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NEET Work Group #6
“Decoupling” Subcommittee – Issue Overview
There is a vast literature on “decoupling.”  We recommend in particular Aligning Utility Incentives with Investment in Energy Efficiency, A Resource of the National Action Plan for Energy Efficiency, November 2007, and Decoupling For Electric & Gas Utilities; Frequently Asked Questions, National Association of Regulatory Utility Commissioners, September 2007. 
Question

Do the current state statutory/regulatory structures for acquiring cost-effective energy efficiency and conservation (“conservation”) strike the right balance between utility/shareholder interests and customer interests (or align these interests to the extent they do not conflict) in acquiring cost-effective conservation?
Utility/Shareholder Interests

1.
Timely recovery in rates of all prudently incurred costs for the acquisition of cost-effective conservation.
2.
Recovery of fixed costs and “lost margin” to the extent that sales are below forecasted levels used in setting rates due to utility-sponsored conservation measures. In setting rates, the utility commission (PUC) authorizes the utility to charge rates that provide it with the opportunity to recover its fixed costs at forecasted load levels.  If actual sales are less than forecasted sales due to utility-sponsored conservation, then the utility will not recover all of its fixed costs due to these measures.

2A.
Recovery of authorized fixed costs to the extent that sales are below forcasted sales for reasons beyond just conservation (e.g., weather, economic dislocation of customers).  If this is the case, the utility will fail to recover its authorized fixed costs.  Correspondingly, higher than anticipated sales will yield higher than authorized fixed cost recovery.
3.
Even if Numbers 1 and 2 (or 2A) are satisfied, the utility is only “held harmless” regarding utility-sponsored conservation (or regarding fluctuations in retail sales).  The utility still lacks any financial incentive to promote conservation.

4.
Due to the same regulatory/rate setting reasons as in Number 2, under current ratemaking structures, the utility has an incentive to increase sales above forecasted levels and to “over-recover” fixed costs and increase profits.  The incentive varies with utility types:  Natural Gas LDCs and “unbundled” electric utilities expense gas costs, and their fixed costs are limited to delivery costs.  Integrated electric utilities typically have higher fixed costs associated with generation and delivery assets, so their incentive to increase sales may be greater.  Publicly-owned or consumer-owned utilities (e.g. PUDs or cooperatives) also have a financial stake in actual retail sales at or above expectations.  But because of their non-profi status, their issue is one of timing and rate structure, rather than loss, since, any shortfall or “windfall” would be rolled forward into rates.

Customer Interests

1.
Low rates and/or bills – Conservation should be included in the utility Integrated Resources Plan (IRP) and to the extent that the IRP shows that conservation is the lowest-cost “resource” option, then it should be acquired.  Ratepayers need verification that ratepayer funds have produced verifiable MWH savings.
2.
Regulatory changes to guarantee recovery of fixed costs if utility-sponsored conservation causes actual sales to fall below forecasted sales should not be a vehicle for shifting other costs and/or risks to customers.  Regulatory changes must be specific to the problem.

3.
Fair rate of return – To the extent that the utility is guaranteed fixed cost recovery against the risk of under or over-recovery due to actual sales differing from forecasted sales without regard to the cause (i.e., beyond just conservation), then there should be a corresponding adjustment in its return.

4.
If sales below forecast levels are trued up, utility revenues on surplus sales – including any utility share of benefits under an adjustment clause – must be addressed.

Potential Statutory/Regulatory Approaches (Need to identify which interests each measure addresses.)
1.
IRP.  Require utilities to identify and include all cost-effective conservation in their IRPs and to seek authority from PUC to acquire conservation – e.g., Oregon SB 838 for residential and commercial conservation not captured by public purpose charge.

2.
Mandate.  Require utilities to acquire all cost-effective conservation identified in its IRP or pay a penalty (e.g. Washington I-937).

3.
Recovery of Costs.  Authorize collection of all prudently incurred costs for cost-effective conservation as expenses.
4.
ROE on Conservation “Investments”.  Allow utilities a return on efficiency and conservation investment – not just expensed as a cost.

5.
“Incentive” ROE.  Allow PUC to authorize an “incentive” ROE for conservation investment.

6.
Shared Savings Mechanisms.  Divide net savings from cost-effective energy efficiency programs equitably among utilities and their customers.
7.
Recovery of “lost margin” due to utility-sponsored conservation.  -
Authorize PUC to establish a true-up limited to lost fixed cost revenues due to utility-sponsored conservation and not other factors such as weather or economic conditions.  MWH savings and revenue “losses” must be verified.
8.
Fully “decouple” revenues from sales.  Actual fixed cost recovery trued up to the authorized level used in setting rates at forecasted sales level, without regard to whether the cause was “lost” sales due to conservation or other factors.

9.
Independent Third Party.  Ratepayers fund a third party to provide financial incentives and promote conservation with either the utilities taken completely out of the conservation business or allowed to continue conservation efforts only as a supplement to the third party (e.g. Oregon public purpose charge and Energy Trust with SB 838 changes).
Next Steps

There is some dispute regarding the scope of the “decoupling” question which has resulted in the myriad solutions outlined in the literature and by the states.  Each state has taken steps already to address these issues, so there is not one obvious “winning statutory or regulatory measure to be pursued.  Other questions must also be answered.  For instance, in the future Washington will require utilities to identify and acquire all cost-effective conservation or pay significant penalties.  Provided prudent conservation cost recovery is assured, what further Washington incentives, if any, need to be added to this mandate?  In addition, Oregon collects a public purpose charge from ratepayers, which is used by the ETO to promote and acquire conservation.  The ETO is a non-profit and has no conflicting “disincentive” with its role of promoting and acquiring conservation.  Such conservation acquisitions are verified and subject to OPUC review.  Are there structural barriers in this Oregon model to achieving additional cost-effective conservation, or is it simply a question of adequate funding of the ETO and the most effective use of these funds?  Finally, how will the value of carbon be considered in resource planning to the extent it affects traditional views of cost effectiveness?  Will it make many measures previously cost ineffective now achievable?  
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