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The Regulatory Dilemma

• How to reduce consumption without 
adversely impacting the electric utility



The Decoupling Solution

• Provide investor owned electric utilities 
with a guaranteed return irrespective of 
kilowatt-hour sales.

• Increase rates if customers consume 
less.
– In theory if rates go up it will encourage even 

greater conservation.



The Decoupling Fallacy when 
applied to Investor Owned Utilities.
• The criteria used by investors is the 

potential for growth in stock value and 
dividend yield. They look for earnings 
growth.

• Decoupling freezes earnings growth.



Decoupling will discourage utilities from 
making investment in more efficient 

Florida power plants

• Earnings in Florida have been essentially frozen for the 
last fifteen years without decoupling. A disproportionately 
small portion of the cash flow from base rate profits and 
depreciation charges generated from Florida customers 
was reinvested in more efficient power plants in Florida.

• Investment in Florida reduces the profit in base rates.
• IOUs looked for greater returns by diverting the revenue 

from Florida consumers to the non regulated activities of 
their holding companies which promise even greater 
earnings. Decoupling will exacerbate this phenomenon



The Decoupling Fallacy When 
Applied to Consumers

• Florida Consumers already endure some of  the 
highest monthly bills in America.

• The recent FPL and PEF midcourse correction 
cases in Docket 080001-EI Provide an example 
of what will Happen with Decoupling. Reduced 
consumption resulted in rate  increases of over 
$400 million in the fuel charge. 

• Ironically under decoupling rates will go down if 
consumption increases.









Regulatory Fallacy of Decoupling

• The Utility Return on its Rate Base should be Based on 
the Risk Investors Assume

• The Commission and Legislature have Already Shifted 
the Risk on all Cost Recovery Items to Customers. Cost 
Recovery Clauses now Provide up to 75% of Utility 
Revenue

• Shifting the Return Risk to Customers Will offset most of 
the remaining Risk and Should Result in a Lower ROE



A Better Solution to the Regulatory Dilemma 
Created by Reduced Sales Growth

• The solution suggested by Professor Paul Sotkiewicz, Director of
Energy Studies, Public Utility Research Center, University of Florida 
at the workshop held last November recognizes that electric utilities 
are capital Intensive with large fixed costs.  In this circumstance 
trying to recover fixed costs with a variable consumption charge is 
counterproductive. IOUs are discouraged from promoting sales 
reduction.  He proposed a rate structure with a fixed charge to 
recover fixed costs and a consumption charge to recover fuel and
other costs that vary with consumption.  Reduced sales will then not 
be harmful to IOUs.   FIPUG joins in recommending this approach.



How does this solution encourage investors 
looking for growth in value and dividend 

yield?
• The solution recognizes that traditional investors in public utilities 

are seeking stability and secure income. Enlightened regulation with 
proper rate structures will provide this stability and secure income 
without undue hardship on captive customers.

• Companies that seek greater returns through the greater leverage
and the income tax benefits a public utility holding company 
provides will be able to obtain greater profits from the greater risk 
they assume without shifting more risk to customers.


