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Appendix A

AVISTA CORP.

RESPONSE TO REQUEST FOR INFORMATION
JURISDICTION: WASHINGTON DATE PREPARED: 10/05/2009
CASE NO: UE-090134 & UG-090135 WITNESS: N/A
REQUESTER: Bench RESPONDER: Elizabeth Andrews
TYPE: Data Request DEPT: State & Federal Regulation
REQUEST NO.: Bench-3 TELEPHONE: (509) 495-8601

EMAIL: liz.andrews@avistacorp.com

REQUEST:

The Joint Testimony in Support of the Partial Settlement Stipulation indicates that the settling parties
agreed to certain revenue requirement adjustments: $36,876,000 in the electric case and $1,234,000 in the
natural gas case.'! Further, the Partial Settlement Stipulation also updates Avista’s post-settlement
revenue requirement for its electric case ($38.61 million) and gas case ($3.14 million) and notes that non-
company parties “continue to recommend a lower revenue requirement, based on the remaining contested
issues.” In the Joint Testimony, the non-company parties recommend revenue requirements of “no more
than $32,886,000 for electric and $3,685,000 [for gas] based on the agreed adjustments, as well as further
reductions based on remaining contested issues.” ‘

Bench Request No. 3: Please explain whether the figures contained in the Partial Settlement Stipulation
and Joint Testimony in Support of the Partial Settlement Stipulation (cited above) give effect to the same
agreed adjustments. Further, please explain:

a) the difference in the electric case between Avista’s $38.61 million request and the non-party
$32.9 million ceiling for the post-Settlement revenue requirement.

b) the difference in the natural gas case between Avista’s $3.14 million request and the non-party
$3.7 million ceiling for the post-Settlement revenue requirement.

RESPONSE:

Electric Service

In the Stipulation, all settling parties agreed to electric adjustments of $36.876 million. (See Page 1 of
Attachment A for detail of adjustments) After giving effect to these adjustments, the revenue
requirement based upon the Stipulation’s agreed upon adjustments is $32.886 million, before recognizing
other contested adjustments, as explained below.

Page 1 of the attached exhib-it provides detail of Avista’s contested adjustments that total $5.719 million.
After giving effect to these adjustments, Avista’s revised revenue requirement is $38.605 million.

One of the Company’s contested adjustments is the Production Property Adjustment (PPA). The PPA is
impacted by all pro forma production and transmission revenue, eXpense and rate base adjustments
ultimately included in each of the parties individual revenue requirements. It acts as an offsetting
adjustment (opposite of the direct production and transmission related adjustments) and therefore will
change based upon the Commission’s ultimate decision on those pro forma adjustments. The impact of

! Exh. JT-1T, Joint Testimony in Support of Partial Settlement Stipulation, at 8:19-21.
2 partial Settlement Stipulation, page 3. See also, Exh. JT-1T, 2t 2:3-6 and 8:17-9: 4,
3 Exh. JT-1T, at 2:6-8; see also Exh. JT-1T, at 9:4-6.
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Appendix A

the PPA in the Company’s original filing reduced the Company's revenue requirement by $12.1 million.
Since the net power supply. costs were decreased $27.5 million within the Stipulation, as shown in the
attachment, mainly due to reduced natural gas prices and a reduction in the expected pro forma loads, the
revised reduction to the revenue requirement is $4.1 million, as proposed by Avista. This results in a net
change (increase) to the revenue requirement for the PPA of §7.992 million, as shown in the attachment.
The PPA offset to the $27.5 million decrease in power supply expenses was not included in the
Stipulation, because there was not agreement in the exact amount of the PPA offset.

Natural Gas Service

In the Stipulation, all settling parties agreed to natural gas adjustments of $1.233 million. (See Page 2 of
Attachment A for detail of adjustments) After giving effect to these adjustments, the revenue
requirement based upon the Stipulation’s agreed upon adjustments is $3.685 million, before recognizing
other contested adjustments, as explained below.

Page 2 of the attached exhibit provides detail of Avista’s contested adjustments that total (80.541) million
for natural gas. After giving effect to these adjustments, Avista’s revised revenue requirement is $3.144
million.

Page 2 of 2

Page 2 of 4



Avista Utilities

Bench RequesthRPgNdix A

Pocket Nos. UE-030134, UG-090135, and UG-060518

Electric

Revenue Requirement As Filed by Avista
Agreed Upon Adjustments:
Cost of Capital
{1) Return On Equity = 10.2% Cost-of Debt =86.57%
{2) Common Equity = 46.5%
Power Supply
(3) Power Supply Adj - Updated Gas Prices & Contracts
(4) Power Supply Adj - Filtering Adjustment
(5) Power Supply Adj - Retail Load Adjustment
(8) Power Supply Adj - Colstrip Availability (No Adjustment to Original Filing)
(7) Power Supply Adj - WNP-3 (No Adjustment to Original Filing}
(8) Adjust Kettle Falls Fuel Volume
Total Power Supply Adjustments
{9) Pro Forma Q&M Generation
Total Agreed Upon Adjustments

Revenue Requirement Based Upon the Stipulations® Agreed Upon Adjustments

Avista's Litigation Position on Contested Adjustments:
Lancaster Prudence
Labor
Capital Additions
CDA Tribe Settlement
Asset Management
Information Services
Colstrip - Mercury Emission
Incentives
Pension Expense
Insurance
Director & Officers Insurance
Board of Directors Fees
Board Meeting Expenses
Property Taxes
Customer Deposits
Injuries & Damages
Spokane River Relicensing
Dues (Edison Electric Institute)
Restate Debt Interest "
Production Property Adjustment

Avista's Contested Adjustments

Avista's Litigation Position including Contested and Agreed Upon Adjustments®

Attachment A
At Setlement  Rebuttal
$000s
$ 69,762 $ 69,762
(6,152)  (6,162)
(815) (815)
(18,100)
(728)
(9,081)
0
0
383
(27,537) (27,537)
{2,372) (2,372)
(36,876)

. (36,876)

32,886

0 0
(254) (678)
0 0

0 0

0 0
0 (717)
(978) (978)
0 0

551 551
(68} (68)

0 0

0 0

0 ]
(1,306) {1,308)
0 0

0 0
194 194
42 42
(454) (454)
7,992 8,003
5,719 4,589

36,605 $: 3TATS

(M The Restate Debt Interest and Production Property Adjustments will change if there are further adjustments to

rate base and/or certain expenses from those proposed by Avista.

{2 The Company has since revised its litigation position as shown in the rebuftal testimony filed on September 11,
2009 to $37.475 million. (See Table 1, Page 3 in Andrews Exhibit No. __(EMA-4T) and Page 1 of Exhibit No.

__(EMA-5).)
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Bench RequesfYRPENdiX A
Altachment A

Avista Utilities
Docket Nos. UE-090134, UG-090135, and UG-060518

Natural Gas
At Settlement Rebuttal
$000s
Revenue Requirement As Filed by Avista $ 4918 § 4918
Agreed Upon Adjustments:
Cost of Capital )
(1) Return On Equity = 10.2% Cost of Debt = 6.57% (1,088) {1,088}

(2) Common Equity = 46.5% (145} (145)
Total Agreed Upon Adjustments : ; ,233);

Revenue Requirement Based Upon the Stipulations' Agreed Upon Adjustments

Avista's Litigation Position on Contested Adjustments:

Labor n {184}
Capital Additions ¢ 0
Asset Management o 0
Informaticn Services 0 {182)
Incentives 0 0
Peansion Expense 146 146
Insurance (19) (19}
Director & Officers Insurance 0 0
Board of Direclors Fees 0 0
Board Meeting Expenses 0 0
Property Taxes (471) (471)
Customer Deposits 0 0
Injuries & Damages 0 0

Restate Debt Interest
Duas (American Gas Association)
Avista's Contested Adjustments

Avista's Litigation Position Including Contested and Agreed Upon Adjusiments> $ s

{1} The Restate Debit Interest Adjustment will change if there are adjustments to rate base from those: proposed by Avista,

{2 The Company has since revised its liligation position as shown in the rebuttal testimony filed on September 11, 2008 to
$2.849 million. (See Table 2, Page 4 in Andrews Exhibit No. __(EMA-4T) and Page 2 of Exhibit No._ (EMA-5).}

Page20of 2
Page 4 of 4



APPENDIX B



Z Jo | ebed

q ¥Ipusddy

‘sesuadxa UIBNSD JO/PUE 8Seq ajel 0} 5jUallishipe sayuny ale aiay j sbueyd |im siusuisnipe Auadolg uononpold pue g9 aiesay {¥)

EDGIEENT)

[ENngsY paYdenoy [BSUNOS JqNY PUE JUSIDINOS J0j PISIAD] SBM LUJIUM 'Z "ON ISSnbay yauag o} asuodsal ul papinoid (G-IH) G-g "ON Nqiyxg 998 (g)

"SUOIOBLI0)) [ENNGey Poldasoy JIEIg PUE JUBLIB|TISS JO) Pas|Aal SEM LUDIUM ¢ ON Jsanbay yousg 0} asucdsa: u papinoid (z-31daQ) -8 ONiqiux 998 (2)

6002 ¥ Joquis)idss lo pajy 'saped |[e Aq o1 paaibe Juawemag |elUed 985 (1)

{slejjoq 1o S000) oskeg 21ey pue juawalinbay anuaaay

IR LDIAT3

£7Ci¥6  § | 1Z6E $ |oza'es  $ | vOzZ've § | sseEio’l $ | siv'is $ juswaiinbay enusasy paysnipy
] e ] [G3)] 0 (¥s¥) (¥} 1980 sje1sey
] (zge'zL) o 0 0 0 2IUAPNI JeISeouE
(618°9L) {9za'z) 0 0 0 0 JuBluames 54Ul ¥ao
0 1] 0 0 (G62) ¥6} |emoe o} JSnipe - Bulsuastay JoAly aueyods
238 1979 orL'L 9550 v25'0 £00°9 (v} [py Abadolg vopanpold
() {15801} (cz6elL} 028's) 0 0 suolppy [elde) eunod old
0 0 0 0 0 [14 S80IAI9S U8aM)E] 8je)sal - (133) seng
(Z01) (p1) 0 0 0 0 SeBEWEQ % SeUnly]
(£2v'T) (31E) (civ°2) (g} 0 [} sysadaq JBWeisny
0 0151} 0 {20g')) 0 {(20g'L) sesuadxa 3)epdp - saxe] Ausdoig
0 [(Z4) 0 {¥z} 0 ] sasuadxe Bupiesy pJeog Jojpeia
[ (582) 0 0 0 0 saa4 sIopang
0 (92} 0 (98] 0 0 SoURINSU] SI800 ¢ SI0WaNg
1] CB)] 0 (g9} 0 {39) [BM2Je 0] 15NIPE - 8oUBJNSy] BULIGS 01d
0 (vve} 0 (+¥6) 0 (826) asuadxa ejepdm - uoissiwg Anolsly dujs|od ewliog old
0 {1eg’l) 0 (1e8'1) 0 (£12) S89]AI9G UONBULOIU] BULIO] 01d
0 {geo's) 0 (2z0°c) 0 0 JualiabEUEY J855Y EWI0 Old
0 LS5 0 LSS 0 LGS sasuadxa siepdn - UOISUS BULIOA OId
0 {cas) 0 (z6g) 0 0 SoAUSoU] BUN0g O1g
0 (z61) 0 - |(sg) 0 (1) 0L0Z - 99%3 - J0qE| BuLG] od
0 (5g) 0 {sg) [i} {s2) [EN13E 0] 15NIPE B0 - D9%4 - JO4E| B0 0ig
0 {z0g't) 0 {90g"1) ] (60¥) 0L0Z - 99%3-UON - 10gE| BLLIOS bid
0 (612) 0 0 ] (612} jenjoe o} Isnipe 6o0g - 28X3-UCN - Joqe] B0 cld

=0} pasuby JON sjusawisnipy Bujureay

(z.€2) 0 {222 0 (z/£72) UojjeIaUan W0 EW.o old

0 (i£5'28) 0 {IE£5°12) 0 {ie5'22) sjuswisnpy Alddng 1amod 18N
0 (518) [ (518) 0 (518} %5 9p = AYnb3 uolwoy
0 {Z519¥ )] {2519) 0 {zg1'9) %459 =1920401500 %Z0L =304

[ende?d jo 1500

(1) :syuswysnfpy uodn paaiby

9:0°2001 $ | 292°69 $|9:0°200'L $|294'69 $ | 9z0°200't $ | 29269 $ BISIAY Aq pajid sy Juswaiinbay anusasy

aseq ajey juswannbay aseq ajey juswennbay aseq a)ey uosod
anuaAsy ANUIANDY [enngasy
0} syusuysnipy 0} spusunsnipy
{€) 1@sunop afiangd (2) yeis BE

215090-20 PUE 'SELOS0-ON ‘FELO60-3N "SON 19y30(




Z 10 Z 9bed

q XIpuaddy

-aseq sjel 0} syuswsnipe Jayung ale a1y} 41 abueys |[m Juawnsnipe 1gaq ayelsay (F)

*SUOND8II0T) [eRnday

pa1da0oy [85UN07 |G PUB JUSWES 10} POSIADI SEM UDIUM 'Z "ON 1senbay ysuag 03 ssucdsas ul papiaosd {9-TH) 6-9 "ON NaIyx3 998 (£)

"SUON08.LI0Ty

[EnNgey paldsnoy Uels pue JusLUS|aS 40} PISIAL SBm YIum ‘Z "o 1senbay youag 0} asucdsss ul papiacid {€-3dd) #-a “ON Naix3 995 (g)

600z ¥ Jequiajdag Uo pe|y ‘seided e £Aq o} posibe Juawenes [elued 995 (1)

(s1ejjoQ J0 S000)

aseg ajey puk Juewalinbay anuaaay

SVO TIVHNLYN

526’601 ¢ | 698 g |zes'69L $| €19 $ | soz'alL $ | 6YB'C $ juswalinbay enusaay peisnipy
0 LLL 0 L 0 {09) {r}398Q =elsey
{geg’s) (Lor'L) (eze's) (zs¥'1) 0 0 SUONIPRY [elide) eulog oid
0 ez} 0 0 0 {o9) sasuadxa ajejsal - (Yovy|133) sang
{18) [E)] 0 0 0 0 sabeweq g seunlu
{gce’l) (981) (cce'l) {61) 0 0 sjsodaq Jawojsny
0 0 0 (L1v) 0 (L) Sosuadxe ayepdp - sexe Aledolg
0 {9) 0 {0 0 0 585UadXo Bunoay plecg 10pang
0 {+9) ] 0 0 0 S804 slopeng
0 Fhl) 0 {cot) 0 0 S0UBINSU| SIS0 ' SI00alg
0 {6l) 0 {61) 0 {61} [EN}OE O} Jsn[pe - SoUEINSU| BUWLIOS Old
0 {69r) 0 {69r) 0 {z81) S20IAIaS UGB} BLIICS Old
0 {z8) 0 {z6) 0 0 JUowsbeuey 1988y B0 01d
0 143 0 arl 0 9yl sasuadxa ayepdn - UoIsuad ewliod oid
0 {raL) 0 ¥9l) 0 0 SOARUSDU| BLUIO] Oid
0 (15) 0 ¥1) 0 {¥) 010Z -~ 99X - JOge| Bli0H Oid
0 e} 0 {£1) 0 ey fenjoe o} 1snipe GO0Z - 29X3 - Joge| B0 Old
0 {rve) 0 (zve) 0 {(801) 0102 - 98X3-UON - Joge| eULIO O0ld
0 {6S) 0 0 0 {69) [enjoe o} }snlpe GO0Z - 98X3-UON - Joge| Lo old

10} paaiby JoN suawsnipy Bulujeway
0 (s¥l) 0 (s¥l) 0 (Gvl) %5 0p = Ainb3 uowwo)
0 (830°L) 0 {880't) 0 {830°L) %169 =192(0 401800 %Z'0L =304

[ended 3o 3509

(1} :syusuysnfpy uodpn posiby

€oz'8ll $ | 8167 $|eoz'sll $ 816V $|eoz'esl $ | 8L6'F 3 e)siay Aq paji4 sy juswalinbay anuaasy

aseg ajey | juswaiinbay |eseg aiey | juswalinbay |oseg ajey uonisod
anuaAsy anuaAay ’ [epngay
o} syuaunsnipy o3 sjusunsnipy
(g) 1esuno) algngd (2) 4ers EISIAY

815090-9n Pue ‘SELO60-DN 'YEL060-3N "SON I8y20Qq

SoRILN EISlAY




APPENDIX C



Appendix C

“* Regulatory Research Associates

, REGULATORY |

RRA SPECIAL REPORT May 21, 2009
DECOUPLING MECHANISMS/
STRAIGHT-FIXED-VARIABLE RATE DESIGN

~ A State-By-State Overview ~

"Green" is the huzzword of the day. We now have green programs, green products, and even
green corporations. A large part of the "go-green” movement is energy conservation, something
that has troubling consequences for utility revenues and earnings. Generally accepted rate-setting
practices create an inherent financial disincentive for utilities to participate in conservation
programs, given that a successful energy usage reduction program would have a direct negative
impact on utility revenues, and may require the utility to file a new general rate case in an attempt
to recoup the related reduction in earnings. As environmental concerns have intensified, many
states have adopted compulsory energy conservation standards; consequently, the need to mitigate
the possible negative impacts of these programs has accelerated. Decoupling mechanisms and,
alternatively, the use of straight fixed variable rate designs, are now being used in certain
jurisdictions to ameliorate these disincentives, so that utilities may invest in the mandated
conservation programs without the associated potential negative effect on earnings.

Additionally, we note that the issue of decoupling is addressed in the federal stimulus bill
that became law in February 2009. The stimulus bill provides roughly $3 billion in state energy
grants, and the Department of Energy has the authority to allocate these funds to the states, so
long as the governor has been assured that the PUC in that state will implement regulatory policy
that aligns utility financia} incentives with the successful implementation of energy efficiency
measures.

Decoupling Defined

Utility rates, and we'll use gas utilities as the example, are generally comprised of two
distinct buckets: (1) the commodity, or natural gas, rate bucket; and, (2) the distribution rate
bucket. In order to understand the need for a decoupling mechanism, we need to review what
happens to a utility's revenues when a customer "goes green” and cuts back on energy
consumption.

Commodity charges are inherently usage sensitive, meaning that a customer will pay for the
amount of gas consumed, no more and no less, and the utility does not earn a return or collect any
margin on the commodity portion of the bill. Therefore, the utility's commodity revenues and costs
will vary in tandem, .and variations in customer usage will not impact the utility's bottom line. The
distribution bucket, on the other hand, is comprised generally of both a monthly fixed charge and a
volumetric (per Bcf) charge; however, generally speaking, the actual costs associated with
distribution service are predominantly fixed, meaning that the utility's distribution costs may not
vary as customers' consumption patterns change.

For most of companies, the customer's monthly bill contains a relatively small fixed monthly
charge, and most of the bill is derived from a volumetric charge on the amount of gas consumed
during the month by each customer. Consequently, not all fixed costs are recovered through the
fixed charge; a portion is recovered through the volumetric charge. Therefore, the problem for
utilities with respect to a successful conservation program is that, as customers consume less
natural gas, they avoid the utilities' volumetric charges, which include variable costs, but also some
fixed costs. So, under this scenario, while the customer's bill is going down, the utility's cost of
providing service is not falling to the same extent, and the utility fails to recover all of its costs.

30 Montgomery Street, Jersey City, NJ 07302 » Phone 201.433.5607 « Fax 201.433.6138 » rra@snl.com
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RRA-REGULATORY FOCUS -2- May 21, 2009

The utility's dilemma can be ameliorated in two ways: (1) employing a decoupling
mechanism; or, (2) implementing a straight fixed variable (SFV) rate design. A decoupling
mechanism essentially allows the utility to defer fixed distribution costs that the utility fails to
recoup through its volumetric charges due to customers' participation in conservation programs.
The utility is then allowed to recover the deferrals associated with the unrecovered fixed costs
through a surcharge mechanism over a period of time, generally with carrying charges on the
deferred amounts. The pitfall of decoupling is that even though customers consume less natural
gas, they may experience a decoupling-related, after-the-fact surcharge (not what customers
expect after making a concerted effort to reduce usage). On the other hand, if the conservation
programs are unsuccessful, and there is greater-than-expected gas consumption, the company
would defer any related over-recovery and the customers would experience a rate credit.

Straight Fixed Variable Rate Design

An alternative to decoupling is "SFV" rate design. With SFV, a company's fixed costs are fully
collected through the customers' fixed monthly charge. Therefore, no matter how successful a
company's conservation program is, the utility's fixed costs will always be recovered. The only
volumetric charge would be the commodity charge. Therefore, by cutting back gas consumption, the
customer would save only on the commodity portion of the monthly bill. And, since these costs are
also avoidable by the utility, earnings would not suffer. In addition, from a public policy standpoint,
SFV establishes a direct cause-and-effect relationship between usage and customer bill levels, and
is easier to administer than a decoupling mechanism. However, a flash cut to an SFV rate design is
difficult to accomplish because, as in our example, residential distribution customer rate designs
tend to include relatively low fixed charges, and shifting to a fully fixed rate would likely result in
rate increases for the residential customers who are among the smallest gas consumers in this
customer class.

State-by-State Summary

As indicated in the table on page two and in the text that follows, electric rate decoupling is
in use in six states nationwide (CA, CT, ID, MD, NY, OR), while decoupling in the gas industry is in
use in 15 states (AR, CA, CO, CT, IL, IN, KY, MD, NJ, NY, NC, OR, UT, VA, WA). SFV rate design is in
use for at least one gas company in each of these four states (GA, MO, ND, OH).

Alabama--None

Arizona--In UniSource Energy subsidiary UNS Gas’ Nov. 6, 2007 rate decision, the Arizona Corporation
Commission denied the company’s request to establish a revenue decoupling mechanism, indicating that it was
unsupported by the record.

Arkansas--In the context of rate cases decided in 2007, the Arkansas PSC adopted settlements that provided
for Arkansas Western Gas (AWG), Arkansas Oklahoma Gas, and CenterPoint Energy Resources (CER) to
implement trial billing determinant rate adjustment (BDA) riders, i.e., decoupling mechanisms, to mitigate the
impact of reduced customer gas usage associated with conservation programs on the companies’ revenues.
AWG is a subsidiary of SourceGas, and CER is a subsidiary of CenterPoint Energy.

California--The state's electric and gas utilities operate under revenue adjustment mechanisms that modify
rates annually to reflect changes in KWh sales and throughput from levels utilized to establish the revenue
requirement.

Colorado--In July 2007, the Colorado PUC approved a residential revenue decoupling mechanism, under which
Xcel Energy subsidiary Public Service Company of Colorado is to absorb the lost revenue associated with the
first 1.3% reduction in gas sales each year. The mechanism is to be in effect on a pilot basis from Oct. 1, 2008
through Sept. 30, 2011,

Connecticut--House Bill 7432, enacted in June 2007, allows the Connecticut Department of Public Utility
Control (DPUC) to implement a mechanism designed to decouple electric and gas distribution revenues from
sales volumes. Such decoupling may be accomplished through: a mechanism that adjusts actual distribution
revenues to reflect allowed revenues; a sales adjustment clause; or, rate design changes that increase the

Page 2 0of 8
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RRA-REGULATORY FOCUS _-3- May 21, 2009
Use of decoupling mechanisms/straight-fixed variable rate design at the state level (as of May 2009)
Electric Utilities Gas Utilities Electric Utilities Gas Utilities
Decoupling ____ SFV Decoupli SFV State Decoupling SFV___ Decoupling  SFV

Source: Regulatory Research Associates, Inc./SNL Energy

amount of revenue recovered through fixed distribution charges. The law specifies that the DPUC must consider
the impact of decoupling on the gas or electric distribution company’s equity return and make necessary
adjustments thereto.

On Aug. 10, 2007, the DPUC denied a request by UIL Corporation subsidiary United Illuminating to open a
generic proceeding to implement electric and gas decoupling, stating that the legislative intent of the decoupling
measure was to adopt mechanisms that were company-specific. In Northeast Utilities' subsidiary Connecticut
Light & Power's (CL&P's) rate case decided in early 2008, the DPUC rejected the company's request to implement
a decoupling mechanism. Alternatively, the DPUC directed CL&P to submit a proposal in its next rate proceeding -
to implement a "sliding residential customer charge structure that would reduce the amount of distribution
revenue that is recovered through energy related charges." In February 2009, the DPUC approved a decoupling
mechanism for United Illuminating on a two-year pilot basis. We note that in pending gas distribution rate cases
Southern Connecticut Gas and Connecticut Natural Gas are requesting approval of decoupling mechanisms.

Delaware--On Sept. 16, 2008, in a proceeding in which the Delaware PSC was considering Delmarva Power &
Light’s Energy Blueprint for the Future and generic policies concerning the implementation of revenue
‘decoupling mechanisms for electric and gas utilities, the PSC determined that implementation of surcharge
mechanisms to reflect the costs/benefits of energy efficiency programs, including the associated revenue
impact of the programs (i.e. decoupling mechanisms) "are not the preferred approach, but that the
Commission will not preclude the potential use of surcharges in the future under appropriate conditions."

Addittonally, the PSC opined that adoption of a "modified" fixed variable rate design in the context of rate
praoceedings would be a viable alternative for addressing the revenue impacts of energy efficiency/conservation
measures, and indicated that implementation of such rate designs may also be considered in the context of
non-base-rate proceedings.

District of Columbia--In the context of an electric distribution rate case decided on Jan. 30, 2008, Pepco
Holdings subsidiary Potomac Electric Power proposed to implement a bill stabilization adjustment (BSA)

Page 30of 8
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mechanism (decoupling) that would be applied quarterly in order to mitigate the volatility of revenues and
customer bills caused by abnormal weather and customer participation in energy efficiency programs. The
District of Columbia PSC deferred consideration of the BSA to a Phase 2 proceeding, which is pending.

Florida--On June 25, 2008, H.B., 7135, which impacts several aspects of the state’s energy industry, was
enacted. The legislation affects commissioner selection, construction work in progress, revenue decoupling,
conservation, renewable energy, and emissions. The law directed the Florida PSC to analyze revenue
decoupling and provide a report and recommendations to the governor and Legislature by Jan. 1, 2009.

Georgia--Since 1998, AGL Resources subsidiary Atlanta Gas Light (AGL) has had in place a modified straight-
fixed-variable rate design that enables the company to recover non-gas costs throughout the year consistent
with the incurrence of these costs, thus minimizing the need for a decoupling mechanism. Initially, AGL
instituted a level monthly charge per customer for gas distribution services. The Georgia PSC subsequently
replaced this level monthly charge with a sculpted rate that reduced the amount collected during summer
months and increased the charge in the winter.

Hawaii--On Oct. 28, 2008, the Hawaii PUC opened a proceeding to examine the issue of decoupling sales from
revenues for Hawaitan Electric Industries subsidiaries Hawaiian Electric Company (HECO), Hawaii Electric Light
Company (HELCO), and Maui Electric Company (MECO). Testimony is expected to be filed in May 2009, and a
PUC decision is expected in fall 2009. HECO, HELCO, and MECO are expected to file rate cases in 2009 in which
decoupling will be requested. ’

Idaho--In March 2007, the Idaho PUC approved, on a pilot basis, IdaCorp Inc. subsidiary Idaho Power's (IP's)
request to implement a decoupling mechanism, referred to as a Fixed Cost Adjustment. The mechanism is
designed to adjust IP's rates to recover fixed costs independent of the volume of energy costs. Initially, the
pilot program is to be applicable to residential and small customers only. The pilot program began on Jan. 1,
2007, and runs through 2009, with the first adjustment occurring on June 1, 2008, and subsequent
adjustments occurring on June 1 of each year.

Illingis--In the context of rate cases decided in February 2008 for Integrys Energy Group subsidiaries Peoples
Gas Light & Coke and North Shore Gas, the Illinois Commerce Commission (ICC) approved a four-year pilot
program for a volume balancing adjustment rider to decouple the companies' delivery revenues from sales in
order to eliminate the impact on margins of variations in weather, customer participation in conservation
programs, and other factors.

In rate cases decided on Sept. 25, 2008, Ameren subsidiaries Central Illinois Light, Central Ilfinois Public
Service, and Illinois Power, had sought ICC approval of revenue decoupling mechanisms. The ICC declined to
adopt the proposals programs pending the outcome of the above-noted pilot programs. In lieu of approving a
revenue decoupling mechanism, the ICC authorized the companies to recover a greater portion of their overall
revenue requirements through fixed monthly customer charges rather than variable charges. On March 25,
2009, the ICC approved similar rate design treatment for NICOR subsidiary Northern Iltincis Gas.

Indiana--Vectren subsidiaries Indiana Gas and Southern Indiana Gas & Electric utilize energy efficiency riders
(EERSs) to recover the costs associated with their gas energy efficiency programs. The EERs are comprised of:
an energy efficiency funding component, which provides for recovery of the costs to fund these programs, and,
a sales reconciliation component to provide an opportunity to recoup revenues lost as a result of these
programs. NiSource subsidiary Northern Indiana Public Service also utilizes a gas EER.

Iowa--None

Kansas--On Nov. 14, 2008, the Kansas Corporation Commission {KCC) issued an order in a proceeding in
which it had been considering cost recovery mechanisms and incentives that could be applied to electric and
gas energy efficiency programs. As part of its order, the KCC noted that it will consider decoupling proposals on
a case-by-case basis, although decoupling mechanisms must have an annual cap to provide a "safety
mechanism."

In March 2008, the KCC adopted settlements in proceedings cencerning the now-completed acquisition of
Aquila by Great Plains Energy and Aquila’s Kansas gas utility by Black Hills Corporation. The Aquila/Black Hills
settlement, among other things, provides for Black Hills to be permitted to implement certain rate changes,
specifically those that pertain to a decoupling mechanism/energy efficiency program, should those mechanisms
ultimately be approved.
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Kentucky--On July 18, 2008, the Kenfucky PSC authorized Delta Natural Gas to implement a customer
conservation efficiency program (CEP), and an associated demand-side management cost recovery mechanism
{essentially a decoupling mechanism) that includes CEP "cost recovery," CEP "revenue from lost sales,” and
CEP incentive mechanisms.

In the context of its pending rate proceeding, Columbrfa Gas of Kentucky (CGK} proposes to phase in, over a
two-year period, an SFV rate design. CGK is a subsidiary of Columbia Energy Group, which is a subsidiary of
NiSource.

Louisiana--None
Maine--None

Maryland--In the context of July 19, 2007 electric rate decisions for Pepco Holdings subsidiaries Potomac
Electric Power and Delmarva Power & Light, the Maryland PSC approved a monthly bill stabilization adjustment
mechanism (BSA) that is designed to mitigate the volatility of customer bills during colder- and-warmer-than-
normal weather conditions, and the impact of energy efficiency programs. A BSA mechanism was implemented
for Constellation Energy subsidiary Baltimore Gas & Electric's (BGE's) electric operations in 2008, and has been
in place for BGE's gas operations for several years.

Massachusetts--On July 16, 2008, the Massachusetts Department of Public. Utilities {DPU) ordered all electric
and gas utilities to implement fully decoupled rates on a going-forward basis as part of each company's next
base rate proceeding. The DPU expects all companies to have operational decoupling plans in place by year-
end 2012. Decoupling reconciliation filings are to be made on an annual basis, with additional filings toc be
required if the company exceeds a threshold of 10% above or below target revenues, During the transition
(2009 through 2012) to the implementation of fully decoupled rates, electric distribution utilities will be
permitted to recover lost base revenues (LBR) resulting from the implementation of their three-year energy
efficiency plans. Gas distribution companies are currently altowed recovery of energy-efficiency-related LBR
through their local distribution adjustment clauses.

In accordance with the DPU's July 2008 order, each energy utility was required to notify the DPU of when it
intends to file a rate case to implement decoupling. The following submissions were made: Massachusetts
Electric intends to file a rate case to implement revenue decoupling during the second guarter of 2009;
Northeast Utilities subsidiary Western Massachusetts Electric expects to file a rate case with decoupling in mid-
2010; Fitchburg Gas & Electric intends to file rate cases and associated decoupling proposals for its electric and
gas divisions by the third quarter of 2009; NSTAR Electric does not anticipate filing a rate case ptior to the
expiration of its current rate plan in 2012; NSTAR Gas has no immediate plans to file a rate case; National
Grid's gas utilities Boston Gas, Colonial Gas, and Essex Gas intend to file a rate case with decoupling in the
second quarter of 2010; and, Berkshire Gas notified the DPU that it has no intention to file a rate case prior to
the January 2012 expiration of its existing rate plan. We note that, Bay State Gas filed a rate case and revenue
decoupling proposal in April 2009.

Michigan--Senate Bill 213, enacted on Oct. 6, 2008, permits a gas utility that spends at least 0.5% of its
revenue on energy efficiency programs to institute a revenue decoupling mechanism. There are no decoupling
mechanisms in place at the current time.

Minnesota--None

Mississippi--None

Missouri--In 2007, the Missouri PSC adopted Missouri Gas Energy’s (MGE's) proposed SFV rate design for
residential customers, whereby all of the company's fixed costs allocable to that customer class are to be
recovered through a fixed, monthly customer charge. MGE is a subsidiary of Southern Union.

Montana--None

Nebraska--None

Nevada--On June 14, 2007, Gov. Gibbons signed into law Senate Bill (S.B.) 437, which among its many
provisions, requires electric utilities to file for quarterly deferred energy rate adjustments and would allow for

the implementation of natural gas revenue decoupling mechanisms. S.B. 437 requires the Nevada PUC to
establish regulations designed to remove the financial disincentives for natural gas utilities to support energy
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conservation efforts. The PUC submitted proposed rules to the Legislature, which ratified final rules in early
2009,

Southwest Gas is seeking implementation of decoupling mechanisms in its pending rate cases in Nevada,

New Hampshire--In 2007, the New Hampshire PUC opened a proceeding to investigate rate mechanisms,
such as revenue decoupling, that could be instituted to remove obstacles for encouraging investments in
electric and gas energy efficiency. The PUC ultimately concluded that such mechanisms should only be
implemented on a company-by-company basis in the context of a rate case that would examine company-
specific revenues, casts, service territory, customer mix, and rate base investment.

New Jersey--The New Jersey Board of Public Utilities has approved pilot revenue decoupling mechanisms for
the states gas utilities. As part of its "Energy Blueprint for the Future," Pepco Holdings subsidiary Atlantic City
Electric seeks approval of a revenue decoupling mechanism.

New Mexico--In June 2007, in a gas rate decision for Public Service Company of New Mexico (PSNM), the New
Mexico Public Regulation Commission rejected the company’s proposed decoupling mechanism, stating that the
decoupling proposal was too broad. The Commission concluded that the mechanism would make PSNM wholg
for past conservation efforts of consumers and was therefore fatally flawed. The PRC stated that it would not
consider a decoupling mechanism of this type in any case. The company has since sold its gas business.

New York--On Aug. 29, 2007, the New York PSC initiated a proceeding to consider establishing a revenue
decoupling mechanism for New York State Electric and Gas’ (NYSEG's) electric and gas businesses (Case No.
07-E-0996). On July 23, 2008, in an electric rate decision for Orange and Rockland Utilities, the PSC adopted
an agreement that included a revenue decoupling mechanism (RDM) similar to that being considered for
NYSEG. In a March 25, 2008 electric rate order for Consolidated Edison of New York (Con Ed), the Commission
approved an RDM, but rejected the company-proposed weather normalization provision, considering it to be
overly complex. With respect to the RDM, the PSC rejected Con Ed's proposal to reconcile revenues on a per-
customer basis, and adopted the total class revenue approach. On Dec. 12, 2007, the PSC authorized National
Fuel Gas Distribution to implement a conservation incentive (decoupling) mechanism that will allow the
company to implement a surcharge through which it would be able to recover lost margin associated with
conservation savings generated during the 2008 test year. Niagara Mohawk Power is requesting a decoupling
mechanism in a gas rate initiated on May 23, 2008.

North Carolina--In a rate case decision issued on Oct. 24, 2008 that adopted a settlement, the North Carolina
Utilities Commission {NCUC) authorized Piedmont Natura! Gas to continue to utilize a Customer Utilization
Tracker (CUT) that decouples the recovery of authorized margins from sales levels, thus mitigating the impact
of weather and energy conservation programs. The NCUC had initially authorized the company to implement a
CUT in 2005, Also on Oct. 24, 2008, the NCUC authorized SCANA Corporation subsidiary Public Service
Company of North Carolina to implement a CUT, following the adoption of a settlement in a rate case.

North Dakota--Northern States Power's residential gas rate have been fully decoupled through the adoption of
a straight-fixed variable rate design. In a 2005 rate case decision, the North Dakota PSC approved a flat
monthly delivery service charge, replacing the fixed basic service charge and a per therm volumetric
distribution charge. Northern States Power is a subsidiary of Xcel Energy.

Ohio--In a May 28, 2008 gas rate decision for Duke Energy Ohio, the Ohio PUC adopted a straight fixed
variable rate design, which increased residential customers' fixed charge to $20 from $6, and should reduce
the negative effect on company revenues caused by customer conservation efforts. The PUC noted that this
change largely accomplishes the goals of decoupling without the need for an annual audit of the mechanism
and subsequent true-ups. Similar rate designs were later adopted for East Ohio Gas, Columbia Gas, and
Vectren Gas Delivery of Ohio.

Oklahoma--In the context of a rate case filed in 2006, American Electric Power subsidiary Public Service
Oklahoma (PSQ) proposed to implement a decoupling mechanism designed to reduce the earnings impact of
weather and customer participation in demand-side management programs on annual revenues. In a 2007 rate
order, the Oklahoma Corporation Commission rejected the proposal. PSO is a subsidiary of American Electric
Power,

Oregon--Decoupling mechanisms are in place for Northwest Natural Gas (NWN) and Cascade Natural Gas

(CNG). NWN’s decoupling mechanism was first implemented in 2002, on a pilot basis, and was to be in place
through Sept. 30, 2005. As initially implemented, the tariff was a partial decoupling mechanism that allowed
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the company to defer and recover 90% of the margin differentials related to changes in average consumption
patterns due to residential and commercial customers’ conservation efforts. In 2005 and 2006, the Oregon PUC
approved the continuation of the mechanism through Sept. 30, 2009, and allowed for 100% deferral and
amortization of the margin differentials that result from conservation. In September 2007, the PUC approved a
stipulation extending NWN’s decoupling mechanism untif Oct. 31, 2012. As part of the stlpulat[on the company
agreed to a rate case moratorium to Sept. 1, 2011.

In 2006, the PUC adopted a decoupling mechanism for CNG's residential and commercial customers that is to
be in effect until September 2010. The decoupling mechanism applies to both conservation-related-demand
reduction, and adjusts for deviations from normal weather.

On Jan. 22, 2009, The PUC issued a final order in a Portland General Electric rate case. The Commission
outlined the conditional terms of a decoupling mechanism, including acceptance of a lower ROE (10% versus
the 10.1% stipulated return in the case). The company accepted the conditions.

Pennsylvania--National Fuel Gas Corporation subsidiary National Fuel Gas Distribution had proposed such a
mechanism in their most recent rate proceeding, but the proposal was rejected. The Pennsylvania PUC has
initiated a generic investigation into decoupling, but it does not appear that the investigation will lead to the
adoption of such mechanisms.

Rhode Island--In a gas rate case for Narragansett Electric in which a order was issued in late January 2009,
the Rhode Island PUC declined to adopt the company's proposed decoupling mechanism, concluding that there
was not much evidence of its impact on ratepayers and, if adopted, the mechanism would be the first for a gas
utility in New England and for National Grid in the U.S,

South Carolina--None
South Dakota--None

fgnnessee--On May 5, 2009, the Tennessee House of Representatives deferred House Bill 1349 that would
permit gas utilities to implement decoupling mechanisms,

Texas PUC--None

Texas RRC--As part of a May 2006 rate case filing, Atmos Energy sought a "revenue stabilization"
(decoupling) mechanism and a weather normalization adjustment (WNA) that would be based on 10-year
average data. The parties subsequently reached a settlement whereby Atmos was permitted to implement an
interim WNA; however, the revenue stabilization adjustment was not approved,

Utah--On March 25, 2009, Senate Bill (S.B.) 75 was enacted, codifying the Utah PSC's policy of permitting the
use of revenue decoupling mechanisms.

In October 2006, the PSC approved a three-year pilot conservation-enabling tariff (CET) for Questar Gas. The
CET, which became effective retroactive to Jan. 1, 2006, is designed to fully decouple non-gas revenues from
the volume of gas used by customers. Under the CET a margin-per-customer target is specified for each
month, with differences to be deferred and recovered from, or refunded to, customers via periodic rate
adjustments. Adjustments under the pilot program are limited to 1% of total revenues. On Nov. 5, 2007, the -
PSC completed its one-year review of the program and agreed to continue the program for the remaining two
years. In continuing the program, the PSC ordered Questar Gas to file a rate case by March 1, 2008, in large
part due to the Commission’s assertion that the CET program introduces changes in risk that "can only be
adequately considered in the context of full rate case scrutiny.”

Vermont--None

Virginja--During the 2008 regular session, the Governor signed S.B. 543, which allows gas utilities to seek
Virginia State Corporation Commission (SCC) approval of energy conservation programs and related rate
treatment for the associated costs/investment, including a revenue decoupling mechanism.

On Dec. 23, 2008, as permitted by the recently enacted statutes, the SCC approved a revenue normalization

adjustment (decoupling) designed to mitigate the impact on AGL Resources subsidiary Virginia Natural Gas'
revenues of residential customer participation in energy conservation programs.
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Washington--On Dec. 30, 2008, the Washington Utilities and Transportation Commission (WUTC) approved
the proposed acquisition of Puget Sound Energy parent Puget Energy by Macquarie. In so doing, the WUTC
approved, with minor modifications, a July 22, 2008 non-unanimous settlement. The settlement and WUTC
order outline a list of commitments, including that PSE will refrain from proposing decoupling mechanisms for
its gas and electric operations for two years from the close of the acquisition transaction. The acquisition was
completed in February 2009. Previously, in a 2007 rate case decision for PSE, the WUTC denied the company’s
request for a natural gas decoupling mechanism.

In February 2007, following adoption of a settlement, the WUTC approved a natural gas decoupling program
for Avista Corporation to be implemented on a three-year pilot basis, beginning Jan. 1, 2007. The mechanism
is to apply only to residential and small commercial customers, The recording of any deferred revenue is to end
on June 30, 2009. However, the amortization period is to run from Nov. 1, 2007 through Oct. 31, 2010. Avista
is to defer 90% of the margin difference (positive or negative), which is to be recovered from or returned to
custorners. Furthermore, the recovery of any deferred costs is subject to both an earnings test that would
prohibit collection if Avista is earning above its authorized rate of return, and a demand-side management
(DSM) test that would prohibit collection if specific conservation targets are not achieved. Rate adjustments
associated with the mechanism in any one year are limited to no more than 2%. On April 30, 2009, Avista filed
a request with the WUTC to continue the mechanism on a permanent basis.

West Virginia--None

Wisconsin--None

Wyoming--None
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