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Introduction

Most PBR plans feature a multi-year rate case ñmoratoriumò

Long plan terms raise risk of earnings attrition between rate cases

ñAttrition relief mechanismsò (ARMs) adjust rates automatically for 

changing business conditions 

Attrition relief adjustments largely insensitive to utility performance 

>>>   Reduced risks and strengthened performance incentives

Remarkable advance in regulatory ñtechnologyò 
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Introduction (contôd)

Two basic approaches to attrition relief provision  

PriceCaps

RevenueCaps

Several methods established for designing caps

Methods are evolving

Zero sum game, medium-sized stakes

>>>  Recipe for controversy
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Introduction (contôd)

Presentation discusses

Á Differences between price & revenue caps

Á Methods for designing caps

Á Salient controversies and precedents
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Plan of Presentation

Rate Caps Basic Idea

Rate Indexing

All Forecast

Hybrid

Peer Price

X Factor Nomination

Revenue CapsRationale

Revenue Decoupling

Revenue Cap Design
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Rate Caps
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Cap growth in ñbaseò rates for regulated services

Base rates recover cost of utility system (capital & O&M costs)

Several established approaches to price cap design

Á Indexation
ÁAll Forecast
ÁHybrid
ÁX Factor Nomination
ÁPeer Price
ÁFreeze

Rate Caps: Basic Idea
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The Basic Idea

Growth in rates capped by price cap index  (PCI)

growth Rates =  growth PCIt 

Predetermined formula for PCI growth 

growth inPCI  =  P  - X  +  Y + Z

P =  Growth in external inflation measure
X = X-factor (aka productivity factor)

X factor sometimes expressed as % of inflation

Rate Indexing


