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Rate Case And Investment Recovery


The Rate Case Process
Ohio Law
· Ohio law requires any public utility desiring to establish or change rates to file a written application with the Public Utilities Commission of Ohio (PUCO).
· An application for an increase in rates shall contain a report of property that is used and useful in providing utility service.

Agency Rules

· By rule, all applications for an increase in rates shall conform to the Standard Filing Requirements.

· The standard filing requirements contain the minimum information which utilities are required to submit with their application for an increase in rates.  The prescribed schedules present the applicant utility’s relevant financial and operating information needed to support its request.

· The rules require utilities to file prepared direct testimony of utility personnel or other expert witnesses in support of the utility's proposal.

The Base Rate Formula
· Revenue Requirements  =  Cost of Service

· Revenue Requirements  =  Operation + Maintenance + Depreciation + Taxes      + (Rate of Return x Rate Base)
· RR  =  OE + D + T + (RoR x RB)
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THE DISTRIBUTION FUCNTION
· Recovery of investments in distribution related capital projects may occur through the base rate case process described earlier.  The base rate case process considers capital projects in a broad context relative to a utility’s total operations for a test period and date certain.
Staff recommendations to the PUCO consider: 

The nature of capital investments
Costs
In service dates and service lives
Used and usefulness of capital assets

Capital Structure
Debt and equity costs

· Advantages

The base rate case process encompasses total utility operations where some aspects may increase the revenue requirement and some may create a decrease.
Statute and rule well define the base rate case process.

· Disadvantages

Regulatory lag, up to 275 days from application to PUCO decision. 
Base rates become static once approved.

Smart Grid represents a distribution project with capital investment recovery that occurs through a tariff rider.
· Recovery of investments in distribution related capital projects may also occur through tariff riders.  The tariff rider process considers capital projects in a narrow context often specific to a particular issue.
Staff recommendations to the PUCO consider:
The items discussed under the base rate case process.
Provisions and requirements specified in prior orders and entries.
· Advantages
Greater regulatory flexibility
Shorter processing time

Allows for more current recovery
Annual true-up
· Disadvantage
Rider may relate to a single item without consideration for other aspects of utility operations.
THE TRANSMISSION FUCNTION

The Federal Energy Regulatory Commission (FERC) has jurisdiction relative to the transmission function.  An entity’s open access transmission tariff provides the basis for determining recovery amounts.  The PUCO may move to intervene in a FERC transmission proceeding to address transmission issues. 

Recovery of FERC approved transmission charges occurs through a Transmission Costs Recovery Rider (TCRR).  This rider allows utility to collect revenue based on projected costs that are reconciled to actual results with the application of a carrying charge on any over or under recovery.

THE GENERATION FUCNTION

Sec. 4928.143. (B)(2) (b) A reasonable allowance for construction work in progress for any of the electric distribution utility's cost of constructing an electric generating facility or for an environmental expenditure for any electric generating facility of the electric distribution utility, provided the cost is incurred or the expenditure occurs on or after January 1, 2009. Any such allowance shall be subject to the construction work in progress allowance limitations of division (A) of section 4909.15 of the Revised Code, except that the commission may authorize such an allowance upon the incurrence of the cost or occurrence of the expenditure. No such allowance for generating facility construction shall be authorized, however, unless the commission first determines in the proceeding that there is need for the facility based on resource planning projections submitted by the electric distribution utility. Further, no such allowance shall be authorized unless the facility's construction was sourced through a competitive bid process, regarding which process the commission may adopt rules. An allowance approved under division (B)(2)(b) of this section shall be established as a nonbypassable surcharge for the life of the facility.
