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What Did We Cover?

• How decoupling works

• Full, partial, limited decoupling

• Revenue functions

• Rate design and decoupling

• Current v. accrual methods

• Weather, economy, other risks

• Earnings volatility risks/costs of capital

• Other measures and how they relate to decoupling

• Concerns over decoupling

• Communicating with customers about decoupling

• More . . .
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What Are We Focused On?

• The throughput incentive

– A part of traditional regulation

• As practiced in a majority of states, most munis
and coops

– Utility revenue driven by sales

– Utility motivated to discourage sales 
reductions, to encourage load building

• Effect on margins is magnified
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What’s the Problem?

• The throughput incentive

– Discourages end use energy efficiency

– Discourages customer-sited resources

– Discourages system efficiency

• Investments that lower costs while lowering sales

– Is a Risk Factor, promoting revenue volatility
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What’s the Problem?

• How to align regulation with a distributed 
resource-oriented power system?

– The throughput incentive seems in conflict

– How government can send consistent signals 
with policy AND regulation
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Decoupling

• A solution to the throughput incentive

– Focuses on allowed revenue

– Effective at solving the throughput incentive

– No change in retail rate design

• … is really a vehicle with many choices 
that PUCs can make

– To achieve important outcomes
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Rate of Return Regulation Refresher

Revenue Requirement

=

Test Year Expenses + Depreciation + Taxes 
+ (Rate of Return * Rate Base)
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Rate of Return Regulation Refresher

Revenue Requirement recovered from:

(# of Customers * Customer Charge) + 
(Projected Sales * Price/kWh)
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Rate of Return Regulation Refresher

Price/kWh 

= 

(Revenue Requirement –

Customer Service Charge Revenue)/

Projected Sales
– Price/kWh collects all fuel costs and, generally, non-customer-specific fixed costs 15
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What’s Covered?
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Double Recovery Issue

• Concern if generation costs are included in the 
decoupling mechanism that uses RPC.

o Risk - number of customers increases while 
generation costs decrease due to depreciation;

o Fuel, purchase power costs recovered in fuel 
adjustment mechanisms without an offset of declining 
investment cost which would be captured in a rate 
case.

 If regulators retain FAC, then FAC must account 
for changes in investment and operating costs if 
rate cases are not occurring to adjust. Otherwise, 
the value of generation is overstated.
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How to Adjust Revenue?
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How to Adjust Revenue?



The Revenue Adjustment Mechanisms

• No RAM – No adjustment made to revenue 
requirements.  Rates are not adjusted until the 
next rate case

• Stair-Step – These are predetermined 
adjustments made in the last rate case based on 
forecasts of projected cost increases.

• Indexing – Adjustments to the revenue 
requirements are tied to factors such as 
inflation, industry productivity, customer growth
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The Revenue Adjustment Mechanisms

• Revenue Per Customer – Revenue 
requirement determined on a per customer 
basis and is adjusted for the total number of 
customers served.

• Annual Review Decoupling (aka Attrition 
Decoupling) – Rates are periodically adjusted 
for incremental and decremental known and 
measurable changes to rate base and operating 
expenses.
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The Revenue Adjustment Mechanisms

• K Factor – an adjustment used to increase of 
decrease overall growth in revenues between 
rate cases

• Hybrid – Allows regulators to combine various 
RAM mechanisms to adjust rates.
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How to Handle Refunds/Surcharges
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Source: A Decade of Decoupling for US Energy Utilities: Rate Impacts, Designs, and Observations, Pamela Morgan, 2012.  
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Customer Considerations



Design Approaches to Protect Customers

• Symmetry – ensure that credits are provided.

• Stability: cap on rate changes

• Changes to capitalization ratio to reflect risk 

reductions

• Bill simplification
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Design Approaches to Protect Customers

• Direct more energy efficiency/DERs

oDecoupling conditioned on comprehensive 
programs

• Direct more distribution efficiency

• Low income provisions

oRate design approaches

o EE programs directed towards LI
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Decoupling Mechanisms for Your Consideration

• Policy directions suggests increasing stress from the 
throughput incentive

• Rate design: increasing emphasis on price signals

• Decoupling works, aligns to policy

• Consumer welfare can be protected and furthered in 
decoupling

• Decoupling provides mechanism to ensure against utility 
over-recovery and excessive earnings

• Innovation: suited to support performance
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Resources
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Revenue Regulation and Decoupling: 

A Guide to Theory and Application

Decoupling Case Studies: 

Revenue Regulation Implementation in Six States

Decoupling Design: 

Customizing Revenue Regulation to Your State’s Priorities

raponline.org

http://www.raponline.org/knowledge-center/revenue-regulation-and-decoupling-a-guide-to-theory-and-application-incl-case-studies/
http://www.raponline.org/knowledge-center/revenue-regulation-and-decoupling-a-guide-to-theory-and-application-incl-case-studies/
http://www.raponline.org/knowledge-center/decoupling-case-studies-revenue-regulation-implementation-in-six-states/
http://www.raponline.org/knowledge-center/decoupling-case-studies-revenue-regulation-implementation-in-six-states/
http://www.raponline.org/knowledge-center/decoupling-design-customizing-revenue-regulation-state-priorities/
http://www.raponline.org/knowledge-center/decoupling-design-customizing-revenue-regulation-state-priorities/
http://www.raponline.org/
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Decoupling: Key Take-Aways

• It’s flexible, customizable

• It’s been done before, so models exist

• It can serve the policy goals of most states

• It can be designed to protect consumers
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About RAP

The Regulatory Assistance Project (RAP) is a global, non-profit team of experts that 
focuses on the long-term economic and environmental sustainability of the power 
sector. RAP has deep expertise in regulatory and market policies that:

 Promote economic efficiency
 Protect the environment
 Ensure system reliability
 Allocate system benefits fairly among all consumers

Learn more about RAP at www.raponline.org

rsedano@raponline.org

jmigden@raponline.org

mailto:rsedano@raponline.org
mailto:jmigden@raponline.org

