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I.
INTRODUCTION
In the 1st Regular Session of the 123rd Legislature, the Utilities and Energy Committee (Committee) considered LD 1836, An Act to Save Money for Maine Energy Consumers through Enhanced Energy Efficiency.  The Committee voted “Ought Not to Pass” on the bill.  However, during the work session on LD 1836, some Committee members indicated that they remain concerned about the financial incentives for Maine’s transmission and distribution (T&D) utilities to encourage increased electricity consumption over energy efficiency and conservation.  
In separate letters to the Office of Energy Independence and Security (OEIS), Office of the Public Advocate (OPA) and Public Utilities Commission (Commission) (collectively, the Agencies) dated June 14, 2007, the Committee Chairs requested the Agencies to jointly convene a stakeholder group to discuss the Committee’s ongoing concern and to explore rate design options, including decoupling mechanisms, to reduce current regulatory incentives to T&D utilities to promote consumption.  The June 14th letters requested the Agencies to report back to the Committee by January 15, 2008 on the results of the stakeholder discussions. 
This report is being submitted jointly by the Commission, OPA and OEIS and is intended to respond to the Committee Chairs’ June 14th letters.

II.
BACKGROUND 
Representatives of the Agencies met in June and July to discuss the stakeholder group process and potential participants.  During our preliminary meetings, the Agencies agreed to a four-part stakeholder group process and tentative schedule for completing the required report.  By letter dated July 27, 2007, the Commission provided a summary of the proposed process to the Committee Chairs.  That proposed process and schedule was ultimately implemented and is outlined below. 

· Pre-Meeting (August 1st through September 13th).  During the pre-meeting phase, the Agencies contacted potentially interested persons and identified people who wanted to participate in the stakeholder group process.  During this phase, the Agencies solicited relevant documents from interested persons and distributed those documents to the evolving stakeholder group.
· Stakeholder Group Meeting (September 14th).
· Post-Meeting (September 15th through October 15th).  During this part of the process, the Agencies distributed, and invited comments on, the meeting notes that were prepared by the OPA.  During this phase, the Agencies also distributed additional decoupling documents.
· Report Drafting (October 15th through January 15th).  During the final phase of the process, the Agencies distributed a draft outline of the report and solicited input.  The Agencies then issued a draft report, invited and incorporated comments and recommendations, finalized the report and submitted the final report to the Committee.
A. Composition of Stakeholder Group

On August 13th, the State Planning Office (SPO), on behalf of 
OEIS, sent a letter to prospective participants notifying them of the formation of the stakeholder group and inviting them to participate.  Shortly thereafter, SPO sent a second letter to participants notifying them that the stakeholder group would meet on September 14th and inviting them to attend. 
The following people indicated that they would like to be members 

of the stakeholder group.  The people/organizations underlined in the following list attended the September 14th stakeholder group meeting. 
David Allen - Central Maine Power Company
Newell Augur – Bangor Hydro Electric Company
Senator Phil Bartlett

Representative Seth Berry

Representative Larry Bliss

Brent Boyles - Maine Public Service Company

David Bragdon – Energy Matters to Maine

Tony Buxton – Industrial Energy Consumer Group
Representative Stacey Fitts

Representative Jon Hinck

Senator Barry Hobbins


Jeff Jones - Bangor Hydro-Electric Company

Linda Lockhart - Industrial Energy Consumer Group

Calvin Luther – Bangor Hydro-Electric Company

Sharon Staz – Kennebunk Light and Power District and Dirigo 


Michael Stoddard - Environment Northeast

Dylan Voorhees - Natural Resources Council of Maine



In addition to the stakeholders listed above, representatives from several state agencies participated in the process.  The Agencies also invited the Regulatory Assistance Project (RAP) to participate in the process.  The following people participated on behalf of state agencies and RAP.  Those underlined in the following list attended the September 14th stakeholder group meeting.


Dick Davies – OPA

Sue Inches – State Planning Office
John Kerry – OEIS
Lucia Nixon - Office of Policy and Legal Analysis


Chris Simpson – PUC
Mitch Tannenbaum - PUC


Vendean Vafiades – PUC
Suzanne Watson - Department of Environmental Protection

Rick Weston – RAP
B. Document Exchange

The Agencies determined that two of the primary objectives of the 
stakeholder group process are to (1) conduct a search of current literature on decoupling and related issues and (2) facilitate the exchange of relevant documents among the stakeholders.  To accomplish these objectives, the Agencies actively solicited relevant documents from stakeholders.  In our initial memo to stakeholders, the Agencies noted that:
In our report to the Committee, the Agencies need to identify current trends regarding decoupling and summarize what other states are doing regarding decoupling.  We invite stakeholders to share with the Agencies and the group any other documents that they think may be worthy of discussion by the group and/or useful to the Agencies in drafting the report to the Committee.
Several stakeholders submitted a variety of useful and informative documents to the Agencies that were, in turn, distributed to the full stakeholder group by memos dated September 5, 2007, September 12, 2007, and October 2, 2007.  Relevant documents were also exchanged during the September 14th stakeholder group meeting.  Some of these documents are discussed in this report and are included as attachments to the report.
C.
September 14th Meeting  

The Agencies agreed that the meeting should include an 
educational component.  To help satisfy this objective and to expand the scope of the discussion, the Agencies invited Rick Weston of RAP to attend the September 14th meeting and provide the group with a description of various decoupling mechanisms and a summary of decoupling activities in other jurisdictions.  
To help stakeholders prepare for the meeting, the Agencies 
emailed a draft agenda to stakeholders two days before the meeting.  To provide a status report to interested persons who were not able to attend the September 14th meeting, the Agencies emailed a summary of the meeting to all persons on the stakeholder group distribution list.  A copy of the September 14th meeting summary is included as Attachment A to this report.
D.
Report Drafting Process 


On October 22, 2007, the Commission emailed an outline of the draft report to stakeholders and invited comments.  We received comments from seven stakeholders and attempted to incorporate the suggestions into the draft report.

On November 21st, the Commission emailed the draft report to all

stakeholders and invited comments and suggested edits by December 10th.  In addition, the Commission invited stakeholders to submit specific comments and recommendations regarding the implementation of a decoupling mechanism in Maine and noted that we would attach a compilation of stakeholder comments/recommendations to the report.  We received comments/recommendations from three
 stakeholders and have included those comments/recommendations as Attachment B to this report.

E. Scope of the Report

During the September 14th meeting, the group briefly discussed the 
scope of this report.  Commission representatives noted there are a variety of regulatory mechanisms that are designed to promote energy efficiency.
  The group agreed that the primary focus of the report should be on revenue decoupling mechanisms.  However, there was some discussion during the September 14th meeting about fixed charge rate design as a way to eliminate a T&D utility’s incentive to promote sales.
  In post-meeting comments, Sharon Staz provided information to the Agencies about the Fox Island Electric Cooperative’s (FIEC) ongoing consideration of a fixed charge rate design.  While the Agencies consider a detailed discussion of fixed charge rate design beyond the scope of this report, we wanted to remind the Committee that there are a variety of alternative regulatory mechanisms that can be used to remove a utility’s incentive to promote sales and that FIEC is currently considering the merits of a fixed charge rate design.
F. Decoupling Mechanism Design Considerations
During the September 14th meeting, the Agencies noted that there 

is significant disagreement about the relative merits of revenue decoupling and that they were not attempting to reach consensus through the stakeholder process.  The Agencies did note that they would identify some decoupling mechanism design considerations in this report to highlight key issues for the Committee. These design considerations are included in section VII of this report.  

The Agencies further noted that they did not intend to include 

specific recommendations about the whether a decoupling mechanism should or should not be adopted in Maine.  They further noted that stakeholders would be invited to submit written recommendations regarding the implementation of revenue decoupling and that stakeholders’ written recommendations would be appended to the report for the Committee’s consideration.  As noted above, stakeholder recommendations are contained in Attachment B to this report.
III.
DESCRIPTION OF REVENUE DECOUPLING

Revenue decoupling is a form of utility
 ratemaking in which the corporate earnings of a utility are made independent of its level of sales.
  The purpose of this form of ratemaking is to remove the financial incentive that utilities have to discourage energy efficiency and conservation activities, and to promote electricity sales.
  This financial incentive is inherent in both traditional ratemaking and multi-year rate cap plans.
  Under such regulatory paradigms, a utility’s revenues (and therefore earnings) are linked directly to sales volumes.  Thus, any activity that lowers sales volumes, such as energy efficiency or conservation, will have a negative impact on the utility’s bottom line.  Conversely, any activity that increases sales will have a positive impact on the utility’s earnings.

Revenue decoupling works by severing the link between a utility’s sales and its earnings.  This is accomplished by pre-establishing a utility’s “allowed” revenues, which would typically occur in a traditional rate case proceeding.  These allowed revenues are periodically compared to the utility’s actual revenues and the difference is tracked for ratemaking purposes in a deferred account.  In the event actual revenues are greater than allowed revenues, the difference is returned to ratepayers through a rate reduction.  Conversely, if actual revenues are below allowed revenues, the difference is collected by the utility through a surcharge on rates.  By establishing a ratemaking process in which the revenue a utility ultimately obtains is independent of sales levels, the financial disincentive that exists under traditional and rate cap regulation to promote energy efficiency and conservation, as well as the incentive to promote increased consumption, is removed because profits are no longer a function of sales volume. 

Revenue decoupling does not, however, provide any positive incentive for utilities to promote or support energy efficiency or conservation programs.  The mechanism only makes a utility financially neutral to such activities.


The concept of revenue decoupling is not new.  It was developed in the late 1980s and early 1990s to address the utility financial incentive problem.  During this time, T&D utilities generally were required to take an expanded role with respect to designing and delivering energy efficiency and demand-side management programs.  Because of this expanded role, it became important to attempt to align the financial interests of utilities with their obligations to conduct efficiency programs.  Without a change in ratemaking approach, utilities would have the incentive to design programs that appeared to conserve electricity, but were actually ineffective in doing so.


Maine attempted to address the incentive problem in the early 1990s by adopting a revenue decoupling mechanism known as “ERAM per customer.”  As discussed in section V, below, Maine quickly abandoned its experiment with decoupling.  Other states also adopted decoupling mechanisms that were later discontinued.
  In section VI below, we note the recent renewed interest in revenue decoupling and the various states that have either adopted a decoupling mechanism or are considering the adoption of such a mechanism.
With the restructuring of the State’s electric industry, Maine greatly diminished the financial incentive problem by eliminating the utility obligation to conduct efficiency and conservation programs and placing that obligation first with the State Planning Office and later with the Commission.  As a result, Maine utilities no longer have an obligation to conduct programs whose success would be contrary to their financial interest.  Thus, the need to address the financial incentives of utilities through changes in the ratemaking structure is significantly less in Maine than in other states in which utilities are required to conduct efficiency programs. 

However, Maine’s utilities continue to have an incentive to promote sales and act in ways that can be viewed as contrary to State policies regarding energy efficiency and conservation.  This continuing financial incentive has lead to utility efforts to enhance sales (or reduce the erosion of sales) through such activities as use of bill inserts to encourage usage by promoting air conditioners, space heaters or increased lighting,
 opposing legislation that would increase efficiency spending through increases in electricity rates, and resisting the installation of on-site generation (generally on the grounds that purchases from the grid are more cost-effective).

IV.
ATTRIBUTES OF REVENUE DECOUPLING
All utility ratemaking paradigms have both positive and negative attributes.  The same is true for revenue decoupling.  Revenue decoupling mechanisms can be designed to effectively sever the link between utility sales and utility earnings.  However, the impact of revenue decoupling is not specific to revenue losses from efficiency or conservation activities.  Revenue decoupling results in utilities being financially neutral to the impact on sales levels (either sales decreases or increases) from any cause, most notably economic conditions and the weather.  Revenue decoupling would also reimburse a utility for revenue loses that result from price-induced conservation that does not result from any type of conservation program. Although decoupling does render a utility financially neutral to sales volume, it does not guarantee that the utility will earn its allowed return on equity.  Thus, a utility retains its financial incentive to minimize its costs under decoupling.
By severing the link between utility sales and earnings, revenue decoupling has the effect of eliminating a utility’s risks of revenue fluctuations deriving from economic cycles and weather variation.  Under a decoupling regime, a utility would automatically be kept financially neutral (through future ratepayer surcharges) if an economic downturn or an unexpectedly warm winter results in decreased revenues.  Conversely, ratepayers would automatically benefit (through ratepayer refunds) in the event there is higher than expected revenues from economic expansion or colder winter weather.  The elimination of a utility’s sales level risk that occurs with revenue decoupling should be offset to some degree by a lower cost of capital for the utility that could translate into some level of lower rates.    
The operation of the revenue accounting deferrals inherent in revenue decoupling results in periodic surcharges or refunds.  This tends to increase rate volatility and uncertainty relative to traditional or rate cap regulation.
  There are, however, adjustments that can be made to a revenue decoupling mechanism to reduce rate volatility.  For example, the allowed revenue under a revenue cap could be adjusted for weather or economic conditions.  The implementation of these types of adjustments, however, is complicated and may not work as intended. 
Revenue decoupling does remove the impact of sale levels on utility earnings, but may not result in the utility becoming entirely indifferent to the overall level of sales.  As a general matter, the loss of utility sales results in higher electricity rates regardless of whether there is a decoupling mechanism in place.
  Even if its earnings are unaffected, a utility should still have an interest in minimizing its overall rate levels.  Utility efforts to increase rates often result in customer acceptance issues and controversy that could entail expensive litigation.  Moreover, the more that rates increase, the greater the likelihood that additional customers would seek to leave the grid, resulting in upward pressure on rates.  Therefore, decoupling may not completely neutralize a utility’s efforts to maximize sales or avoid significant decreases in load.
In the event that a decoupling mechanism does completely neutralize a utility’s interest in sale levels as intended, there are a variety of implications outside the context of energy efficiency and conservation.  A utility that is completely neutral to sales would have less interest in promoting economic development within its service territory.
  Similarly, a utility would have little interest in offering a larger customer a special discount rate as an incentive to remain on the grid (as opposed to self-generation) or to otherwise act to ensure that customer decisions to leave the grid are based on sound economic analysis.  The result could be higher than necessary electricity rates and uneconomic decisions by individual customers to cease or reduce purchases through the electricity grid. 
For the reader who would like additional information about the attributes of revenue decoupling, we have attached several documents to this report.  Attachment C was published by the National Association of Regulatory Utility Commissions (NARUC) in September 2007 and titled Decoupling for Electric and Gas Utilities: Frequently Asked Questions (NARUC FAQ document), provides useful background information and includes a detailed bibliography of current resources on the subject.  Attachment D, which was adopted by the National Association of State Utility Consumer Advocates (NASUCA) in June 2007, is captioned NASUCA Energy Conservation and Decoupling Resolution.  Attachment E is A Response to the NASUCA “Decoupling” Resolution, which was published in August 2007 by 11 separately named organizations.  Attachment F is a PowerPoint presentation made by RAP in April 2007 and titled Energy Efficiency and Utility Profits: Aligning Incentives with Public Policy.  Attachment G, a document titled Revenue Decoupling, is a policy brief prepared by the Electricity Consumers Resource Council (ELCON) in January 2007.
V.
MAINE’S EXPERIENCE WITH REVENUE DECOUPLING

As mentioned above, Maine has experience with revenue decoupling that is generally considered a failure.  
In 1991, the Commission adopted, on a three-year trial basis, a revenue decoupling mechanism for CMP (referred to as “Electric Revenue Adjustment Mechanism” or “ERAM”).
  The “allowed” revenue was determined in a traditional rate case proceeding and adjusted annually based on changes in the utility’s number of customers (as a result the mechanism was also referred to as “ERAM per customer”).  Analyses before the Commission at the time indicated that changes in the number of customers were at least as good an indicator of CMP's costs as changes in sales levels.  CMP’s ERAM was not, however, a multi-year plan, so CMP was free to file a rate case at any time to adjust its “allowed” revenues.

 

CMP’s ERAM quickly became controversial.  Around the time of its adoption, Maine, as well as the rest of New England, was experiencing the start of a serious recession that resulted in lower sales levels.  The lower sales levels caused substantial revenue deferrals that CMP was ultimately entitled to recover.  CMP filed a rate case in October 1991 that would have increased rates at the time, and resulted in lower amounts of revenue deferrals.  However, the rate case was withdrawn by agreement of the parties to avoid immediate rate increases during bad economic times.

 

By the end of 1992, CMP’s ERAM deferral had reached $52 million.  The consensus was that only a very small portion of this amount was due to CMP’s conservation efforts and that the vast majority of the deferral resulted from the economic recession.  Thus, ERAM was increasingly viewed as a mechanism that was shielding CMP against the economic impact of the recession, rather than providing the intended energy efficiency and conservation incentive impact.  The situation was exacerbated by a change in the financial accounting rules that limited the amount of time that utilities could carry deferrals on their books.  

 

Maine’s experiment with revenue cap regulation came to an end on November 30, 1993 when ERAM was terminated by stipulation of the parties.
 

VI.
ACTIVITIES IN OTHER STATES

As discussed above, decoupling is not a new concept.  It was developed over 15 years ago and was implemented in Maine and in other states in the 1990s.  However, there has been a renewed interest in revenue decoupling in recent years.  In the last few years, several states have adopted decoupling mechanisms, including Maryland, Delaware, California, New York and Idaho.  Within New England, Connecticut,
 Massachusetts,
 and New Hampshire
 are at various stages of considering the adoption of a decoupling mechanism.

As the following map shows, 10 states have currently adopted a decoupling mechanism for at least one of their utilities.


[image: image1.emf]Center for Energy Studies

Note:  In Connecticut, the electric utilities do not have decoupling, but two natural gas LDCs have a partial decoupling mechanism in connection with their 

energy efficiency programs for low-income customers (a conservation adjustment mechanism).  Washington has utilities with decoupling, but rejected the 

most recent utility proposal (January 2007).  In Michigan, revenue decoupling was proposed by the Michigan Staff but opposed by the Michigan AG. The 

MPSC approved a stipulation that excluded revenue decoupling .  In Kansas, revenue decoupling was proposed by Aquila.  The parties involved agreed to 

a stipulation that excluded revenue decoupling while the Commission investigates it further in a general docket.
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In addition, Attachment H to this report contains a summary of decoupling activities in other states.  Attachment H includes excerpts from a document prepared by the American Council for an Energy-Efficient Economy (ACEEE) in October 2006 titled Aligning Utility Interests with Energy Efficiency Objectives: A Review of Recent Efforts at Decoupling and Performance Incentives.  Due to the length of the document, we have not included it in its entirety, but we have included a four-page table and a 15-page written summary of the regulatory mechanisms in other states intended to promote energy efficiency including decoupling mechanisms. 
 


A review of the states that have implemented decoupling or that are considering adoption of the mechanism shows that in almost all of these states, utilities have some responsibility to design and conduct energy efficiency and conservation programs.  This is in contrast to Maine in which utilities do not have such responsibilities and, as a result, the financial incentives are of less concern.   
VII.
DESIGN CONSIDERATIONS FOR A DECOUPLING MECHANISM
As noted above, the Agencies have not attempted to achieve consensus through this stakeholder group process and do not include in this report any specific recommendations
 about whether a decoupling mechanism should be adopted in Maine.  However, there are several basic design considerations for a decoupling mechanism that the Committee should keep in mind as it considers the relative merits of revenue decoupling.  These design considerations are summarized below.
In the event Maine pursues a decoupling mechanism, the Agencies believe that the mechanism should be designed in a way that maximizes its effectiveness and chances of success.  Maine has experience with decoupling that is generally considered a failure.  Any attempt to design a new decoupling mechanism should seek to avoid the pitfalls of Maine’s prior efforts.


A per-customer revenue decoupling mechanism is widely regarded as the best approach and is the approach currently used in most of the states that have implemented decoupling.  This is essentially the approach that Maine adopted in the early 1990s.  To improve the operation of the mechanism and enhance its prospects of success, several adjustments should be seriously considered.  These include adjustments for weather and economic trends designed to avoid substantial revenue deferrals based weather or economic fluctuations, rather than energy efficiency or conservation.  A weather adjustment is not likely to be difficult because such a mechanism is common in utility ratemaking (e.g. revenue forecasts).  However, an economic adjustment mechanism is uncommon and likely to be complex and extremely difficult to design. 

The Agencies believe that a decoupling mechanism should have an annual reconciliation process, but there should also be quarterly rate adjustments if the cumulative difference between actual and allowed revenues is outside a pre-determined percentage range.  This should help mitigate the possibility of large rate fluctuations as a consequence of the decoupling mechanism. 

The Agencies believe that the decoupling mechanism should only be applied to distribution rates.  This is because stranded costs are already reconciled to a large degree, transmission rates are set by FERC, and the energy portion of the rates are determined by the market.  There should also be a return on equity (ROE) adjustment to account for any reduced risk faced by the utilities as a result of the adoption of revenue decoupling.  The determination of any ROE adjustment is likely to be very complex and controversial.

Finally, the Agencies believe that the adoption of any decoupling mechanism should be accompanied by periodic reviews to determine, to the extent possible, if the mechanism is actually working to change the behavior of the applicable utilities.  

VIII.
RELATIONSHIP OF REVENUE DECOUPLING TO OTHER ISSUES CURRENTLY BEING CONSIDERED BY THE COMMITTEE

During the September 14th stakeholder group meeting, Representative Hinck asked how the issue of revenue decoupling in Maine would be affected by other issues that are currently being considered by the Committee such as T&D utility participation in the energy supply business.  Representative Hinck noted that the Commission is currently drafting a report on this latter topic and requested the Agencies to list other pending reports that cover topics which relate directly to revenue decoupling.  

The importance and desirability of revenue decoupling can be affected by significant changes in the regulatory structure that alter the role of T&D utilities in the State.  Thus, revenue decoupling should not be considered in a vacuum but in a larger context that includes possible changes to the overall regulatory paradigm.  There are several pending legislative reports that discuss the possibility of substantial changes to the current regulatory structure.  These include the Commission’s reports on the T&D utilities re-entering the energy supply business and alternatives to participation in the ISO-NE.  Other relevant reports include the OPA’s reports on the relationship of Efficiency Maine and the soon-to-be-created Carbon Trust and the impact that RGGI may have on Maine’s ratepayers.  

IX.
CONCLUSION   

As discussed above, decoupling, like all ratemaking approaches, has both positive and negative attributes.  In addition, the development of any new ratemaking approach comes with the possibility of serious unintended consequences (as occurred with Maine’s experiment with ERAM in the early 1990s).  Although we can learn from our mistakes, we can never predict all future scenarios and thus there will always be a risk that despite all the best intentions, ratepayers can be seriously harmed by the unforeseen impacts of alternative ratemaking approaches.


Accordingly, the Agencies believe that policy makers should carefully consider the problem that a new regulatory scheme is intended to address, and weigh the importance of addressing that problem with negative aspects and the prospects for unforeseen difficulties.  For example, as stated in MPUC 2004 Incentives Report (see pages 40 and 43), there was evidence at that time that utility promotion of usage through bill inserts had limited effect on electricity usage.  Moreover, serious consideration of potential benefits should occur before adopting a ratemaking approach that could substantially diminish the desire of utilities to minimize their rate levels.  This consideration should take into account that Maine’s utilities are no longer obligated to engage in energy efficiency activities thus reducing the need for and potential benefits of a decoupling regulatory structure.

Finally, the NARUC FAQ document notes that no major study has been undertaken that actually links decoupling directly to increased utility efficiency activities.  That document, which is included as Attachment C to this report, states that some efficiency advocates have anecdotally pointed to strong increases in efficiency activities for some utilities concurrent with the adoption of decoupling, while all New York utilities (between 1993-1997) increased efficiency spending regardless of whether they were operating under a decoupling mechanism. 
  
� The Agencies received comments on the draft report from RAP, the Natural Resources Council of Maine and Environment Northeast.


� We thank the stakeholders for their comments and have incorporated many of their suggestions in the text of the final report.   We have attached stakeholder comments in their entirety because (1) in early process discussions we indicated to stakeholders that we would do so and (2) we wanted to make sure the Committee had the opportunity to see the comments in their entirety.  We note, however, that some of the comments in Attachment B include references to page and paragraph numbers from an earlier draft of the report.  In some instances, this makes it difficult to compare the comments with the final report.


� Some of these mechanisms are discussed in the Commission’s February 1, 2004 report to the Committee titled Report on Utility Incentive Mechanisms for the Promotion of Energy Efficiency and System Reliability, Maine Public Utilities Commission (MPUC 2004 Incentives Report).  (See pages 27-36.)  The MPUC 2004 Incentives Report can be viewed on the Commission’s webpage at � HYPERLINK "http://www.maine.gov/mpuc/staying_informed/legislative/2004legislation/Eff-Rel%20Report-final.htm" ��http://www.maine.gov/mpuc/staying_informed/legislative/2004legislation/Eff-Rel%20Report-final.htm�.





� The more a utility’s costs are recovered through fixed charges (as opposed to usage sensitive charges) the less financial incentive the utility will have to promote sales or discourage energy efficiency.  See pages 32- 35 of the MPUC 2004 Incentives Report for a discussion of fixed charge rate design.  


� This report focuses on the application of decoupling mechanisms to T&D utility ratemaking.  The Agencies adopted this focus because the June 14th letters from the Committee Chairs indicated that the Committee’s concerns related specifically to the financial incentives of T&D utilities.  We note that much of the discussion regarding revenue decoupling applies with equal force to gas utilities as is reflected in several of the attached documents.


� This does not mean that decoupling “guarantees” a specified amount of earnings for the utility.  Under decoupling, only the level of revenues is predetermined.  The utility’s ultimate earnings will continue to be a function of the utilities managerial and operational performance.


 


� Decoupling would also remove a utility’s financial incentive to discourage on-site generation.


� Over the past 15 years, Maine’s T&D utilities have operated under both traditional regulation and multi-year rate cap plans.


� There are mechanisms that would create a positive incentive for a utility to engage in efficiency and conservation activities.  In effect, all such mechanisms involve ratepayer payments to utilities associated with efficiency programs that enhance their earnings.  Such mechanisms are beyond the scope of this report.


� The MPUC 2004 Incentives Report contains a table (page 38) that lists states that had adopted decoupling mechanism in the past, but were no longer operating under the mechanism.  At the time of that report, no state was utilizing a decoupling mechanism.    


� Although Central Maine Power Company (CMP) uses bill inserts in this manner, the inserts do promote the use of energy efficient appliances. 


 


� The level of volatility would be less in a restructured environment in which only distribution revenue would be subject to refund or surcharge compared to utilities that have fixed cost generation assets.  


� To the extent that lower utility sales result from cost-effective energy efficiency, price increases will be offset by bill decreases.





� If a “per-customer” decoupling mechanism is in place (see section VII, below), a utility would have the financial incentive to encourage new business to enter the State, but would not have the incentive to encourage increased production.   


� Investigation of Chapter 382 Filing of Central Maine Power Company, Order, Docket No. 90-085 (May 7, 1991). 


 


� Proposed Increase in Rates, Order Granting Motion to Withdraw Proceeding, Docket No. 91-174 (Jan. 10, 1992).  


� Consideration of Issues Concerning ERAM-Per-Customer for Central Maine Power Company, Order Approving Stipulation, Docket No. 90-085-A (February 5, 1993).  After the termination of ERAM, the Commission’s efforts regarding incentive regulation moved to the development of rate cap regulation. 


 


� The Connecticut Legislature enacted a law in 2007 requiring decoupling, P.L. 07-242, and the mechanism is being considered in a Connecticut Light and Power rate proceeding, Application of the Connecticut Light and Power to Amend its Rate Schedules, Docket No. 07-07-01.  In that proceeding, the utility has proposed a revenue per customer approach with an annual true-up of weather normalized revenues. 


� The Massachusetts Department of Public Utilities initiated a proceeding in June 2007 to consider decoupling, Investigation by the Department of Public Utilities on its own Motion into Rate Structures that will Promote Efficient Deployment of Demand Resources, DPU 07-50 (June 22, 2007).  The Department presented a proposal to adjust revenue based on the number of customers served through an annual reconciliation of allowed revenues and actual revenues. 


� The New Hampshire Commission has opened a proceeding to consider revenue decoupling.  Investigation into Energy Efficiency Rate Mechanisms, DE 07-064 (May 14, 2007). 


� The map was prepared in 2007 by the Louisiana State University Center for Energy Studies. 





� The Agencies did invite stakeholders to submit written recommendations regarding the implementation of decoupling mechanisms and the recommendations we received are appended to this report in Attachment B.


� Decoupling for Electric and Gas Utilities Frequently Asked Questions (FAQ), NARUC (page 4) (Sept. 2007). 
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