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JOINT COMMENTS OF ENTERGY NEW ORLEANS, INC.
AND ENTERGY LOUISIANA, LLC REGARDING THE
CONSIDERATION OF ISSUES RELATED TO DECOUPLING

Entergy New Orleans, Inc. (“ENO”) and Entergy Louisiana, LLC (“ELL-Algiers”)
(collectively the “Companies™)," pursuant to Resolution R-14-511, respectfully submit their Joint
Comments Regarding the Consideration of Issues Related to Decoupling.

. EXECUTIVE SUMMARY

The Council of the City of New Orleans (“CNO” or the “Council”), in Resolution R-14-
511, directed the Companies to “submit a draft proposal for a mechanism to address the lost
revenue problem to the Advisors and the Intervenors for comment.”® As discussed more fully
below, over the last six months, the Companies, the Council Advisors and Intervenors have
engaged in a collaborative process and considered numerous issues related to full revenue
decoupling. In conjunction with this collaborative process, the Companies have analyzed and

modeled various full revenue decoupling (sometimes referred to herein as “full decoupling”)

! It should be noted that in Resolution R-15-194, the Council approved the transfer of ELL-Algiers assets
and service obligations to ENO under Docket No. UD-14-02. Pursuant to Resolution R-15-194, the effectuation of
that transaction is anticipated for September 1, 2015. Assuming that the transaction is completed, the provision of
electric service in all of Orleans Parish will be the responsibility of ENO and will no longer be served by the
Companies, as referenced in Resolution R-14-511. For simplicity, however, the combined companies will still be
referenced as the “Companies” herein.

2 CNO Resolution R-14-511, at 11, Ordering 1 2.



mechanism designs and parameters and, in compliance with Resolution R-14-511, have

developed the full revenue decoupling mechanism discussed and submitted herein.

Although the Companies have developed and submitted this mechanism, the Companies
recommend that a full revenue decoupling mechanism not be adopted. Rather than adopting a
full decoupling mechanism, the Companies recommend that, in conjunction with the next full
base rate case, the Council consider adopting a mechanism similar to the ENO Formula Rate
Plan (“FRP”) that was in place for test years 2009 through 2011. That FRP included recovery of
the lost revenues directly attributable to reduced sales resulting from utility-sponsored energy
efficiency programs, also referred to as lost contributions to fixed costs (hereinafter, “LCFC” or
“lost revenues”). The LCFC approach directly links the sales volume impacts of the utility’s
energy efficiency programs to the revenue collections of the utility and, in the Companies’ view,

is preferable to the implementation of a full revenue decoupling mechanism.

If the Council ultimately requires the Companies to implement a full decoupling
mechanism, the Companies recommend that a three-year full decoupling pilot be implemented in
conjunction with a new, to-be-developed electric FRP. The Companies’ rationale for adopting
full decoupling in conjunction with an electric FRP is to ensure that the Companies’ earnings are
reasonable and reflect changes to cost of service as well as ensure that rate classes not affected
by full decoupling would at least be considered in any annual rate changes resulting from those
earnings reviews. The Companies also recommend that the various design parameters discussed
at length below be incorporated into any subsequent Council Resolution addressing the specifics
of a three-year decoupling pilot. Piloting a full decoupling mechanism within a new FRP
provides a level of risk mitigation for both the Companies and customers during the evaluation

period. The Council can determine after the pilot period has ended if the full decoupling
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mechanism was successful and achieved the goals of increasing the level of energy efficiency
adoption while mitigating utility revenue erosion.
. INTRODUCTION

A. Procedural Background

In CNO Docket No. UD-08-02, which relates to the long-term integrated resource plan
(“IRP”) for the Companies, the Council issued Resolution R-13-363 on October 10, 2013. In
that Resolution, the Council directed the Companies, among other matters, to address the
potential for full decoupling as discussed in a memorandum from the Regulatory Assistance
Project (“RAP”), which was attached to the Council’s Resolution. On February 7, 2014, the
Companies filed Joint Comments discussing various means to address LCFC resulting from
energy efficiency and related policies, including the current lost revenue mechanism
incorporated into the Council-approved EnergySmart program. The use of an LCFC mechanism
to address lost revenues from utility-sponsored energy efficiency programs are often referred to
as “partial” or “limited” decoupling. The Companies also expressed concerns regarding possible
unforeseen and unintended consequences that may result from adopting a full decoupling

mechanism.

Given the Companies’ stated concerns, as well as the need for further clarity regarding
specific elements of a full decoupling mechanism, the Companies requested that the issues
described in the RAP memorandum be fully aired, discussed, and vetted through the IRP docket
vis-a-vis a new procedural schedule and, further, that any specific design aspects of a full

decoupling mechanism be considered only after those issues have been fully explored.

On April 7, 2014, the Alliance for Affordable Energy (“Alliance”) filed their comments
and agreed with the Companies that stakeholder engagement and public discussion was needed
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to work through the numerous issues and concerns raised by the potential adoption of full
decoupling. On May 13, 2014, the Companies filed Reply Comments to address several points
raised by the Alliance. Most importantly, the Companies noted that “RAP and the Alliance
[have] provided no evidence that the Council’s current approach to addressing lost revenues
associated with implementation of EnergySmart has led to, or perpetuated, opposition by the
Companies toward advancing energy efficiency in New Orleans, or otherwise implementing the

optimal level of supply- and demand-side resources that will ensure the Companies can continue

providing safe and reliable service at the lowest reasonable cost.”

On July 14, 2014, the Advisors filed their Report regarding the proceeding and
recommended the development of a stakeholder process and a procedural schedule to fully vet
the numerous issues presented by the potential adoption of full decoupling. In Resolution R-14-

511, issued in November 2014, the Council issued the following procedural schedule:

1. Within 150 days of the issuance of a resolution by the Council,
the Companies shall convene no less than three technical
meetings with the Advisors and the Intervenors who choose to
participate.

2. Within 90 days of the last technical conference, the Companies
should submit a draft proposal for a mechanism to address the
lost revenue problem to the Advisors and the Intervenors for
comment.

3. Within 30 days of the submission of the Companies draft
proposed mechanism, the Advisors and Intervenors may provide
written feedback to the Companies.

4. Within 60 days of receipt of such feedback the Companies
should submit their final proposal for a mechanism to address the
lost revenue problem to the Council.

s See Reply Comments of ENO and ELL-Algiers to the Alliance’s Comments Regarding Revenue

Decoupling Pursuant to Council Resolution R-13-363, at 2.
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5. Within 30 days of the submission of the Companies’ proposal to
the Council, Intervenors may file comments with the Council.

6. Within 30 days of the submission of Intervenor comments, the
Companies may file responsive comments.

7. Within 60 days of the submission of responsive comments, the
Advisors shall submit an Advisors’ Report to the Council.

B. The Collaborative Process

The RAP memorandum attached to Council Resolution R-13-363 identified various
issues related to the design of a full decoupling mechanism, the development of true-up
mechanisms, and a listing of several items that the Council later ordered the Companies to
consider in its decoupling proposal to be filed in conjunction with step 2 of the adopted
procedural schedule. More specifically, the relevant issues raised in the RAP memorandum

included:

° How frequently should revenues be reviewed and adjusted (for
example, monthly, quarterly, semi-annually or annually)?

o Should the rate impact of annual adjustments be capped, and if
so what should be the treatment of any unrecovered or
undistributed balances?

° Should existing tariff riders be consolidated into a new revenue
reconciliation rider under decoupling? If not, should rider costs
be coordinated with revenue adjustment?

. Should decoupling apply only to distribution costs or should it
also include generation costs?

° Should all elements of power supply, including investment-
related costs and variable operating costs be converted into a
comprehensive power supply cost recovery mechanism?

o Should revenue-per-customer amounts for each decoupled
customer class be adjusted based on historical trends in use,
trends in cost of service for the customer class (sometimes called
a “k factor), or for other purposes?

. What tariff classes, if any, should be excluded from the
mechanism (such as tariff classes with less than ten customers,
customers with fixed contract demands and special contracts
customers)?



. Should large industrial customers be excluded from the
decoupling mechanism?*

Beginning in February 2015, the Companies, Advisors, Intervenors and other
stakeholders (the “Parties”) held a series of three Technical Conferences to explore the various
issues raised in the RAP memorandum, other design attributes that needed to be considered, and
numerous related matters that would affect the design, timing, and potential implementation of a
full revenue decoupling mechanism. The three Technical Conferences were held on February 4,
March 26, and April 14, 2015 and resulted in several documents, which are included in
Appendices A and B. Appendix A includes a matrix of numbered issues that were thoroughly
discussed and debated during the first two Technical Conferences. The final version of the
matrix included in Appendix A reflects redline changes, comments, and suggestions from the
Council’s Advisors and other stakeholders. Appendix B is a 1-page summary of the various
design attributes of a full decoupling mechanism. It should be noted that several of the design
attributes were not yet specified at the time of the third Technical Conference (April 14, 2015)
because the Companies were still conducting various financial modeling analyses. Through this
collaborative stakeholder process, the Companies have considered the comments and ideas from
the Advisors, the Alliance, Green Coast Enterprises, and other stakeholders when formulating

the full decoupling mechanism described below.

4 See Memorandum on Regulatory Options for Advancing Energy Efficiency, Regulatory Assistance Project,

June 2013, at page 6.



1. FULL DECOUPLING MECHANISM

A. Key Terms

As noted above, at the last Technical Conference held on April 14, 2015, the Companies
proposed a number of specific design attributes in the Preliminary Discussion Document
“Potential Key Terms of a Full Revenue Decoupling Mechanism for ENO” (see Appendix B).
Following the same outline structure, the Companies have further refined the proposed key terms
as discussed below:
Timing: The Parties concurred that any full decoupling mechanism would be developed by the
Companies and considered by the Council in conjunction with ENO’s next base rate case in
2018.> Further, following the resolution of that combined base rate case, any full decoupling
mechanism that is approved by the Council would be implemented at the beginning of the next
calendar year based on the prior calendar year test year’s results. The Companies note that the
next base rate case will be filed after the Companies are operating on a combined basis or, in
other words, following the transfer of the ELL-Algiers assets and liabilities from ELL to ENO.
Finally, the combined Companies operating as a single entity are likely to seek a new FRP in
conjunction with the next base rate case filing. The design of any such FRP would reflect any

Council directives involving the specific parameters of a full decoupling mechanism.

Duration: All Parties agreed that the initial term of any full decoupling mechanism would be
limited to a three-year pilot phase. The Companies propose that the duration of a pilot full
decoupling mechanism run concurrently with that of an FRP (should such an FRP be approved)

in conjunction with the Companies’ next base rate case. For example, if the Companies were to

5 Per Council Resolution R-15-194, in Council Docket UD-14-02, “The Combined Rate Case shall not be
submitted to the Council prior to the first quarter of 2018 and shall be based on a 12-month historical test year
(Period 1) ended December 31, 2017.”



implement a full decoupling mechanism and separate FRP at the conclusion of the next base rate
case, both mechanisms would run concurrently for three years beginning with the same calendar

test year.

Test Year: The Companies propose using a calendar year as the test year for any full decoupling

mechanism and new FRP approved by the Council, which was unopposed.

Type: The full decoupling mechanism would be developed as a stand-alone rider to facilitate
greater transparency, customer class-specific calculations and recovery amounts, and any
necessary true-ups. The full decoupling mechanism rider could be explicitly shown as a separate
line item on the customer’s bill, added to (or deducted from) any FRP rider amount on the
customer’s bill, or even included within the Energy Charge line item should the Companies and

Council determine that to be optimal.

Service: As part of the three year pilot phase, the proposed decoupling mechanism would only
apply to the Companies’ electric service customers. Any consideration of a full revenue
decoupling mechanism for ENO’s natural gas service would be deferred until such time as more

information becomes available regarding outcomes from the pilot.

Affected Customers: The proposed full decoupling mechanism would only involve residential

and small commercial customer classes, which predominantly rely upon volumetric (cents/kWh)

charges in terms of rate design.

Symmetry: All Parties agreed that it would be appropriate to provide symmetrical treatment of
any over or under-collection of allowed revenues relative to actual revenue levels for the historic

calendar test year in question.



True-up Frequency: The Companies proposed an annual review of and adjustment to, allowed

revenues similar to what has occurred historically with the FRP, which was unopposed.

Filing Date: Using a calendar year test year, the Companies propose to file the annual full
revenue decoupling review report(s) contemporaneous with any FRP annual report filing

covering the same historic calendar year test year.

Comment Period: The Advisors and other Parties comments would be due sixty (60) days

following the submission of the Companies report.

Rate Implementation Date: Any rate change resulting from the annual review filing will be
implemented effective with the first billing cycle of September in the filing year and would be in

conjunction and concurrent with any FRP rate implementation as discussed above under Timing.

Rate Caps: The purpose of an annual rate impact cap would be to potentially minimize the
volatility of rate changes on customers resulting from the annual review filing. Rate caps,
however, can have the negative unintended consequence of building large deferred balances
(either positive or negative) which could take multiple years to flow through to customers. The
Companies historic modeling analysis discussed further below for the years 2009 through 2014
indicates that any rate changes from a full decoupling mechanism would be similar to rate
changes that customers experienced during the years 2009 through 2011 through the now-
expired FRP. As such, the Companies are not proposing that a full decoupling mechanism
include at its onset any rate cap. Should unforeseen circumstances arise after implementation of
a full decoupling mechanism, such as an annual adjustment in an amount that is too large for
customers to effectively manage, the Companies can request and/or the Council can adopt a rate

cap and deferral.



Treatment of Any Over/Under Amount: If the Council does adopt some form of a rate cap in

conjunction with approval of a full decoupling mechanism, the Companies would propose to
carryover any unrecovered balance (positive or negative) above or below the Annual Rate
Impact Cap until the next annual rate implementation (the first billing cycle of the next
September). Any such balance would be amortized over the following rate implementation year
beginning with the first billing cycle of September. Note that such an approach could present
certain challenges if the addition of the amortized balance to the amount resulting from the
review of the historic calendar year test year results in an overall amount that is above (or below)

any adopted Annual Rate Impact Cap.

Carrying Cost: Subject to the Council approving a full decoupling mechanism that includes an
Annual Rate Impact Cap, any amounts that are deferred due to an over or under collection as
well as any amounts necessary to true-up the rider would incorporate carrying charges at the

current pre-tax weighted average cost of capital based on the then allowed return on equity.

Affected Cost: The Companies are vertically-integrated utilities in which the cost to serve
customers includes investments in and expenses related to generation, transmission, distribution,
and customer service. The Companies propose that the full decoupling mechanism would
include the allocated portion of total fixed and non-fuel variable costs required to serve affected
residential and small commercial customers. That said, any costs that are currently included in
existing (or future) riders or other recovery mechanisms would be excluded from treatment

through the full decoupling mechanism.

Revenue-per-Customer Adjustment: The Companies’ proposed full decoupling mechanism

would utilize targeted Revenue-per-Customer amounts for each affected customer class based on
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the Authorized Revenue Requirement resulting from the Companies’ next base rate case filing

results.

Weather Adjustment: The Companies propose that the full decoupling mechanism not include a

weather normalization adjustment.

K-Factor Adjustment: A K-factor adjustment is frequently used in a full decoupling mechanism

to reflect the fact that the utility’s cost of service is generally increasing between rate
proceedings. Changes to a utility’s cost of service over time occur due to changes in costs to
operate and maintain utility infrastructure (e.g., labor cost increases, general inflation) as well as
increased utility capital investments reflected in rate base. Based on modeling of historic data
for 2009 - 2014 as discussed further below, the Companies propose to use a K-factor of
approximately 2.25% to reset targeted Revenue-per-Customer amounts each year during the
period modeled. While the 2.25% value is based on recent historic data, the Companies will
reevaluate and propose an updated K-factor in conjunction with the Companies next base rate
case proceeding should the Council determine as part of this proceeding that the Companies
should implement a 3-year full revenue decoupling pilot.

The Companies proposal to include the pilot of the full decoupling mechanism within the
context of an FRP will help to mitigate the need to estimate the “right” K-factor level to use
during a three year pilot because the Companies’ actual earnings will be evaluated annually as
part of the FRP. More specifically and as discussed further below, the decoupling mechanism’s
Authorized Revenue Requirement will be included in the present rate revenues of the
Companies’ FRP calculations to determine if the current revenue requirement is adequately
recovered. If the annual allowed revenue requirement calculated as part of the FRP is different

than the full decoupling mechanism’s Authorized Revenue Requirement, any change in the level
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of revenues resulting from the full decoupling mechanism will be factored into the FRP result.
By including the full decoupling mechanism within the context of an FRP, the necessary annual
change in the revenue requirement will be reflected in affected customers’ bills, reducing the
need for an accurate estimation of the K-factor as overall results will be annually determined and
reviewed in the FRP.

Other Adjustments: The Companies do not propose any other adjustments to the full decoupling

mechanism at this time (e.g., adjustment to reflect changes to economic conditions).
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B. Calculation of the Full Decoupling Mechanism

1. Summary of Decoupling Analysis and Modeling

The Companies modeling results for the historic years analyzed (2009 — 2014) are shown

in Table 1 below.

Residential

Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues
Master Metered Residential Apartments
Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues
Small Electric

Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues
Municipal Buildings

Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues
Large Electric

Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues
Large Electric High Load Factor

Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues
Master Metered Non-Residential

Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues
High Voltage

Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues
Experimental Interruptible

Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues
Large Interruptible

Average Number of Customers

Decoupling Adjustment (Applied in the Next Year)
Decoupling Adj as % of Actual Base Revenues

Table 1

Entergy New Orleans, Inc.
Decoupling Adjustment Calculation
Summary of Results

2009 2010 2011 2012
130,062 136,476 141,540 145,681
($2,397,163) ($10,427,080) ($6,660,442) $5,057,169
(2.29)% (8.69)% (5.42)% 4.31%

9 2 1 1
($110,975) ($197,140) ($158,821) ($156,921)
(10.66)% (48.25)% (59.50)% (58.67)%
15,007 15,719 16,101 16,363
($466,348) ($407,007) $1,307,772 $2,836,600
(1.10)% (0.89)% 2.85% 6.13%
286 279 280 284
($458,496) ($406,980) ($18,172) $35,084
(17.30)% (15.69)% (0.80)% 1.53%
511 516 488 437
($310,117) $569,307 $2,318,749 $2,737,528
(0.95)% 1.73% 7.72% 10.19%
286 294 334 391
($318,980) ($729,189) $3,600,572 $12,577,299
(0.63)% (1.36)% 6.23% 20.65%

9 7 5 4
$636,438 $288,250 ($339,803) ($598,127)
27.50% 14.00% (16.54)% (29.90)%

2 2 2 2
($683,858) ($10,726) $299,450 $918,273
(10.19)% (0.17)% 4.99% 16.61%

1 1 1 2

$33,672 $52,870 $57,337 $377,080
12.66% 20.86% 22.40% 143.07%

1 1 1 1

$32,695 $663,349 $775,872 $836,911
0.72% 16.46% 19.29% 20.57%

13

2013
148,844
$5,224,971

4.26%

1
($133,991)
(54.25)%

16,469
$3,540,408
7.54%

281
$90,936
4.02%

415
$2,620,861
10.03%

428
$19,407,676
30.88%

3
($491,326)
(31.36)%

2
$1,335,698
25.42%

(5124,093)
(100.00)% "~

1
$1,270,393
33.91%

2014
151,274
$5,347,369

4.20%

$0
#DIV/0!

16,684
$3,848,672
7.94%

284
$175,434
7.77%

399
$1,944,973
7.39%

455
$23,669,406
36.00%

2
($53,477)
(6.80)%

2
$1,237,657
22.50%

$0
#DIV/0!

1
$1,886,859
58.19%



Table 1 illustrates the estimated decoupling adjustments by year during the 2009 through
2014 period if ENO® had implemented a stand-alone full decoupling mechanism instead of using
the Formula Rate Plan that was in effect for the Test Years 2009-2011°. The analysis

summarized above also assumes that:

e The stand-alone full decoupling mechanism would have continued through 2014;

e A K-Factor of 2.25% was applied to the 2010 through 2014 Test Years to adjust
the Allowed Revenue-per-Customer levels;

e All revenue adjustments were flowed back to the customer at the end of the same
test year (essentially to simplify the modeling presentation and avoid the
complication of addressing true-ups);

e There are no true-up adjustments needed for the difference between the
decoupling adjustment calculated and the decoupling adjustment billed to
customers in the rate effective period (again to simplify the modeling
presentation);

e The stand-alone full decoupling mechanism was applied to all costs, including
fixed and non-fuel variable costs, and for all functions including generation,
transmission, distribution, and customer service; and

e No rate caps were applied.

Based on the results presented in Table 1, the Companies recommend that any full
decoupling mechanism ultimately exclude the rate categories that have very few or no customers
by 2014, as well as rate categories that appeared to have significant volatility (those rate
categories include Master Metered Residential Apartments, Municipal Buildings, Large Electric,
Large Electric High Load Factor, Master Metered Non-Residential, High Voltage, Experimental

Interruptible and Large Interruptible). These results also further support the Companies’

argument that if the Council should decide to implement a full revenue decoupling mechanism,

6
7

2014.

ENO’s results and analysis do not include ELL-Algiers data to simplify the illustrative analysis.
Beginning with Test Year 2012, ENO’s FRP had expired so that no filing data exists for Test Years 2012-
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that mechanism should be included within the Companies’ next combined base rate filing where
an updated Unit Cost Study by rate categories can be developed to reflect the then current level
of customers and costs.

In order to develop a full revenue decoupling model using the same essential
methodology that would be used in conjunction with the next base rate case proceeding, the
Companies used the ENO 2008 Rate Case Compliance Filing results to identify the amount of
Authorized Annual Base Revenue (or Revenue Requirement) and the total number of bills to
allocate to each of the rate categories (see Appendix C). To develop the Annual Decoupling
Adjustment, the Companies started by calculating the Test Year 2008 Authorized Monthly
Revenue-per-Customer values. Those values were derived by dividing the Test Year 2008
Authorized Annual Base Revenue by the total number of customer bills by rate class. Under this
approach, the Companies allocate all costs, including fixed and non-fuel variable costs, as well
as all of the functional cost components (generation, transmission, distribution and customer
service). As part of the analysis, the Companies reviewed the differential between the fixed and
non-fuel variable costs and determined that almost all of the costs for the residential and small
commercial (Small Electric Service) rate categories are fixed costs (see Appendix D).

After the Test Year 2008 Authorized Monthly Revenue-per-Customer values were
developed (“Base 2008 Authorized Revenues”), the Base 2008 Authorized Revenues were
multiplied by the 2009 average number of customer bills by rate class to determine the amount of
2009 Allowed Revenues by rate class. The Actual Base Revenues of each rate class were
compared to the Allowed Revenues to calculate the amount of the Total Decoupling Adjustment
by rate class (shown in the Test Year for simplicity, but would actually be applied in the

following year, 2010, starting with the rate effective date). Beginning with the 2010 calculation,
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a K-factor of 2.25% was applied to the Allowed Revenues by rate class in each subsequent year
through 2014 to adjust for cost of service changes as discussed above (see Appendix E).

The Companies created two additional models of the Electric FRP as a stand-alone
mechanism (see Appendix F) and the Electric FRP including the Decoupling Adjustment within
the revenue calculations (see Appendix G). Both models include the actual ENO Electric FRP
Compliance Results for the Test Years 2009 through 2011. Beginning in 2012, ENO’s Electric
FRP had expired so no actual filing data is available for the 2012 through 2014 Test Years.

To model illustrative FRP results for the 2012 through 2014 Test Years, the Companies
utilized relevant data from ENO’s FERC Form 1 filings with minimal adjustments to
approximate the removal of the Gas Product Line from the illustrative FRP results. Both models
show that had ENO continued to file the Electric FRP through a 2014 test year, the test years of
2012 and 2013 would have resulted in significant rate increases (see Appendix F and Appendix
G page 1). In the example of the Electric FRP with the decoupling adjustments included, the
results appear significantly different from the stand-alone Electric FRP examples because the
decoupling adjustments are already included in the FRP results. For instance, in the 2012 Test
Year, the stand-alone FRP example results in an FRP increase of $17.1M (see Appendix F page
1). For the same 2012 Test Year in the FRP with decoupling included (see Appendix G page 1),
however, the FRP still results in an increase of $9.2M, but it is reduced by the $7.9M decoupling
adjustments that have already been included for Residential ($5.1M) and Small Electric ($2.8M)

rate categories (see Appendix E page 1).

For 2012, the stand-alone decoupling mechanism would not have adequately
compensated the Companies for the short-fall in revenue collections because of other changes

that were either not addressed by the K-factor level or are due to a short-fall in collections from
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the other rate classes. Conversely, for 2014, the stand-alone decoupling mechanism resulted in
$9.2M in rate increases for the Residential ($5.3M) and Small Electric ($3.8M) rate categories
(see Appendix E page 1). ENO’s actual earnings level calculated for the 2014 stand-alone FRP
(see Appendix F page 1), however, was an overall FRP decrease of $(11.4M). By incorporating
the decoupling mechanism within the FRP calculation, the rate increase resulting from the stand-
alone decoupling mechanism was “corrected” and the resulting net or total decrease in the 2014
FRP with decoupling calculation is $(20.7M) (see Appendix G pagel).

As stated, should the Council ultimately mandate a full decoupling mechanism in the next
combined base rate case and implement a three-year pilot, the Companies propose that the
decoupling pilot be run in conjunction with a new, to-be-proposed electric FRP. This approach
will help ensure that the Companies’ annual earnings are reasonable and that the rate classes not
included in the pilot will participate in any annual rate changes resulting from cost of service
changes. Implementing full decoupling on a stand-alone basis would only address the revenue
levels of the rate classes that the Council ultimately determines would be appropriate to include
in the mechanism. Based on the modeling analysis presented above, full revenue decoupling, if
mandated, would only be appropriate for residential and small commercial rate classes. As
summarized above in Table 1, various rate categories have too few customers and/or significant
revenue volatility over time where the utilization of full revenue decoupling presents serious
challenges and could result in significant harm to affected customers.

C. Summary

Based on the modeling analyses presented above that use six years of historic data, it is

not clear that any benefits would be derived from adoption of a full revenue decoupling

mechanism for the residential and small commercial rate classes. Instead, the results clearly
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show the potential for harm to customer classes with few customers or customer classes that
experience revenue volatility from year-to-year due to various factors. Additionally, the analyses
do not demonstrate that adoption of a full decoupling mechanism, in and of itself, provides a
better approach than current methods of addressing the throughput disincentive inherent in
energy efficiency and related efforts.

The Companies continue to believe that the current mechanism of estimating lost
revenues directly attributable to utility-sponsored energy efficiency programs is a preferable
approach because it directly links the sales volume impacts of the utility’s energy efficiency
programs to the revenue collections of the utility. The stand-alone decoupling analysis
demonstrates the broad impacts and significant volatility that a full decoupling mechanism
potentially has on individual customer rate classes. In fact, much of the revenue volatility from
year to year appears to be tied to the impacts of weather changes on utility sales as opposed to

the impacts of energy efficiency programs such as EnergySmart.

Should the Council ultimately require the Companies to develop and implement a three
year full decoupling mechanism pilot, the Companies’ recommend that the full decoupling pilot
be run in conjunction with a new, to-be-developed electric FRP. The overarching rationale for
adopting full decoupling in conjunction with an electric FRP is to ensure: that the Companies’
earnings are reasonable; that results reflect changes to cost of service; and that other rate classes
participate in any annual rate changes resulting from those earnings reviews. The Companies
also recommend that the various design parameters discussed at length above be incorporated

into any subsequent Council resolution addressing the specifics of a three year decoupling pilot.

Finally, piloting a full decoupling mechanism within a new FRP provides a level of risk

mitigation for both the Companies’ customers and the Companies during the evaluation period.
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The Council can determine after the pilot period has ended if the full decoupling mechanism was
successful and achieved the goals of increasing the level of energy efficiency adoption while
removing the utility throughput disincentive related to the promotion of energy efficiency and

conservation programs.
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