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Risks Affected By
Decoupling

» Covered here:
— Weather
— Economic
— Regulatory Lag

» Addressed later:

— Implications for financial & business risk of
utility



What 1s weather risk?

» Weather risk Is the risk that revenues
change on account of changes in weather

» |f you receive more (or less) revenues or
pay less (or more) in customer bills, then
you face weather risk



Relationship of Utility Profits
and Customer Bills to Weather

» Prices are usually determined using
weather-normalized billing determinants

» In extreme weather, consumption goes up,
along with profits and consumer bills

» In mild weather, consumptio

n goes down,

along with profits and consumer bills
» Both utility and customer face risk, with

opposite economic effect



Decoupling Also Decouples
Revenues From Weather

» Because Target Revenues are determined using weather-
normalized values, decoupling eliminates effect of weather
on utility net revenues.

» Myth: Decoupling “shifts” weather risk from utility to
customer

» Reality: Utility and customer take (or avoid) weather risk
together in near zero sum wealth transfer (taxpayers take
part of risk as well). For every weather-related decoupling
price increase, there is equally likely to be a weather-
related decoupling decrease.

— Wealth transfer is, therefore, a function of the vagaries of the
weather — consider whether there are any public policies furthered
by this phenomenon



Economic Risk

» Like weather, changes in economic
conditions can change sales volume

» Decoupling has the effect of eliminating
this risk as well because price adjustments
are driven by actual sales

» Commission might consider off-ramps to
account for significant changes in economic
conditions



Regulatory Lag

» Because prices are periodically adjusted to
reflect changes in sales, decoupling has
effect of reducing regulatory lag

» May have cost of capital implications

» Should have effect of reducing lumpiness of
price changes that occur in periodic full rate

cases (lI.e., to the extent that GRC increase Is
driven by changing sales/customer, these are
tracked annually or in real-time by decoupling).



Outside the Effect of
Decoupling

» Because decoupling drives revenues, not
costs, utility profits remain a function of
changes in underlying cost structure

» Utility ability to improve profits by
reducing costs Is not impacted



Questions?



