fiiture rate cases. Regulators m the fiiture might want to 
explore less traditional ways for utilities to recover theh* coste for new technologies witii 
inherentiy high operational and financial unqertamties. 

As a final benefit cost trackers can reduce regulatory and utility coste by reducuig the 
number of foture rate cases. Rate cases absorb substantial staff resources and thne. dlverthig 
ihox scarce resources firom other commission activities. Yet it is doubtfid that many of the 
recently proposed trackera involvUig non-major cost items would have any effect on tiie tinting 
of future rate cases. Another comment is tiiat the coste associated with serious and contmuing 
audite and tiie monitoring of coste recovered through a tracker could require substantial 
resources, either in the form of conunission staffer outeide consultants. 

B. The negative side of cost trackers: the case for traditional ratemaklDf as a 
defonlt policy or earnings sharing as a preferred alternative 

Cost trackera can reduce utility efficiency, as des^bed above. "Just and reasonable" 
rates require that customers do not pay for coste tiie utility could have avoided with effici^it or 
prudent roamigement Regulation a t t e n d to protect customers firom ̂ cessive utility coste by 
scrutfaiizmg a utility's coste in a rate case, conducting a retrospective review of costs, applying 
perfimnance-based mcentives, and instituting regulatory lag; Cost trackera dmunish one or more 
of tiiese regulatory activities. In some instances, they dimihish all of them. The consequence is 
the increased likdihood tiiat customers will pay for excessive utility costs. 

^' One issue that has emerged Ul states where trackera have become a nuyormetiiodfrn 
cost recovery relates to the allocation of tiiose coste across customer classes. Cost allocation 
detemtines tiw actual prices that different customers pay fbr utility service. 

^̂  One alternative to reducmg regulatory risk Haxm^ trackera would be for a 
commission to articulate in a policy stetemmt or other document that it would not aj^ly 20-20 
hmdsight to determine the cost recovoy of new inve^meitfs. A commission can exjaress, for 
example, tiiat it will not subject specific utility decisions to prudence reviews. One metiiod of 
doing so is providing pre-^iproval for projecte before they enter service. For a more detailed 
discussion of pre-apinoval mechanisms, see Scott Hemplmg and Scott Strauss, Pre-Approval 
Commitments: When And Under What Conditions Should Reffilators Commit Ratepayer Dollars 
to Utility-Proposed Capital Projects? NRRI 08-12, NovembCT 2008, at 
http://nrri.org/Dubs/electricitv/nrri ureapproval commitmente 08-j2.pdf. 
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This paper reconaneads tfatt regulatora approve cost trackera only in special ^tuations 
v^wre tiw utility would have to show that alternate cost-recovery mechanisms could cause 
extreme financial problems. This showmg requires utilities to provide a distribution of possible 
cost fiitoies and an assessment of tiieir likelihood. If a certaui cost item has high volatility and 
uiqiredictetHlity, represente a large component ofthe utility's revenue reqitiremem and is 
xecurring, and is generally b^ond a utility's costs, it becomes a candidate fbr "tracker" recovery. 

Even tiien. the regulator should consider the adverse incentive e&Bcts and how he or she 
can compensate for this prohlem.^^ Regulatora should condhion any approval of a cost tracker 
on the utility's filing mformation on ite performance for those fimctional areas duectiy or 
indirectiy affected by the tracker. For exan^e^ has tiw FAC caused a utility to spend less money 
oil plant mainteiuince costs, jeopardizmg reliability and mflating total utility coste because of 
hi^iet avoidable fhel costs? These conditions can harm the utility's customera in tiie long run. 

No otiwr rationale merite departmg from cost recovery through rate cases. This limited 
application of cost trackera provides the benefite of; 

1. usmg the same cost-recovery mechanisms for all utility functions to prevent perverse 
incentives (perverse incentives can lead to a higher cost of service and utility rates); 

2. balancmg a utility's total coste and total revenues (witiiout this balancing; it is 
conceivable that tiw utility could recover one cost item tiirou^ a tracker and over-
recover otiier coste set in the last rate case to result hi tiie utUity earomg above ite 
authorized rate of return); a rate case has the attractive feature of matehmg revenue 
with costs on an aggreg^ ba^s; 

3. retaitung sufficient regulatory lag to provide the utility witii more motivation to 
control coste (regulatory lag is an hnportant feature of traditional ratemakmg in 
forcuig the utility to shoulderthe risk of higher coste between rate cases); and 

4. scrutiiiizing a utility's coste and perfonnance in different areas of operation . 
(commissions review coste more rigorously in a rate case setting, decreashig the 
likelihood that customera will recover a utility's imprudent costs).^' 

*̂  The commissioa can monitor the utility's performance or inchide a performance-based 
uicratWe component in the tracks mechanism. 5ee the NRRI study cited in fix>tiiote 8 for a 
description and analysis of incentive-based gas procurement mechanians. 

^ In theory, a commis^on can ex^wnd tiw same resources and effort toward htspecting a 
utility's coste recovered tiuougb a tracker as it does for coste detemuned in a rate case. In 
practice, however, tiw autiior shares tiw widely held view that commissions and non-utility 
parties devote fewer resources to tiiis task for coste reco'i^red through a tracker. Confirmation of 
tills view would require a systematic study that would compare, among otiier tiimgs, the 
resources expended l?y tiie commission and non-utility stakeholdera per dollar recovered under 
trackera and in a rate case. 
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The earlier discussion pomte to the advanti^es of replacmg cost trackera (excludmg fuel 
and purchased gas cost trackera) witii a smgle rate-of-retum tracker m tiw form of an eammgs-
sharing mechanian. This ahemative overcomes some ofthe problems with cost trackers, namely 
perverse incentives and weak mcentives f(» cost control, tiw mismatching of a utility's total 
coste and revenues, and inadequate regulatory oversight of coste. '̂ An eammgs-shariag 
mechanism is also able to adtieve the major objective of cost tr»dcers, namely preventing 
utilities fisffl suffering serious financial problems between rate cases. 

A shigle rate-of-retum tracker can also address the "fairness" issue of why a utility 
should not recover from customera a cost mcrease (e.g., |»opeaty taxes) between rate cases tiiat is 
completely beyond ite control. This mechanism would, m effect allow the utility to recover tiw 
increased coste. but only if it was already earning a "low" rate of return (i.e., a return below tiw 
"band" region discussed above). One major problem with cost trackera is tiiat they allow a 
utility to increase ite prices even if the utility is already eammg a higher-than-authorized rate of 
return (or beyond tiw **zone of reasonableness" set hi the last rate case). A commission would 
not allow tius outeome under traditional regulation. 

V n . Questions Regulators Should Ask 

This paper discusses the major issues regulators foce in evaluatmg cost trackera. Well-
informed decisions require regulatora to ask certein questions, for which this paper provides 
some introductory responses. The following Is a list ofthe most pertuwnt questions: 

1. Does a cost-tracker proposal meet the regulatory test of acceptability? What 
mutimum tfueshoid should a regulator set for consideration of a cost tracker? 

2. Whatspecialckcumstancesexisttowairaatcostrecoveryoutsideofaratecase? 

3. What evidence does a utiHty present showmg that tiw absence ofa tracker fbr a 
particular cost could place it m financial jeopanty? 

4. In addition to cost trackos, what otiier cost-recov^ mechanisms can regulatora rely 
on to allow a utility to recover substantial unexpected coste between rate cases? What 
are the laibllc-interest effecte of the^ mechanisms relative to cost trackera? 

5. What advanteges does a cost tracker o^r? What are ite disadvantages? 

^' Regulatora can overconw some of these problems. They can. for exan^le, require tiiat 
a utility with cost trackera file a rate case no less often tiian every tiuee yeara or however often 
fiequency regulatora consider appropriate. Regulatora can also require prudence reviews of 
utility activities associated witii trackera on a regular basis. I tiiank Michael McFadden for tiiese 
msighte. 
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6. How should regulatora weigh the downsides of cost trackera relative to tiw upsides? 
How important are adverae mcentive effecte relative to tiw value of stabilizmg a 
utility's rate of return? 

7. How should a regulator account for the net-cost effecte ofa new investment (e.g., 
capital coste less savings m operating coste) for ^^ch tiie utility wante cost recovery 
through a tracker? 

8. How would the accumulation of cost trackera for a utility motivate the utility to take 
risks and hnprove ite overall cost performance? 

9. If a cost tracker is justified, how can regulatora structure it to mitigate potential 
problems such^ weakened incentives for cost control? 

10. What conditions should a regulator attach to tiw approval ofa cost tracker? 

a. Should it require tiw utility to report on its cost performance m fimctional areas 
directiy and uidirectiy affected l^ the tracker? 

b. Should the regulator also require tiiat all coste recovered tiurough trackera be 
subject to a thorough prudence review? 

c. Should the regulator reduce die utility's return on equhy to account for tiw lower 
risk resulting fiom tiw tracker? 

19 



The following image w&s- scanned as received 



JDM ATTACHMENT-2 

Duke Energy Ohio 
Case No. 14-841-EIXSSO, 14-842-EL-ATA 

OCC Seventh Set Interrogatories 
Date Rccdved: July 18,2014 

OCC-INT^)7-148 

REQUEST: 

Please identify fbr each year smce 2005, the vshies for CAIDI. SAID, and SAIFI. Please 
identity these values on the basis of excluding storms and on the basis of including stems. 

RESPONSE: 

*note: the hidices do not take into account outages caused by transmiasicm, per 
PUCOrules. 

PERSON RESPONSIBLE: Marc W. Arnold 
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Pressrelease 
;.D. Power Reports 
Price and BUUng/Payment are Primaiy Drivers of Increased Overall Customer Satlsfoctlon with 
Electric Residential iraimes 

ImprovBd CommanlearioM During Lony Outayes lncreas« Satisfactten 

WSSTLAKE VILLAGE, Cali£: 17 fuly 2013 — Despite ongoing severe weather across the United States 
resulting In l o i ^ r outage periods per event customer satisfaction with residential electric utilities has 
Increased substantially from 2012 driven primarily by Improvemente In btiling/payment price and outege 
communications, according to die I.D. Power 2013 Electric Utility Residential Customer Satisfaction 
Stodysx released today. 

Th« study, now in ite 15th year, measures customer satisfaction witii electric utility companies by 
examining six Eactors: power quality and reliability; price; billing and pigment; corporate citizenship; 
communications; and customer service. 

Ov^all satisfoction among residential customers of electric 
utilities has increased substantially in 2013 to 639 (on a 
1000-point scale), up 14 pointe from 2012. While 
performance in all factors improves in 2013, billing and 
payment satisfaction (719} increases by a noteble 19 points, 
the largest Increase among the six factors. Power quality and 
reliability, an Importent driver of customer satisfaction and 
the second-M^iest-scoring factor, has improved to 692 irom 
677 In 2012. Gommuidcations satisfaction increases for a 
third consecutive year, climbing to 585 fn 2013 from 579 In 
2012 and 575 in 2011. Satis&ction scores in price (551) and 
customer service (706} are the h i^es t they have been in tiie 
past four years, with customer service increasing by 9 pointe from 2012. 

Vinth severe weather evente across the United Stetes, longer outages were reported in 2012, ye^ electric 
utilities have improved tiieir outage communications before, during and after tiiese events. Satisfoctlon 
increases when utilities proactively communicate outage Information regulariy ami cleariy via tiie dianneb 
customers prefer, indudii^ utility'initiated phone calls, emails* text messages and sodat media sites. 

"In addition to improving outege communication, electric utilities have made great strides In Improving 
customer perceptions regarding billbig and payment," said jeffConklln, senior director ofthe energy 
practice at |.D. Power. *With such a dramatic Increase in billing and payment satisfiiction in the 2013 stody* 
it's clear tiiat the electric utilities have listened to tiw Voice of tiie Customer by providing them with many 
ch<^ces to receive and pay their bill and with Improved information on their billing statemente." 

According to the study, satisfoction increases when customers are offered hilling and payment options. 
Satisfaction among customera who select their own payment due date is 756, compared with 714 among 
those who do not select a due date. Satisfaction among customers who receive an electronic bill is 745, 
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compared with 709 among those who receive only a pap«- stetement Among customera who are on a fixed 
budget bill payment plan, satisfaction is 736, compared with 718 among those who are not on this plan. 
Billing and payment satisfaction increases by 54 points when bOUng stetemente include a consumption 
graph (740). Satisfoction is highest among customers who use their utility's online website to dieck their 
account or pay a bill (742}, followed by auto-deductions fiom a bank accotmt (736); recurring credit card 
payments (726); and throuj^ bank's online bill payment (717). The percentagie of customers who mall 
their payment has decreased to 26 percent in 2013 fiom 29 percent in 2012, indicating that customera are 
using alternative payment options. 

Price satis&ction Improves substantially for a second consecutive year (+12 points), as customers Indicate 
lower average bill amounts, down $3 per month from 2012 to $132. Price satisfaction is 101 points higher 
among customer who say they are" veiy ^miliar" with their utility's energy-having programs than among 
those who say they are only "somewhat famHiar." 

Power quality and reliability [PQ&R) increases by IS points in 2013, driven by a 19-point Increase in the 
West region. The study finds that utilities have Increased their number of communications with customers 
regarding lengthy outages in 2013. The most satisfying sources of outage Information are emails from the 
utility (762 PQ&R); text messages fiom the utility (736); utility's social media site (724); calls from tiie 
utility (718); and customer emails sentto the utility (703). 

Study Ranldngff 
The Electric Utility Residential Customer Satisfaction Study ranks midsize and large utility companies in 
four geographic regions: East; Midwest, South and West Companies In the midsize utility segment serve 
between 125,000 and 499,999 residential customers, while companies in tiie large utility segment serve 
500,000 or more residential customers. 

East Region 
PPL Electric Utilities ranla highest among large utiliti^ In tiie East region, fullowed by Central Maine 
Power; Duquesne U ^ t ; and West Penn Power, respectively. 

Among midsize utilities in tiie East region. Southern Maiyland Electric Cooperative ranks highest for a sixth 
conseoitive year, followed 1^ Penn Power; Delmarva Power; and Met-Ed, respectively. 

Midwest Region 
MidAmerican Energy ranks highest in the large utility segment in the Midwest region for a sixth 
consecutive year. We Energies; Alliant Energy; and Xcel Energy-Midwest follow, respectively. 

Omaha Public Power District ranks h i^es t In the midsize utility segment In tiie Midwest region for a steth 
consecutive year and receives an award in the stody for a 13th consecutive year. Following Omaha Public 
Power District in the segment rankings are Kentocky Utilities; Vt%consin Public Service; and Indianapolis 
Power & Lf^t; respectively. 

South Re^on 
OG&E ranks highest In the large utility segment tn die South region, followed by FPL; Georgia Powen and 
CPS Energyi respectively. 

Sawnee EMC ranks highest In the midsize utility segment In tiie South region, followed by Jackson EMC; 
Clay Electric Cooperative; and NOVEC, respectively. 
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West Region 
Salt River Project (SBP) ranks highest in the large utility segment in the West region fbr a sixth consecutive 
year and recdves an award in the study for a 12th consecutive year. Following Salt River Project fn the 
segment rankings are SMUD; Portiand General Electric; and APS. respectively. 

Claric Public Utilities ranks highest fn the midsize utility^ segment in the West region for a sixth consecutive 
year, followed by Colorado Springs Utilities; Seattie City Light; and Snohomish County PUD, respectively. 

).D. Power offers the fitilowing tips to consumers: 
« Customers should register their account online at tiieir utility's website to get access to detailed 

account hlstoiy. 
• Customers who want to go paperless should sign up for e-bilt statements &om their utility. 
• Many utilities now ofiier text or email notifications and alerts, such as reminders about usage 

toward a budgeted amount or outage updates, 
• Some utilities now havesmartphone apps tl»t allow you to review and pay your bills or to report 

outages. 

The 2013 Electric Utility Residential Customer Satisfaction Study Is based on responses from 102,734 
online interviews conducted from July 2012 tiirough May 2013 among residential customers of the 126 
largest electric utility brands across tiie United States, whldi collectively represent nearly 94 million 
households. 

About J.D. Power 
I.D. Power Is a ̂ obal marketing Information services company providing performance tmprovemeni; sodal 
media and customer satisfaction Insights and solutions. The company's quality and satisfaction 
measurements are based on responses from millions of consumers annually. Headquartered In Westlake 
Village, Callfv ]JD, Power has offices In Nortii/South America, Europe and Asia Pacific For more information 
on car rBYlm and ratings, car insurance, health Insurance.^^Flyh'^my'riff^ and more^ please Visit 
pPowerjom. ]J), Power is a business unit of McGraw HIU Hnanclal. 

About McGraw HID Ff nandal 
McGraw Hill Financial (tfYSE: MHFI), a financial fntolligence company, is a leader in credit rattoj^, 
benchraarics and analytics for the global capital and commodity markets. Iconic brands include Standard & 
Poor's Ratings Services, S&P Capital IQ, S&P Dow Jones Indices, Platts, CRISIU j.D. Power, McGraw-Hill 
Construction and Aviation Week, The Company has approximately 17,000 employees in 27 countries. 
Additional Infonnation Is available at http.-//www.inhfi.gom. 

J.D. Power Media Relattons Contacts 
John Tews; Troy, Mich.; 24S-680-621B; niedia.relatiQnsfiDfdpa.com 
Syvetril Ferryman; Westiake Village, Calif; 805-418-8103; medlaJ•elat^ons^a^pa.ccm 

No advertising or other promotional use can be made ofthe information In this release without the express 
prior written consent of I.D. Power. www,jdpower.com 

Follow us on Twitter @idpower 
# # # 
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