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In the fall of 2009, the Massachusetts Department of Public Utilities (“DPU” or “Department”) took
another significant step forward for consumers and the environment when it approved revenue
decoupling mechanisms for National Grid’s electric utilities and for Bay State Gas Company.! In line
with ENE’s decoupling advocacy, the approved full decoupling mechanisms will fully sever the counter-
productive link between the companies’ energy sales and their revenue, aligning utility incentives with
their customers’ interests in reducing bills through energy efficiency measures. As the Department
recognized, “[p]romoting the efficient and expeditious deployment of demand resources, as mandated
and encouraged by the Green Communities Act, requires the full participation of the distribution
companies” including Bay State and National Grid.2

The decoupling mechanism approved for National Grid will reconcile the company’s actual revenues in
each rate class to an allowed target revenue level, regardless of the cause of the difference between the
two. Differences between actual and allowed revenues will be summed and a uniform adjustment will be
made to the volumetric distribution rate in each rate class. If total actual revenues exceed the target
level, there will be a slight reduction in rates; if the total actual revenues are less than target revenues,
there will a slight increase in rates. Similarly, the Department approved a seasonal “revenue-per-
customer” mechanism for Bay State Gas in which the actual revenue per customer in each rate class is
compared to a target level of revenue per customer.’ Differences among all Bay State rate classes are
summed and will be reconciled through a uniform adjustment to the distribution rate.*

Although a comprehensive study of decoupling mechanisms suggests that these decoupling rate
adjustments are likely to be low,> the Department will cap annual adjustments for both companies at 3%
of total utility revenue.® In addition, for National Grid, should the company produce earnings that
exceed its allowed return on equity (“ROE”), it must flow half of any excess earnings back to
customers.”

The DPU made several crucial decisions in the design of both Bay State and National Grid’s decoupling
mechanisms to ensure that the link between sales and revenue is completely severed. First, holding to its
commitment to full decoupling, the Department rejected a proposal to normalize actual revenues for the
effects of weather. The DPU found adding a burdensome weather normalization component was
unnecessary and would not be in the best interests of the ratepayer.® Second, the Department declined
to adopt a compounding “dead-band” of 0.4% within which no decoupling adjustments would be
made.” In particular, the DPU found that the dead-band would add additional complexity, and would
effectuate partial decoupling that would cause the company to retain an incentive to maximize its sales
within the dead-band range. Third, the Department declined to sunset both Companies’ decoupling
mechanisms after three years, finding that such proposals would contribute to regulatory uncertainty and
send wrong signals to the market.10

The Department concluded that decoupling will reduce utility risks and, thus, the return requirement of
their investors. Specifically, the DPU found that the adoption of a revenue decoupling mechanism will
result in rate year distribution revenues that will closely reflect the distribution revenue requirement
approved in this base rate proceeding and would, thus, reduce variability of the Company’s revenues.!!
In ordering a 10.35% ROE for National Grid (1.25% lower than sought) and a 9.95% ROE for Bay
State (2.30% lower than sought), the Department made it clear that decoupling contributed to a lower
risk profile and a lower cost of capital.



Finding that the adoption of decoupling would eliminate National Grid’s “potential to collect additional
revenue resulting from growth in sales,” the Department approved a capital expenditure rate
adjustment.!2 Under this “CapEx” mechanism, National Grid will be allowed to recover up to $170M in
capital costs prudently incurred in the previous year.!3 In addition, it ordered National Grid to work
with other stakeholders to develop a capital plan that sets out specific metrics and measures of success.!4
Under Bay State’s approved revenue-per-customer decoupling mechanism, the utility can increase its
revenues by adding customers. The Department also approved a mechanism through which Bay State
can additionally collect revenue to replace certain aging infrastructure.!>

In addition to approving revenue decoupling, the Department also approved inclining block rates for
some customer classes in order to align distribution rate design with the Commonwealth’s goal of
promoting efficient use of electric and gas resources.!® In these instances, the inclining block rate will
encourage customers to reduce their use of electricity and natural gas because they would face higher
rates for higher levels of use.

Opverall, the decisions to approve decoupling for Massachusetts’ largest electric utility and one of its
largest gas utilities represent significant opportunities to increase the Commonwealth’s investment in
cost-saving energy efficiency and demand resources. No longer will these utilities be financially
penalized for helping their customers use energy more efficiently.
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