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Introduction

Most PBR plans featureamuftie ar r at e case 0N mc
Long plan terms raise risk of earnings attrition between rate cases

AAttrition relief mechani smso (
changing business conditions

Attrition relief adjustments largely insensitive to utility performance
>>> Reduced riskandstrengthened performance incentives

Remar kabl e advance I n regul a

PIEXG

Pacific Economics Group Research. LL

Rate & Revenue Caps for Attrition Relief



Introduction(c o n)t 0 d

Two basic approaches to attrition relief provision
Price Caps
Revenu&aps
Several methods established for designing caps
Methods are evolving
Zero sum game, mediusized stakes

>>> Recipe for controversy
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Introduction (c o n)t 0 d

Presentation discusses
A Differences between price & revenue caps
A Methods for designing caps

A 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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Rate Caps: Basic ldea

Cap growth I n Abaseo rates for
Base rates recover cost of utility system (capital & O&M costs)
Several established approaches to price cap design

A Indexation

A All Forecast

A Hybrid

A X Factor Nomination
A Peer Price

A Freeze
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Rate Indexing

The Basic Idea
Growth in rates capped pyice cap index(PCl)
growth Rates= growthPCl,
Predetermined formula for PCI growth
growthinPCl = P- X + Y+ Z

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

X factor sometimes expressed as % of inflation
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