








About EEI

"The Bdison Blectde Institute is the association of U.S. shareholder-
owned electric companies. Qut members serve 95% of the ultimate
customers in the shareholder-owned segment of the industry, and
tepresent approximately 70% of the U.S. electric power industry.
We also have 79 international electric companies as Affiliate mem-
bers and mote than 190 industry suppliers and related organiza-
tions as Associate members.

About EEl's Quarterly Financial Updates

EED’s quatterly financial updates present industry trend analyses
and financial data covering 61 U.S. shareholder-owned electric
utility companies. These 61 companies include 55 electric utility
holding companies whose stocks ate traded on major U.S. stock
exchanges and six electsic utilities who are subsidiaries of non-
utility or foreign companies. Financial updates are published for
the following topics:

Dividends Rate Case Summary

Stock Performance SEC Financial Statements (Holding Companies)
Credit Ratings FERC Financlal Statements (Regulated Utilities)
Construction Fuel

For EEI Member Companies

The BEI Finance and Accounting Division is developing current
year and historical data sets that cover a wide range of industry
financial and operating metrics. We look forward to serving as 4
resource for member companies who wish to produce customized
industty financial data and trend analyses for use in:

Investor relations studles and presentations
Internal company presentatlons
Parfarmance benchmarking

Peer group analyses

Annual and quarterly reponts to shareholders

Edison Electric [nstitute

701 Pennsylvania Avenue, N.W.
Washington, D.C. 20004-2696
202-508-5000

www.eel.org

We Welcome Your Feedback

EEL is interested in ensuring that our financial publications and
industry data sets best address the needs of member companies
and the financial community. We welcome your comments,
suggestions and inquiries.

Contact:

Mark Agnew

Director, Financial Analysis

(202) 508-5049, magnew(@eel.org

Aatron Trent
Manager, Financial Analysis
(202) 508-5526, atrent@eei.otg

Future EE| Finance Mestings

EEI International Utility Conference
March 11-13, 2012

London Hilton on Patk Fane
London, United Kingdom

47th BEI Financial Conference
November 11-14, 2012

JW Matriott Desert Ridge Resort and Spa
Phoenix, Arizona

For more information about EEI Finance Meetings,
please contact Debra Henry, (202) 508-5496, dhenry@eei.org




The 61 U.S. Shareholder—Owned

Electric Utilities

The companies listed pelow all serve a regulated distripution territory. O
shown below because they do not serve a regulated distribution territory. However,

sets, such as transmission-related construction spending,

ALLETE, Inc. (ALE)

Alliant Energy Cotporation (LNT)

Ameren Cotporation (AEE)

Ametican Blectric Power Company, Inc.
(AED)

Avista Corporation (AVA)

Black Hills Corporation (BKH)

CenterPoint Energy, Inc. (CNP)

Central Vermont Public Setrvice
Corporation ({CV)

CH Enezgy Group, Inc. {CHG)

Cleco Corporation (CNL)

CMS Energy Corporation {CMS)

Consolidated Edison, Inc. (ED)

Constellation Energy Group, Inc. (CEG)

Dominion Resources, Inc. )

DPL, Ine. (DPL)

DTE Enetgy Company (OTE)

Duke Hnergy Corporation OUK)

Edison International (E1X)

F1 Paso Electric Company (FE)

Empire District Electric Company (EDE)

FEnergy East Cotporation

Energy Future Holdings Corp. {formetly TXU
Cotp.)

Eatergy Corporation (ETR)

Exelon Corporation EXC)

FirstEaergy Corp. (F'E}

Great Plains Eneegy Incorporated (GXP)
Hawaitan Blectric Industties, Inc. (HE)
1DACORP, Inc. (IDA)

Integtys Energy Group, Tnc. (TEG)
IrALCO Batorprises, Ine.

MDU Resources Group, Inc. (MDU)
MGE Energy, Inc. (MGEE)
MidAmerican Energy Holdings Compary
NextEra Energy, Inc, (NEE)
NiSoutce Inc. (NI}

Northeast Utilities (NU)
NogthWestern Corporation (INWE)
NSTAR (NST)

NV Enetgy, Inc. NVE)

OGE Energy Corp- (OGE)

Otter Tail Corporation (OTTR)

Pepco Holdings, Inc. (PON)

PG&T Corporation (PCG)

Pinnacle West Capital Corpotation (DNW)

PINM Resources, Inc. (PNM)

Pottland General Electric Company
(POR)

PPL Cotporation (PPL)

Progress Energy (PGN)

Public Service Enterprise Group Inc.
(PEG)

Puget Energy, Ine

SCANA Corporation (SCG)

ther utilities, such as transmission provider ITC Holdings, are not
their financial information is inciuded In retevant EEl data

Sempra Esergy (SRE)

Southern Company (SO)

TECO Enetgy, Inc. (TE)

UIL Holdings Cotporation (UIL)
UniSource Energy Corporation (UNS)
Unitil Corporation (UTL)

Vectren Corpotation (VVC)

Westat Energy, Inc. (WR)

Wisconsin Energy Corporation (WEC)
Xcel Energy, Inc. (XEL)



Companies Listed by Category

(as of 12/31/10)

Please refer (o the Quarterly Financial Updatas webpage for previous years' lists.

G_iven the diversity of utility holding company cotporate
strategies, no single company categotization approach will be
useful for all BEI members and utility industry analysts. Never-the-
less, we believe the following classification provides an informative
framework for tracking financial trends and the capital markets’
response to business strategies as companies depatt from the tradi-

tional regulated utility model.

Categorization of the 57 publicly traded utility holding comipa-
nies is based on year-end business segimentation data presented in
10K, supplemented by discussions with company IR departments.
Categorization of the five non-publicly traded companies (shown in
italics) is based on estimates derived from FERC Form 1 data and
information provided by patent company IR depattments.

The FE! Finance and Accounting Division contimuies {0
evaluate our approach to company categorization and business
segmentation. In addition, we can produce customized categoriza-
tion and peer group analyses in response to member company
requests. We welcome comments, suggestions and feedback from

Regulated 80%+ of total assels are regulated
Mostiy Regulated 50% to 80% of total assets are regulated
Diversified L ess than 50% of total assets are regulated
EEI member com
Regulated {39 of 62} NV Energy, Inc.
ALLETE, Inc. PG&E Corporation

Alliant Enetgy Corporation

Ameren Corpotation

American Electric Power Company, Inc.
Avista Corporation

Centtal Vermont Public Service
Corporation

CH Energy Group, Inc.

Cleco Corporation

CMS Energy Corporation
Consolidated Edison, Inc.

DPL, Inc.

DTE Energy Company

Bl Paso Electric Company
Empire District Electric Company
Energy East Corporation

Entergy Corporation

Gteat Plains Energy Incorporated
IDACORP, Inc.

Integrys BEnergy Group

TPALCO Eauterprises, Ine.
Northeast Utilities

NotthWestern Enetgy

NSTAR

Pinnacle West Capital Cotposation
PNM Resources, Inc.

Portland General Blectric Company
Progress Enetgy

Puget Energy, Ine.

Southern Company

TECO Enesgy, Inc.

UIL. Holdings Corporation
UniSoutce Energy Corporation
Unitil Cotporation

Vectren Corporation

Westar Energy, Inc.

Wisconsin Energy Corporation
Xcel Energy, Inc.

Mostly Regulated (19 of 62)
Allegheny Energy, Inc.
Black Hills Cotporation
CenterPoiat Energy, Inc.
Dominion Resoutces, Inc.
Duke Energy Corporation
Edison International

Exelon Cotporation

panies and the financial community.

First Energy Cotp.

MGE Energy, Inc.
MidAnserican Energy Holdings
NextEra Energy, Inc.
NiSource Inc.

OGE Enetgy Corp.

Otter Tail Corporation
Pepeo Holdings, Inc.

PPL Cotporation

Public Service Bnterprise Group, Inc.
SCANA Corporation
Sempra Energy

Diversified (4 of 62)
Constellation Energy Group, Inc.
Energy Futnre Holdings

Hawailan Flectric Industries, [nc.
MDU Resources Group, Inc.

Note; Based on asscts at 12/31/10

The following companies were removed from the
consolidated financial statements for 2009 and 2010
because they did not file Form 10-K with the SEC:
Duquesne Light Holdings, Green Mountain Power,
KeySpan, Kentucky Utilities, Louisville CGas and
Tllectric and Niagara Mohawk Power.
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Rate Case Summary

HIGHLIGHTS

H Sharcholder-owned electric utilities filed 50 rate cases
in 2011 — fewer than the 55 in 2010 and 66 in 2009, but
more than the 42 in 2008 or any other year back to 1992,

H Spending on infrastructure and other capital invest-
ment was the over-riding reason for the year’s rate case
filings. These expenditures were made largely to ensure
system reliability and compliance with envitonmental
regulations.

H A second major driver of 2011’s filings was requests
by utilities to implement tiders and othet mechanisms for
tracking costs between rate cases to help fight repulatory
lag,

H The average awarded return on equity {ROE) in Q4
2011 was 10.29%, near the bottom of a decades-long
decline that saw ROEs fall from above 12.5% in 1990.

COMMENTARY

Shareholder-owned electric utilities filed 10 new rate cases in
4, extending the trend of rising rate case activity since the
eatly 2000s. The trend largely reflects a construction cycle in
the industry driven by the need to replace aging infrastructure
and reduce the environmental impact of power generation.

The quarter’s ten rate case filings brought the number of
filings for full-year 2011 to 50 — fewer than the 55 in 2010
and 66 in 2009, but more than the 42 in 2008 or any other
year going back to 1992,

The average awarded return on equity (ROE) in Q4
2011 was 10.29%, near the bottom of a decades-long decline
that saw ROEs fall from above 12.5% in 1990. Falling inter-
est rates account for much of the decline, Attempts by state
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commissions to moderate rates during times of financial
hardship for many customers have also contributed in recent
years,
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2 RATE CASE SUMMARY
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The average awarded ROE for full-year 2011 was 10.25%,
similar to the 10.27% of 2010, each marking successive re-
cord lows for recent decades. Q4 2011’s average requested
ROE of 10.66% btoke Q3’s low for recent decades of
10.86%. Utilities are doing their patt to adjust for current
weak economic conditions — the average requested ROE
for 2011 was 10.92%, down from 11.15% in 2010,

Regulatory Lag

During times of rapidly 1ising spending, utilities attempt to
recover rising costs by filing rate cases. However, rate cases
ate based primarily on historical costs, and the preparation
for and administration of a case takes time. By the time the
case is decided and rates go into effect they may alteady be
outdated in relation to costs that have continued to rise. We
define regulatory lag as the time between a rate case filing
and decision — a rough proxy for the time between when a
utility needs recovery and when new rates take effect. Elec-
tric utilities often fall short of achieving their allowed return
due to regulatory lag, consequently, the decline in allowed

EEI Q4 2011 Financial Update
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ROEs across the industry may over-compensate, in sore
cases, for declining intetest rates.

While the industry’s average regulatory lag in Q4 2011
was 7.60 months — the lowest in almost six years — the
number is a bit deceptive; a Georgia Power case that took
less than two months brought down the quarter’s average.
In that case, the commission had alteady approved con-
struction work in progress (CWIP), which allows a utility to
pattly recover construction financing costs before a project
comes online, associated with Georgia Power’s nuclear plant
construction at its Vogtle site. Consequently, the associated
rate increase approval was alteady larpely litigated and the
case was commensurably fast,

Regulatory lag spiked np and became volatile during
industty restructuring in the late 1990s and early 2000s.
Otherwise, lag has remained relatively near the average of a
little more than 10 months for decades. Average regulatory
lag for 2011 was 9.62 months.

Some analysts have argued that regulatoty lag is actually
longer if other delays are considered, such as the time
needed to prepare for a case. This perspective would sug-
gest an average regulatory lag closer to twice what our defi-
nition measures, or close (o two years. Commissions can
allow utilities to shorten regulatory lag through the use of
innovative approaches such as intetim rate increases, adjust-
ment clauses and other recovery mechanisms, the use of
projected costs in rate cases, and CWIP, These approaches
have the added benefit of helping smooth the introduction
of rate increases rather than allowing rates to suddenly jump
after a case. However it is measuted, lag obstructs utilities’
ability to earn their allowed return when costs are rising. As
a result, lag can ultimately increase utilities’ borrowing costs.
Commissions and state legislamres can support utilities’
financial health and help curb future rate increases by help-
ing utilities reduce lag,
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U.S. Shareholder-Owned Elegtric Utlitles

Number of Average Average Average Average
Quarter Rate Cases Filed Awarded ROE Requested ROE 10-Year Treasury Yield Regulatory Lag
Q4 1988 i NA 14.30 8.96 NA
Q1 1982 4 NA 15,26 9.21 NA
Q21989 4 NA 13.30 877 NA
Q3 1989 14 NA 13.656 8.11 NA
Q4 1989 13 NA 13.47 7.91 NA
Q11920 5] 12.62 13.00 8.42 6,74
Q2 1980 20 12.85 13.61 8.68 9.07
Q3 1990 6 12,54 13.34 8,70 9.90
Q4 1990 8 12.68 13.31 8.40 861
Q11991 13 12.66 13,29 8.02 11.00
Q2 1991 17 12.67 13.23 8.13 11.00
Q31991 i5 12.49 12.89 7.94 8.70
Q4 1991 12 12,42 12.90 7.35 10.70
Q11992 5] 12,38 12,77 7.30 8.20
Q2 1992 15 11.83 12.86 7.38 9.61
Q3 1992 11 12.03 12.81 6.62 39.00
Q4 1992 12 12,14 12.36 6.74 10.10
Q11993 6 11.84 12.33 6.28 8.87
Q2 1993 7 11.64 12.39 5.99 8.10
Q31993 5 11.15 i2.70 5.62 11.20
Q4 1993 9 11.04 12,12 5.61 10.90
Q11994 i5 11.07 12.15 6.07 13.4¢
Q2 1994 10 1143 12.37 7.08 9.28
Q3 1994 11 12,75 12.66 7.33 11.80
Q4 1994 4 i1.24 13.36 7.84 9.26
Q1 1995 10 11.96 1244 7.48 12.00
Q2 1995 10 11.32 12.26 6.62 10.40
Q3 1995 8 11.37 12,19 6.32 2.50
Q4 1995 5 11.58 11.69 5,89 10.60
Q11996 3 11.46 i2.25 591 16.30
Q2 1996 9 11.46 11.96 8.72 9.80
Q31996 4 10.76 12.13 6.78 14.00
Q4 1996 4 11.56 12.48 6.34 8.12
Q1 1997 4 i1.08 12,50 6.56 13.80
Q2 1997 5 11.62 12.66 6.70 18.70
(3 1997 3 12,00 12.63 6.24 833
Q4 1997 4 11.06 11.93 591 12,70
Q11998 2 1131 12,75 5.59 10.20
Q2 1998 7 12.20 11.78 5.60 7.00
03 1998 1 11.65 NA 5.20 19.0C
Q4 1998 5 12.30 12.11 4.67 9,11
Q11999 1 10.40 NA 4.98 17.60
Q21999 3 10.94 11.17 5,54 8.33
Q3 1999 3 10.76 11.57 5.88 6.33
Q4 1999 4 11.10 12.00 6.14 23.00
Q1. 2000 3 11.08 12.10 6.48 15.10
Q2 2000 1 11.00 12,90 6.18 10.50
Q3 2000 2 11.68 12,43 5.89 10.00
Q4 2000 8 12,50 11.81 5.57 7.50
Q12001 3 11.38 11.50 5.05 24,00
Q2 2001 7 10.88 12.24 5.27 8.00
Q3 2001 7 10.78 12.64 4,98 8.62
Q4 2001 6 11.57 12,29 477 8.00
Q1 2002 4 10.05 12,22 5.08 10.80
Q2 2002 6 11.41 i2.08 5,10 8.16
Q3 2002 4 11.25 12.38 4,26 11.00
Q4 2002 51 11.57 11.92 4.01 8.25

EE! Q4 2011 Financial Update




RATE CASE SUMMARY

.5, Shareholder-Owned Electric Utilitles

Number of Average Average Average Average
Quarter Rate Cases Filed Awarded ROE Requested ROE 10-Year Treasury Yleld Regulatory Lag
Q12003 3 11.49 12.24 3.92 10.20
Q2 2003 10 11.16 11.76 3.62 13,60
Q3 2003 5 9.95 11.69 4.23 8.80
Q4 2003 10 11.09 11.57 4.29 6.83
Q12004 5 11.00 11.54 4,02 7.66
Q2 2004 8 10.64 11.81 4,60 10,00
Q32004 6 10.75 11.35 4.30 12.50
Q4 2004 5 10.91 .\ 11.48 4.17 14.40
Q1 200% 4 10.55 (VAT 11.41 4.30 8.71
Q2 2005 12 10.13 §\0* 11.49 416 13.70
Q3 2005 8 10.84 11.32 421 13.00
Q4 2005 10 10.57 11.14 4,49 8.44
Q12006 11 10.38 e 1123 4.57 7.33
Q2 2008 18 1039 } .Y 11.38 5.07 8.83
Q3 2006 7 10.06 ] \ 11.64 4.90 8.33
Q4 2006 12 10.38 11.19 4.63 8.11
Q12007 11 10.30 11.00 4,68 9.88
Q2 2007 16 1027 | AW 11.44 485 9.82
Q3 2007 8 1002 { ©* 11.13 473 10.80
Q4 2007 11, 10.44 11.16 426 8.75
Q12008 7 10.15 X\ 10.98 3.66 7.33
Q2 2008 8 10.41 fw 10.93 3.89 10.80
Q3 2008 21 10.42) o 11.26 3.86 10.60
Q4 2008 6 10.38 11.21 3.25 11.90
Q12009 13 10.31 11.79 2.74 11.10
Q2 2009 22 1055 §, A\ 11.01 331 9.13
Q3 2009 17 10.46 11.43 3.52 10.90
Q4 2009 14 10.54 oA 11.15 3.46 9.69
Q12010 18 10.45 1 11.24 3.72 10.00
Q2 2010 19 10.123 \V : 11.12 3.49 9.00
Q32010 12 10,27 11.07 2.79 12.40
Q42010 8 10.30 1117 2.86 10.90
Q12011 8 10.35 "}5? 1111 3.46 10.80
Q22011 15 10.24 \0 ’ 11.06 3.21 12.00
Q32011 17 10.13 10.86 2.43 8.64
Q4 2011 10 10.2 10.66 2,05 7.60

NA = Not available
Source: SNL Finanelal / Regulatory Research Assoc. and EEf Rate Department

Q4's Filed Cases
The main driver of filed rate cases in Q4 2011 was spending
on infrastructure, reflecting system upgrades and other ex-
penditures to enhance system reliability, including Smart
Grid-related investment. (Smart Grid is the term for several
advances in utility technology that allow customers more
control over their electricity usage and associated savings,
help utilities locate and efficiently address outages, and
make the grid more self-healing, among other benefits.)
Utility requests to implement riders and other adjust-
ment mechanisms wete a second major driver of filed cases
in Q4. Noteworthy among these wete attempts by several
utilities to implement forecasted test years (ic., the years

EEI Q4 2011 Financial Update

containing the expenses the requested recovery is based on)
to help shorten regulatory lag. :

Focus on Commonwealth Edison

During Q4, laws passed in Illinois established a formula rate
plan for the states” largest electric utilities, require them to
make investments in their transmission and distribution sys-
tems, allow them to recover pension and pension-related
costs and cettain incentive compensation expenses, and re-
quite them to fund a “low income and suppott program’
for certain customers. The formula rate plan incorporates an
ROE calculated by adding 590 basis points the first yeat and
580 basis points each year thereafter to the twelve-month
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average 30-year Treasuty bond yield. The laws require the
utilities to refund or collect from customers any returns out-
side a dead-band of 50 basis points above or below the al-
lowed ROE. The commission can reduce utilities’ allowed
ROE if they do not achieve certain performance metrics,
The commission can terminate the formula rate plan if the
annual rate increase for the years 2012-2014 exceeds 2.5%.
Formula rate plans will terminate at the end of 2017 unless
legislation extends them.

The laws require Commeonwealth Edison to invest $1.3
billion over a five-year period in cettain “electric system up-
grades, modernization projects and training facilities” and at
least $1.3 billion over a ten-year petiod in distribytion and
transmission and smart-grid upgrades. P

Consistent with these laws, in Q4 Commonwe%lth Edi-
son filed proposed performance metrics that could tequite a
downward adjustment of allowed ROE of up to *five basis
points each (up to 30 basis points total) if the company fails
to achieve taigets related to frequency of total systém out-
ages; frequency of “Southern Region” outages; duration of
outages; setvice reliability; number of estimated bills; and
consumption on inactive meters, unaccounted for energy,
and uncollectible expense. (Recently passed laws might have
slightly increased potential downward adjustmentg, but the
amount was not available at the time of this writing)) Com-
monwealth Edison also submitted in Q4 its first formula rate
plan filing, for a decrease that largely reflects the dliffetence
between the company’s previously authotized ROE {10.5%)
and the Jower ROE, (10.25%) calculated under the provisions
of the new laws. '

Riders, Mechanisms, Adjustrents

Mississippi Power filed in Q4 for a “cettified new plant
tider” to reflect a cash retun on CWIP associated with a
new coal gasification combined-cycle plant. Entei:gy Texas
would like to implement two new riders: a purchased power
recovery rider that would reflect all future and existing put-
chased capacity costs, and a renewable energy credit rider
that would reflect the costs of complying with the states’
renewable portfolio standard. Cheyenne Light, Fuel & Power
would like to change its power cost adjustment mechanism
to implement a graduated sharing mechanism.

Forecasted Test Year

Public Service Company of Colorado filed in Q4 for a fore-
casted test year for the first time. A previous settlement ap-
proved the possibility of the company’s filing for a fore-
casted test year. Similarly, Delmarva Power & Light and Po-
tomac Electtic Power (subsidiaries of Pepco Holdings) filed
in Maryland for fully forecasted test years to reduce regula-
tory lag,

Infrastructure Spending

Entergy ‘T'exas filed in Q4 to recover investments in trans-
mission and disteibution infrastiucture, which the company
estimates at $262 million between July 2009 and June 2011.
PacifiCorp in Wyoming filed to recover increased invest-
ments o maintain safe and reliable service in compliance
with environmental regulations and in the context of grow-
ing electricity use in Wyoming,

Under Earning

Delmarva Power & Light in Maryland described its filing in
Q4 as a response, in patt, to the company’s under earning,
‘The company was carning a 3.14% ROE compared to an
authotized 10% ROE. Another Pepco Holdings subsidiary,
Potomac Electric Power in Maryland, explained its filing as 2
tesponse to losses in its Maryland business due in part to

regulatory lag.

2011's Filed Cases

For full-year 2011, spending on infrastructure and other
capital investment was the over-riding reason for rate case
filings. These expenditures were made largely to ensure sys-
tem reliability and compliance with envitonmental regula-
tions. As in Q4, the second major driver of 2011’ filings was
requests by utilities to implement riders and other mecha-
nisms for tracking costs between tate cases. Utilities re-
quested mechanisms to track traditional fuel adjustments,
transmission costs, decoupling, infrasticture costs, conser-
vation costs, CWIP and storm costs, among others. While
such mechanisms help utilities diminish regulatoty lag, other
efforts to diminish regulatory lag were prominent in 2011
filings. Chief among these was attempts by electric utilities to
implement forecasted test years. Utilities also requested for-
mula rates as a strategy for fighting lag..

Infrastructure

Many electric utilities in 2011 filed to recover substantial in-
frastructure investments. Oncor Electric Delivety filed for
$316.8 million related to electric distribution and $36 million
related to transmission as part of its efforts to recover $2.5
billion in delivery system investments since the last rate case.
Puget Sound filed to recover investments in wind generation,
distribution and transmission plant, and other expenses re-
lated to reliability and safety. And Potomac Electric Power in
Washington, DC based its filing in part on its need to replace
aging infrastructute to ensure reliability.

Storms

Storms played a big part in rate case filings in 2011, Oncor
filed in part to recover a deficit in its storm reserve account.
Gulf Power filed for recovery of costs associated with 1,000

EEI Q4 2011 Financlal Update




6 RATE CASE SUMMARY

miles of new power lines constructed to restore the system,
to take reparations for hurricane damage, and to harden the
system against the possibility of future storm damage. Indi-
ana Michigan Power in Indiana filed to establish a storm re-
serve, among many other storm- and system-hardening-
related filings duting the year.

Employee Benefits

Attempts to recover employee benefits were a significant
factor in some of 2011’s rate case filings. Oncor filed to re-
cover pension and other post-employment benefit expenses.
Westar Energy filed in part to tecover higher employee
benefit costs. And, as previously mentioned, legislation in
Hlinois primarily directed toward implementing a formula
rate plan will also allow Commonwealth Edison to recover
pension costs and incentive compensation expenses.

Earned ROE

Several companies had difficulty earning their allowed ROE
in 2011 and filed cases as a result, Oncor filed because the
company was earning an 8.93% ROE while its allowed ROE
is 10.25%. Potomac Electric Power in Washington, D.C.
similarly filed in response to earnings concerns. The com.-
pany said it was earning a 6.46% ROE on its D.C. business,
while it was filing for a 10.75% allowed ROE. Another
Pepco Holdings subsidiary, Atlantic City Electric, filed in
August because the company’s highest eatned ROE since
March 2011 had been 8.33%. The company filed for a
10.75% ROE. .

Rate Mechanisms, Trackers, Riders

Electric utilities filed for numerous mechanisins, trackers,
tiders, and other rate mechanisms during 2011, Fitchbutg
Gas & Electric Light was one of the many compantes filing
for a revenue decoupling mechanism. Fitchburg also filed for
a capital expenditure tracker. Columbus Southern Power and
Ohio Power (subsidiaries of Ametican Electric Power) filed
for distribution investment riders that would recover incre-
mental carrying charges for infrastructure investments in
distribution, The companies also filed for “enhanced setvice
reliability” riders that would reflect vegetation management
costs and “distribution asset recovery” riders that would re-
flect distribution-related regulatory assets. Virginia Electric &
Power in Vitginia filed to recover expenses associated with
new natural-gas-fired, combined-cycle generation through an
adjustment mechanism. State statute permits the company to
collect a cash return on CWIP balances and planning and
development costs through the mechanism. Between adjust-
ments, incremental CWIP balances accrue allowance for
funds used during construction. In the same filing, Vepco
sought updates to recovery mechanisms for fuel and trans-
mission costs.

EEI Q4 2011 Financlal Update

Energy Efficiency and DSM .

In 2011, Kentucky Utilities filed to implement demand-side
management (IDSM) and energy efficiency programs, Nevada
Power filed for incentive-related revenue for DSM invest-
ments at an ROE 500 basis points above its authorized
ROE. Puget Sound Energy filed to implement a conserva-
tion savings adjustment mechanism designed to recover lost
tevenues associated with energy efficiency investments.

Future Test Year

A number of companies filed to base recovery on a future
test year, latgely to fight the effects of regulatory lag, Poto-
mac Electric Power in D.C. filed for a fully forecasted test
year in response to its under-earning the authorized ROF,
Westat filed for a test period updated for known and meas-
ugable changes. As previously mentioned, Public Service
Colorado and Pepco Holdings subsidiaties also filed in 2011
for future test yeats.

Construction Work in Progress

Several companies sought to recover CWIP during 2011.
South Carolina Electric & Gas filed to recover a cash retutn
on incremental CWIP for constiuction that includes two
nuclear units scheduled to come online in 2016 and 2019.
The total estimated cost for SCE&G?s 55% share of the
units is $5.6 billion. Southwestern Electric Power filed for a
rider for CWIP. And Georgia Power filed for CWIP associ-
ated with its Vogtle nuclear plant construction.

“Falr” Ratemaking

During 2011, utilities filed rate cases in Virginia in compli-
ance with a recent state law requiting biennial rate reviews.
In these, the commission is to determine a “fair ROE” not
less than, but not exceeding by more than 300 basis points, a
three-year average of ROEs teported to the SEC by a peet
group of vertically integrated electric utilities in the south-
eastern US. with investment-grade bond ratings. The com-
mission can adjust this ROE within a range of 100 basis
points, based on operating performance. In Arizona, the
commission requited rates to be based on “fair value” rate
base. The commission defined “fair value” as an equal
weighting of net original cost and “reconstruction cost new.”
However, the Atizona utilities also provide a historical rate
base and a traditionally calculated rate of return as part of the
rate case.

Q4's Decided Cases

Customer Charges
In Q4, Kentucky Utilities in Vitginia sought to raise the cus-
tomer charge from $10 to $12 and entered into a settlement
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that would have allowed this treatment, but the commission,
in accepting most of the settlement, disallowed the customer
charge increase in order to lessen “the burden on lower-use
customers during this petiod of increasing rates.” Idaho
Power’s settlement in Idaho allowed it to raise the customer
charge from $4 to $5 without commission challenge.

Effects of Economic Volatifity on Rate Decisions

In Q4, Detroit Edison attempted to implement an interim
rate increase until the company could get a decision in its
rate filing. However, the commission disallowed 53% of the
company’s interim rate increase, citing in part the economic
crisis in Michigan, from which, the commission said, the
state was just beginning to cmerge. At the same time, the
commission awarded the company a 10.5% ROE, a 50-basis-
point reduction from the company’s previously awarded
ROE, saying the reduction in ROE “reflects the reduction in
the company’s sisk due to stabilization of the capital markets
and general economic improvement since the time the Com-
mission last authotized Detroit Edison’s ROE.”

Trackers and Other Rate Mechanisms

Q4 saw much activity related to trackers and other rate
mechanists in decided cases. The Michigan commission
modified Detroit Edison’s proposed revenue decoupling
mechanism and eliminated the company’s uncollectible ex-
pense tracking mechanism, testoration tracker, line clearance
tracker and customer choice incentive mechanism. In Vit-
ginia, the commission approved Appalachian Power’s pto-
posed renewable portfolio standard revenue adjustment
clause and the company’s proposed increase in an environ-
mental adjustment clause and a plant expense adjustment
clause,

In Washington state, a settlement allows Avista to defer
and amortize over a four-year period operation and mainte-
nance expenses varying from what was approved in rates for
cettain generating facilities. While the commission approved
the treatment, it said “this particular mechanism has never
been examined, let alone approved, by the commission in a
prior rate case.” The commission said it approved the
mechanism “only because it appears to reduce immediate
costs to ratepayers and it will only operate provisionally. The
fact that Avista will not collect a return on the deferred
amount, as well as the reasonableness of a smoothing of only
maintenance expenses above the baseline, allow us to con-
clude that approval on a provisional basis is appropriate. The
company has also indicated that we can revisit the mecha-
nism at a future time without undue administrative diffi-
culty.” The commission vowed continued scrutiny.

Employee Compensation Issues
In Michigan in Q4, the commission rejected, as it had previ-
ously, Detroit Edison’s attempt to recover $37 million in

non-executive incentive compensation, saying this compen-
sation “Is still tied to financial performance and the com-
pany’s benefit/cost analysis contains assumptions that are
not well supported. The Commission adds that in light of
the economic difficulties faced by many of the company’s
ratepayets, it is essential Detroit Edison convincingly dem-
onstrate that the benefits of any incentive program outweigh
the costs of the program. The Commission nevettheless en-
courages the company, in future rate case filings, to provide
more detail regarding its incentive program and better sup-
port for the assumptions contained in the benefit/cost analy-
sis.” The commission also disallowed $7 million in executive
benefits for non-qualified pension and deferred compensa-
tion costs, finding the company “failed to persuade the
Commission that these plans are now redesigned to benefit
ratepayers rather than shareholders,”

In Washington, the commission ordered Avista to file,
before its next rate case, information on its executive com-
pensation packages. The commission intends to use this in-
formation to evaluate the company’s revenue requirement
associated with executive compensation.

In Wisconsin, the commission reduced Notthern States
Power’s tequest for incentive plan compensation for non-
bargaining-unit employees by $1.9 million, saying
“Consistent with other large investor-owned utilities in Wis-
consin in which the costs associated with incentive pay plans
are not included in revenue requirements, and the current
economic conditions in Wisconsin, it is appropriate for the
Commission to limit the financial impact on ratepayers and
exclude these costs from revenue requitements,” The com-
pany had proposed metit pay increases of 2.5% for employ-
ees, The commission limited the increases to 1.5% for non-
union employees.

Decoupling

In Q4 in Michigan, the commission adjusted Detroit Edi-
son’s revenue decoupling mechanism such that the mecha-
nism does not adjust rates to account for revenue variations
caused by weather. The revised mechanism also caps under-
and over-recovery at 1.5% the first year and 3% in subse-
quent yeats. Also in Michigan, a settlement required Upper
Peninsula Power to terminate its pilot revenue decoupling
program on 1/1/2012. The program compared actual (non-
weather normalized) revenue per customer with the base
revenue per customer. ‘The settlement tequires the company
on 1/1/2013 to implement a new revenue decoupling
mechanism that compares weather-normalized revenue by
rate class with the base level established by the settlement.
Thus the revised mechanism does not adjust rates to account
for revenue varations caused by weather, In addition, as
with Detroit Edison, the revised mechanism has annual caps
on undet- and over-recovered revenues of 1.5% the first year
and 3% subsequent years. In Obhio, stipulations approved by
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the commission allow Columbus Southern Power and Ohio
Power to implement pilot decoupling programs. Annual in-
creases in these programs are capped at 3% for each cus-
tomer class.

Energy Efficiency and DSM

In Vitgiaia in Q4, Kentucky Utilities entered into a settle-
ment that approved the company’s proposed enhanced en-
ergy efficiency and demand side management (DSM) pro-
grams, However, the commission prohibited the commpany
from implementing the enhanced programs because of the
size of rate increase they would entail and “the potential im-
pacts on customers that will not receive benefits of these
programs.” The commission said it did not prohibit the
company from requesting enhanced energy efficiency and
DSM programs in the future. In Nevada, the commission
approved incentive revenue for DSM investments, awarding
the company a return 500 basis points above base ROE for
the investments.

Forecasted Test Year

In Vitginia, the commission rejected Appalachian Power’s
tequest to use forecasted rate year projections to adjust test-
yeatr rate base for certain items such as plant in service,
CWIP, accumnulated depteciation, and accumulated deferred
income taxes. The commission said “We do not find the
company’s overall forecasted projections of these future
costs reasonably can be predicted to occur during the rate
year.” In New Mexico, a settlement entered into by South-
western Public Service sets guidelines for the use of a future
test year in the next rate case, if the commission has not es-
tablished rules on future test years by that time.

Focus on Appalachian Power, Virginla
Appalachian Power had a rate case decided in Virginia in Q4
in which the commission said it awarded the company a 50-
basis-point ROE premium (awatded ROE was 10.9%) be-
cause the company had achieved renewable portfolio stan-
dard targets. However, the commission excluded from gate
base the company’s prepaid pension asset, saying although
“the Commission has previously approved rate base treat-
ment of this asset, we find . . , based on the record in this
proceeding . . . that rate base treatment places unteasonable
and uanecessary costs on ratepayers.” The commission
noted that conttibutions to pension funding are at manage-
ment’s discretion and that management made a large contri-
bution to be financed using low-cost commercial paper.
Consequently, including this asset in rate base at the com-
pany’s overall cost of capital would require customers to pay
a higher carrying cost than the company was paying,

The commission also rejected the company’s inclusion
of costs associated with its accounts receivables factoring
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program in the cash working capital component of rate base.
Under the program, the company sells accounts receivable to
an affiliate that uses them to obtain financing, The commis-
sion concluded that the company was applying a higher
overall cost of capital to the program than the commission
specified when it originally approved the program.

The company also wanted to defer and amortize the
costs associated with a workforce reduction program, How-
ever, the commission determined “it is appropriate for the
amortization of the costs of this program to commence with
— and to ttack — the realization of savings related thereto
in a manner that effectuates a matching of costs and savings.
+ .« we find the savings realized from this cost-reduction ini-
tiative exceed the costs theteof prior to the start of the rate
year and in this case. As a result, these costs will be com-
pletely amortized before the beginning of the rate year, and
thus, no such costs shall be included in rates prospectively.”

ROE

The Colorado commission, in setting ROE for Black Hills
Colorado Electric, relied solely on a discounted cash flow
analysis. The commission said that “even though other cost
of equity models may serve to check the reasonableness of
ROE calculations, the DCF is mote reflective of why an in-
vestor buys utility stock.” In Wisconsin, in determining the
ROE for Northern States Power, the commission said
“while financial models show that the required returns are
declining, [the company] has entered into a major construe-
tion phase. The commission finds that a 10.4% ROE under
these citcumstances should allow the company to attract
capital at reasonable terms without unduly burdening con-
sumers with excessive financing costs.”

Full-Year 2041's Decided Cases

Employee Compensation

2011 saw numerous attempts by commissions to trim em-
ployee compensation largely to protect a customer base suf-
fering from the weak economy. The Wisconsin commission
lowered Wisconsin Public Setvice’s requested payroll ex-
penses by $5 million by eliminating expenses associated with
goal-sharing plans for exempt and non-union employees and
expenses associated with stock options, restricted stock, and
petformance shares, among other items. Tn New York, the
commission disallowed $19 million of variable pay expense
for Niagara Mohawk Power, saying such expense should be
self-supported by cost savings generated “through the efforts
and programs for which vatiable compensation is provided.”
In Minnesota, the commission denied Otter Tail Power the
costs of a supplemental pension program for officers and
certain other employees.
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Decoupling

Decoupling was also a subject appearing in numerous cases
in 2011. The Delaware commission apptoved a scttlement
giving Delmarva Power & Light a modified fixed-vatiable
rate design. (The modified fixed-variable rate desipn essen-
tially decouples rates from revenues,) In New York, the
commission adopted a revenue decoupling mechanism for
Niagara Mohawk, but rejected the company’s proposal to
index the mechanism to inflation. In Massachusetts, the
commission similarly approved a revenue decoupling mecha-
nism for Western Massachusetts Electric but rejected adjust-
ments for inflation, replacement of aging infrastructure,
storm hardening, and distribution automation. Part of the
commission’s reason for rejecting these adjustiments was the
company’s lack of funding in these areas over the past ten
yeats. The commission said the company does not need an
inflation adjustment factor in an era of low inflation and that
the “Company’s allowed ROE provides it with a reasonable
means of compensation for assuming the normal business
risk of inflation.”

Return on Equity

Return on equity was a contentious issue in 2011, in part
because awarded ROEs were at the lowest levels in decades.
In New York, the commission gave Niagara Mohawk the
option of a $1127 million increase based on an ROE of
9.1% or a $119.3 million increase based on an ROE of 9.3%
and conditioned on the utility not filing another rate case
until 1/1/2012. The utility chose the latter, but even at the
higher ROE level, the awarded ROE was the third lowest in
the industry over the last two decades. In determination of
the ROE, the commission largely accepted staffs recom-
mendation, which was to double emphasis on the discounted
cash flow methodology and reduce the ROE to reflect Niag-
ara Mohawk’s better credit quality than that of the proxy
group.

For Kansas City Power & Light subsidiaries in Missouti,
the commission adopted a 10% ROE as within the “zone of
teasonableness”, or 100 basis points above and below the
recent average ROE authorized for electric utilities nation-
wide, and as “very near” the average of equity returns for
Midwest utilities in 2010. The companies had wanted to in-
cotporate a 25-basis-point adder to reflect achievements in
reliability and customer satisfaction, but the commission re-
jected the adder, citing increases in customer complaints be-
tween 2008 and 2010,

In New Mexico, Public Service New Mexico entered
into a settlement that would have given the utlity a 10.25%
ROE. However, the commission lowered the ROE to 10%,
saying the stipulation did not follow the commission stan-
dard of basing ROE on a peer group of dividend yields for a
full 360 days.

Trackers, Adjustment Clauses,

and Other Rate Mechanisms

As is often the case, rate mechanisms played a large role in
decisions during the year. In New Mezico, Public Service
New Mexico had entered into a settlement allowing the util-
ity to implement a capital additions tider, but the commis-
sion did not approve the rider, saying such a rider would
reptesent “a major departure from and violation of the Com-
mission’s long-standing policy against piecemeal ratemaking,
-« . Piecemeal ratemaking mechanisms like the Additions
Rider allow the utility to escape the true-up of rates for load
growth,”

In Indiana, the commission rejected Southern Indiana
Gas & Electric’s proposed decoupling mechanism, saying
that, because the fixed costs of a vettically integrated electric
utility company are greater than those of gas utilities or dis-
tribution-only electric utilities, customers are less likely to
benefit from conservation efforts, However, the commission
said that “creative rate designs which enhance the efficient
use of energy, such as time-differentiated rates, may influ-
ence the attractiveness of a decoupled rate design.”

In Missouti, commission staff had recommended that
the company’s fuel adjustment shating ratio be changed
from 95%/5% (the company recovers 95%, tather than
100%, of the cost difference between the fuel costs ap-
proved in rates and actual fuel costs as an incentive for the
company to pussue efficient fuel procurement) to 75%/25%.
The commission retained the 95%/5% ratio, saying the lack
of finding of imprudence in the company’s fuel procurement
did not warrant a change in the ratio.

Trackers v. ROE

2011 saw several instances of commissions moderating
ROEs, claiming trackers or other rate mechanisms employed
by the utilities shifted risk from the utility to the customer,
In Hawaii, the commission granted Hawaiian Electric a
lower ROE (10%) than the commission had granted the
company for the purposes of collecting interim rates. Part of
the reason for the lower ROB was that the commission
thought the rate mechanisms also granted in the case — a
revenue decoupling mechanism, an earnings sharing mecha-
nism, and a purchased power adjustment clause — reduced
the company risk to the point that a lower ROE was war-
ranted. One commissioner dissented, preferring an even
lower ROE of 9.5%,

In Indiana, the commission said that an ROE higher
than 10.4% was not warranted for Southern Indiana Gas &
Electtic given the numerous cost recovery mechanisms the
company has. And in Massachusetts, one reason the com-
mission gave for awarding Fitchburg Gas & Blectric a 9.2%
ROE was the company’s recovety mechanisms, including
mechanisms for supply-related bad debt, demand-side man.
agement and residential customer assistance, pension and
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post-retitement benefits other than pension, and a revenue
decoupling mechanism, The commission said these provide
for more timely and predictable tecovery of costs than does
traditional regulation, and they therefore result in lower risk
to the company.

Because recovery through rate mechanisms are subject
to disallowances, just as in fully litigated rate cases, teducing
ROE to reflect less risk may be premature in many cases.

Customer Charges

During 2010, electric utilities continued their efforts to raise
customer charges to better reflect the natute of cost causa-
tion within the industry. In Massachusetts, the commission
tejected Western Massachusetts Electric’s proposal to in-
crease customer charges, saying “lowering the customer
charge so that more revenues will be recovered through
volumetric charges best balances our rate design goals,” In
Arkansas, while Oklahoma Gas and Electtic had proposed
significant increases in customer charges, the settlement the
company enteted into only allowed for modest increases in
the customer charge, except for the industrial customer
charge, which increased from $300 to %450, In Ilinois, the
commission authotized Commonwealth Edison to increase
its residential customer charge such that 50% of the com-
pany’s fixed costs are recovered through the charge. The
commission said its decision to do this is intended to
“gradually move toward more tealistic cost causation and
avoid rate shock.”
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Storm Recovery

The impact of stormy weather in the U.S, in 2011 and previ-
ous yeats played a part in some 2011 rate case decisions, In
West Virginia, Appalachian Power enteted into a settlement
that allowed the company to defer extraordinary storm dam-
ages and amortize the deferral over eight years. In Maryland,
Delmatva Power & Light entered into 2 settlement that gl.
lows the company to amortize extraordinary storm costs of
$1.5 million over five years,

In Massachusetts, the commission awarded Fitchburg
Gas & Electric a low 9.2% ROFE, While the commission al-
lowed most of the costs associated with the storn, it disal-
lowed overtime pay for salatied employees and Carrying costs
and legal consulting fees associated with the investigation
into the company’s handling of the storm,

Smart Grid Investment Recovery

In 2011, advanced metering infrastructure costs were - ap-
proved for Hawaiian Blectric. Pacific Gas and Electtic en-
tered into a settlement that allows the company to establish a
balancing account to recover smart meter costs outside of a
general rate case and with an initial $62 million for electric
recovery. The Pennsylvania commission also approved smart
meter investments for Duquesne Light; a settlement the util-
ity entered specified that 2 10% ROE and a 46% equity ratio
should be used for the putposes of recoveting those invest-
ments. A




