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Q. PLEASE STATE YOUR NAME. 1 

A. My name is Raymond Gifford.  I am a partner at the Denver law firm Kamlet 2 

Shepherd & Reichert LLP.  From 1999-2003 I served as Chairman of the 3 

Colorado Public Utilities Commission, and from 2003 to 2006, I was President of 4 

The Progress & Freedom Foundation, a think tank that focused on the legal and 5 

economic issues surrounding network industry regulation.  I am also an adjunct 6 

professor at University of Colorado Law School.  I began my career in regulation 7 

as a First Assistant Attorney General representing, among others, the Staff of the 8 

Colorado Public Utilities Commission.  My complete background, including 9 

publications and past testimony, is attached as PNM Exhibit RLG-1R. 10 

 11 

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS 12 

DOCKET? 13 

A. I have been asked by Public Service Company of New Mexico (PNM) to offer 14 

rebuttal testimony regarding it meeting the requirements of Commission Rule 15 

550, which would allow PNM to introduce a Fuel and Purchased Power Cost 16 

Adjustment Clause (FPPCAC) as a rider to PNM’s electricity rates.  In principle, 17 

it seems to me that a FPPCAC is a sound basis for rate design given current 18 

circumstances in the electricity sector.  NMPRC Rule 550 captures the relevant 19 

regulatory considerations for this Commission, and I believe that Staff’s and 20 

Intervenors’ objections are unavailing from a regulatory policy perspective. 21 
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Q. WHY, CONTRARY TO STAFF AND INTERVENORS OPPOSITION, 1 

DOES AN AUTOMATIC ADJUSTMENT CLAUSE MAKE SENSE? 2 

A. The current circumstances surrounding fluctuations in fuel and purchased power 3 

costs warrant adoption of some sort of automatic adjustment clause (AAC). The 4 

FPPCAC proposed in this case makes sense for the utility, ratepayers and the 5 

Commission. 6 

Specifically, I am offering testimony to rebut claims that PNM should not be 7 

authorized to use a FPPCAC pursuant to Rule 550.  This rebuttal addresses three 8 

points offered by Staff and Intervenors: 9 

1. First, I address the background and context for Automatic Adjustment 10 

Clauses in rebuttal to claims the FPPCAC represents a departure from 11 

normal regulatory practice; 12 

2. I rebut claims that institution of an FPPCAC will burden consumers and 13 

overtax the ability of the NMPRC to regulate PNM; and, 14 

3. I address the concerns raised by Staff about weakened incentives for PNM 15 

to prudently manage its fuel and purchased power costs. 16 

This discussion rebuts claims by Staff witness Potturi (pages 15:17-22:16); 17 

NMIEC witness Dirmeier (pages 6:2-35:9); Albuquerque witness Dittmer (pages 18 

18:13-30:16); UNM witness Tysseling (pages 160:15-171:1) and AG witness 19 

Crane (pages 77:1-84:16). 20 

21 
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I. PRECEDENT AND BACKGROUND OF AUTOMATIC ADJUSTMENT CLAUSES 1 

 2 

Q. WHAT IS YOUR VIEW OF AUTOMATIC ADJUSTMENT CLAUSES? 3 

A. Regulatory commissions introduce AACs during times of input cost volatility, 4 

usually involving fuel, or during other instances where utilities have little control 5 

over major portions of their costs.  Thus, AACs make sense during periods of 6 

resource cost fluctuation and uncertainty.  AACs promote resource conservation, 7 

better spread out the administrative burdens on commissions, and limit cash flow 8 

volatility and credit pressures on regulated utilities. 9 

 10 

Q. OPPONENTS OF THE FPPCAC PORTRAY IT AS A DEPARTURE 11 

FROM TRADITIONAL RATEMAKING, IS THIS THE CASE? 12 

A. AACs – of which the FPPCAC proposed here is one type – are not new.  New 13 

York introduced an AAC during World War I, then called an “escalator clause,” 14 

so the state’s utilities could recover costs associated with rapidly increasing coal 15 

prices.  AACs resurfaced during the 1970s to compensate for rapidly increasing 16 

fuel costs.  Then-chairman of the New York PSC Alfred Kahn, the noted 17 

regulatory scholar and economist, introduced AACs for his state’s utilities.  These 18 

clauses, in varying forms, then spread across the nation as a means of keeping 19 

utilities solvent and the lights on. 20 

During the 1980s and 1990s, when fuel costs stabilized, AACs became less 21 

prevalent and, for that matter, necessary.  Nonetheless, in 1991 a study by the 22 
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National Regulatory Research Institute (NRRI) found that 41 state commissions 1 

and FERC had implemented some sort of fuel adjustment clause.1 2 

 3 

Q. WHAT IS THE STATUS OF AACs TODAY IN OTHER JURISDICTIONS? 4 

A. Currently, AACs – in various forms – are even more important as all major fuel 5 

inputs for electricity exhibit price fluctuations and increases not seen since the 6 

1970s.  Not just natural gas, which has seen prices sextuple in the past decade, but 7 

coal and nuclear fuel have recently experienced rapid – and unexpected – price 8 

increases.  NMPRC Rule 550 captures what commissions around the nation 9 

consider when implementing an AAC.  Here, as elsewhere, commissions consider 10 

whether fuel and purchased power are: a significant portion of a utility’s costs, 11 

fluctuate and are unpredictable, and continue to promote least cost practices.  That 12 

so many other jurisdictions use some form of an AAC and consider many of the 13 

same factors as this Commission should give this Commission a degree of 14 

comfort about implementing an FPPCAC here. 15 

 16 

Q. WHAT CONCERNS ARE ANIMATING OTHER JURISDICTIONS TO 17 

IMPLEMENT OR CONTINUE WITH AACs? 18 

A. Because of continuing fluctuations in fuel costs, and because those fuel costs are 19 

reflected directly in the cost of purchased power, regulators across the country 20 

turn to AACs as a means to address the regulatory difficulty of accurately 21 

                                                 
1 Robert E. Burns, Mark Eifert and Peter A. Nagler, Current PGA and FAC Practices: 
Implications for Ratemaking in Competitive Markets, National Regulatory Research 
Institute (Columbus, OH 1991). 
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predicting future costs.  In this way, AACs are not so much a departure from 1 

traditional regulation, but a prudent response to changed circumstances that 2 

cannot adequately be addressed by older methods of regulation.  Like regulators 3 

in the past and elsewhere in the country, the NMPRC would simply be responding 4 

with the best regulatory solution to the circumstances it faces by implementing the 5 

FPPCAC in this case.    6 

 7 

Q.  PLEASE EXPLAIN. 8 

A. While AACs originally represented a departure from classical utility rate 9 

regulation, they now have become the rule for rate design, rather than the 10 

exception. Claims made by witnesses Dittmer (p. 18) and Dirmeier (p.8) that 11 

AACs are exceptional departures from “normal” regulation fail to account for the 12 

fact that AACs are now more “normal” than the older practice of predicting all 13 

costs through a rate case. 14 

 15 

Q. OPPONENTS OF THE FPPCAC CLAIM THAT AACs ARE 16 

EXCEPTIONAL, IS THIS THE CASE? 17 

A. The investor-owned utility with which I am the most familiar -- because I 18 

regulated it -- Xcel Energy, has AAC-type riders in all of its jurisdictions – 19 

encompassing New Mexico, Texas, Colorado, Minnesota, South and North 20 

Dakota and Wisconsin.  Arizona Public Service (APS) has been authorized to 21 

implement a forward-looking Power Supply Adjustor (PSA) proposed by the 22 
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Arizona Commission Staff to act as an AAC for its fuel costs.2   As the NRRI 1 

study revealed, most states and FERC use some type of AAC as part of their 2 

regulatory systems. 3 

 4 

Q.  WHY ARE AACs SO PREVALENT THEN? 5 

A. In New Mexico, as NMPRC Rule 550 implicitly acknowledges, fuel and 6 

purchased power costs often represent a very large portion of a utility’s cost of 7 

service, both as a percentage and in dollar amount.  This fact means either that the 8 

PRC and parties to a rate case have to predict fuel and purchased power costs with 9 

unbelievably accurate prescience, which is impossible, or face the consequences 10 

of mis-prediction, which means more administrative burden through more 11 

frequent rate cases, more shaky credit standing because of cost recovery 12 

uncertainty, and less accurate signals to consumers about the effects of their 13 

resource use.  In all, allowing a Rule 550 FPPCAC, like AACs around the 14 

country, is a much sounder practice that will much better achieve the goals of 15 

traditional regulation. 16 

 17 

Q. HOW DOES THIS HISTORY OF AUTOMATIC ADJUSTMENT CLAUSES 18 

RELATE TO THE FPPCAC AT ISSUE HERE? 19 

A. I discussed the history of AACs to put the proposed FPPCAC at issue here in 20 

historical context.  Opponents of the FPPCAC portray it as an unprecedented 21 

                                                 
2 In the Matter of the Audit and the Fuel and Purchased Power Practices and Costs of 
Arizona Public Service Company, Docket No. E-01345A-05-0816 et al. Decision No. 
69663 at pp. 105-113 (Arizona Corporation Commission June 28, 2007). 
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break with normal regulatory practice.  This is simply not the case.  The very fact 1 

that the Commission has promulgated Rule 550 indicates that AACs are an 2 

accepted part of utility regulatory practice.  The widespread use of AACs across 3 

the nation today further underscores this fact.  AACs are part of the regulatory 4 

toolbox, invented to address a specific set of circumstances when fuel and power 5 

costs are volatile and uncertain in the future.  At this moment in regulatory 6 

practice, that tool must be used so that regulators can properly do their job to 7 

achieve the public interest. 8 

 9 

II. AN FPPCAC IS IN THE INTERESTS OF CONSUMERS, PNM, AND THIS 10 

COMMISSION. 11 

 12 

Q. OPPONENTS OF AN FPPCAC CLAIM THAT ITS INSTITUTION WILL 13 

BE BAD FOR CONSUMERS AND OVERBURDEN THIS COMMISSION, 14 

WHY IS THAT NOT THE CASE? 15 

A. For consumers, an adjustment clause more immediately and clearly communicates 16 

the price of their resource use.  This encourages conservation, and does not distort 17 

energy use practices and planning for residential, commercial and industrial 18 

customers.  For the Commission, the FPPCAC spreads out the administrative 19 

burden it must carry to meaningfully regulate the utility by isolating fuel and 20 

purchased power decisions. Further, it reduces the potential effects from mis-21 

predicting future fuel and purchased power costs during the course of a rate case. 22 
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Such mis-predictions, which are inevitable today during times of change and 1 

fluctuation, would have the twofold downside of increasing the utility’s costs of 2 

capital and triggering more frequent rate case filings. 3 

 4 

Q. HOW DOES A FPPCAC BENEFIT CONSUMERS? 5 

A. There is an old commercial for Fram Oil filters where the mechanic says “You 6 

can pay me now, or pay me later.”  The message that commercial communicated 7 

is that it is worth incurring some up-front maintenance costs, rather than deferring 8 

things until they get dire and cost more to handle. The same common sense 9 

principle is at issue here.  Ratepayers will always end up paying prudently 10 

incurred fuel and purchased power costs – they can either do it more immediately 11 

and cheaply now through the FPPCAC; or pay more later in the form of credit 12 

problems, a higher cost of capital for the utility and more frequent rate cases. 13 

 14 

Q. HOW DOES AN FPPCAC ENCOURAGE CONSERVATION? 15 

A. By authorizing an FPPCAC, the Commission would be better matching cost 16 

causation to actual use.  An FPPCAC allows consumers to know more 17 

immediately the full costs of their resource use.  This is fairer on inter-18 

generational equity grounds, and likewise encourages more immediate resource 19 

conservation.  A primary goal of electric rate design is you-pay-for-what-you-use.  20 

This encourages consumers to make the right choices for conservation.  For 21 

instance, if a consumer is not  receiving an accurate price about the fuel costs 22 

inherent in electricity generation, then the consumer will overuse the resource.  23 
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An FPPCAC matches the value of resource conservation better than the 1 

alternatives. 2 

 3 

Q.  OPPONENTS OF AN FPPCAC IMPLICITLY SAY THAT MORE 4 

FREQUENT RATE CASES ARE BETTER WAYS TO RECOVER 5 

FLUCTUATING FUEL COSTS, WHY IS THIS NOT THE CASE? 6 

A. It is not in ratepayers’ interest for frequent rate cases to have to be filed.  To 7 

begin, rate cases are expensive.  They take time and money for the utility, for the 8 

commission and for the intervenors.  Thus, more frequent rate cases mean higher 9 

administrative costs.  In the present rate case, Staff reports that two of its 10 

members have already spent almost a third of a year’s time each (a total of 210 11 

working days) on this rate case and four others have also expended substantial 12 

time (an additional 95 days).  This is a very substantial commitment of limited 13 

resources. 14 

In addition, more frequent rate cases negatively affect intergenerational equity 15 

concerns.  When current rates do not accurately reflect fuel and purchased power 16 

costs, this not only induces current overuse of resources, but also shifts costs 17 

forward to future generations of ratepayers, who will have to pay new rates 18 

produced by successive rate cases where things like the cost of capital and under-19 

recovery of fuel costs have to be factored in by the Commission. 20 

 21 

Q. ARE THERE ANY POTENTIAL IMMEDIATE BENEFITS TO 22 

CONSUMERS FROM AN FPPCAC?  23 
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A. Yes.  Significantly, the proposed FPPCAC is not a ratchet toward ever-higher 1 

rates.  The design of the rider allows for rate decreases caused by lower fuel or 2 

purchased power costs to be more immediately reflected in rates.  This means that 3 

consumers can save money with the rider when conditions warrant.  During my 4 

tenure in Colorado, there were times where the ECA (Electricity Commodity 5 

Adjustment) [Colorado’s acronym for an AAC] acted as a negative rider on the 6 

electric bill.  Thus, an AAC can serve as a means for more quickly lowering 7 

customers rates, when appropriate, and for avoiding a utility over-recovering its 8 

fuel and purchased power costs. 9 

 10 

Q. HOW DOES AN FPPCAC BENEFIT THE REGULATED ENTITY? 11 

A. PNM benefits in credit markets, in managing its cash flow and in its ability to 12 

make long-term infrastructure investments.  Obviously this FPPCAC is being 13 

proposed by PNM, so it believes it to be in its interest. 14 

Capital markets have become much more unrelenting toward electric utilities in 15 

recent years.  This means that rating agencies are very negative on utilities that 16 

carry substantial uncompensated financial risks.  Utilities without  the means to 17 

recover purchased power and fuel costs as they are incurred face the possibility of 18 

credit rating downgrades and higher costs of debt.  For the utility (and ratepayers 19 

and the regulator), higher cost of debt means more money must go to pay 20 

bondholders, instead of being invested into the operations or the long-term 21 

investment of the company.  Higher debt costs also create disincentives for long-22 
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term investment because those higher interest rates cascade through a company’s 1 

balance sheet. 2 

The utility’s financial health therefore matters not just to Wall Street, but the 3 

regulatory commission and ratepayers as well.  Of course, financial health is far 4 

from the sole concern of this Commission – this Commission must balance 5 

interests.  Nevertheless, the incremental step of the FPPCAC has benefits that far 6 

outweigh its potential costs. 7 

 8 

Q. HOW DOES THIS BENEFIT THE REGULATOR? 9 

A. A properly designed FPPCAC will actually ease administrative burdens and 10 

relieve the Commission from the highly treacherous estimation of future fuel 11 

costs.  The Commission is faced with two separate questions in considering this 12 

question: first, what are the relative administrative burdens; and second, what are 13 

the relative risks to the Commission in a world with the FPPCAC, as opposed to 14 

one without it? 15 

 16 

Q.  WHAT, THEN, ARE THE RELATIVE ADMINISTRATIVE BURDENS? 17 

A. The actual administrative burden of monitoring the FPPCAC is certainly no 18 

greater than if there were no rate-adjustment clause.  It is simply a question of 19 

when the Commission undertakes its scrutiny.  In a world with the FPPCAC, the 20 

Commission Staff scrutinizes purchased power and fuel costs on an ongoing 21 

basis.  This means rates change more frequently, and it also means that Staff stays 22 

on top of these accounts more closely. 23 
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By contrast, without an FPPCAC, the Commission only really scrutinizes 1 

purchased power and fuel costs during a full-blown rate case.  And then, these 2 

two issues are only part of the larger whole of the entire rate case.  They can 3 

easily get lost in the shuffle.  It can easily be seen then that the FPPCAC will 4 

allow for more effective and constant oversight of PNM.  With ongoing review of 5 

the adjustment clause amounts, Staff and the Commission can stay on top of these 6 

costs much better. 7 

 8 

Q.  WHAT OTHER ADMINISTRATIVE ADVANTAGES ARE THERE? 9 

A. By adopting the FPPCAC, the Commission avoids the specter of so-called 10 

‘pancaking’ rate cases.  This was another phenomenon of the 1970s when utilities 11 

would have to file new rate cases immediately upon completion of their last one 12 

just to keep up with costs, and to stave off bankruptcy.  Here, if a rate case mis-13 

predicts fuel and purchased power costs going forward, and then ends up with a 14 

too low (or, for that matter, too high) revenue requirement, then PNM will have to 15 

be back in front of the Commission with a whole new rate case to make up for the 16 

shortfall.  It is better to ‘pace’ the rate case by breaking PNM’s costs into its 17 

constituent parts and scrutinizing them on a stand-alone basis, as the FPPCAC 18 

effectively does. 19 

The concerns about the administrative burden on Staff (AG witness Crane, pages 20 

78-79, Dirmeier, page 14, and Tysseling, page 167) seem misbegotten to me.  Of 21 

course, all regulatory scrutiny takes time, staff and resources.  It seems to me that 22 

the FPPCAC spreads out the burden on Staff to scrutinize fuel and purchased 23 
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power costs across the year, instead of just during periodic rate cases.  Though I 1 

think that it is important for both Commission Staff and the Company to work 2 

together implementing the FPPCAC, if the burden is just too great, then 3 

independent third-party audits can be ordered as a means to relieve the 4 

administrative burden.  Furthermore, as I have said, it seems to me that the overall 5 

administrative burden will be lessened if you end up substituting ongoing, 6 

periodic FPPCAC filings for year after year of burdensome rate cases. 7 

 8 

Q. WHAT OTHER BENEFITS WILL THE COMMISSION REALIZE? 9 

A. The FPPCAC also benefits the Commission by insulating it from having to make 10 

big predictive judgments about the future of fuel and purchased power costs.  11 

Under the current system, the Commission must estimate what the future will 12 

look like: What will PNM’s purchased power costs and fuel costs be going 13 

forward? 14 

This is treacherous sledding for the Commission because of the very volatility and 15 

unpredictability of these costs.  If the Commission underestimates these costs 16 

(which it may be inclined to do in order to keep rates lower more immediately), 17 

then it risks PNM’s credit rating, investment and more frequent rate cases.  In the 18 

alternative, if the Commission overestimates fuel and purchased power costs, then 19 

it is in the position of having rates be too high for consumers and the utility being 20 

in an overearning situation.  Then it is the Commission that is trying to haul the 21 

utility into the hearing room to correct for that mis-prediction.  Finally, there is 22 

the “Goldilocks’’ principle of getting the future costs “just right,” and not too low 23 
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or too high.  If this is the case during this time of volatility, then I submit the 1 

Commission should thank its lucky stars, or all resign and become energy traders.  2 

The point of this rather fanciful discussion is that it is much more prudent for the 3 

Commission to segregate these highly unpredictable fuel and purchased power 4 

costs into a stand-alone rider than to guess what those costs will be in future 5 

years.  I emphasize that this “minimize error costs” point is not because of any 6 

shortcoming of the Commission.  No party – not PNM, not Staff, not the 7 

Intervenors -- has a crystal ball clear enough to correctly predict future fuel and 8 

purchased power costs.  Because of this, a much more prudent solution is the 9 

FPPCAC proposed here. 10 

Accordingly, for both administrative ease and rigor, as well as avoiding mis-11 

predicting what the future will look like, the Commission should adopt the 12 

FPPCAC. 13 

 14 

III.  THE INCENTIVE EFFECTS AND REGULATORY RESPONSE TO IMPLEMENTING AND 15 

FPPCAC. 16 

 17 

Q. OPPONENTS CLAIM THAT AN FPPCAC WILL WEAKEN PNM’S 18 

INCENTIVES TO PRUDENTLY MANAGE ITS COSTS, AND DIMINISH 19 

THE COMMISSION’S ABILITY TO MEANINGFULLY REGULATE 20 

THE UTILITY, WHY IS THIS NOT THE CASE? 21 

A. For reasons I have mentioned above, these concerns seem entirely overblown.  22 

The fact that all other jurisdictional utilities in New Mexico and that utilities 23 
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around the country operate with AACs undercuts the claim that PNM’s incentives 1 

to prudently manage its costs will be significantly weakened with a FPPCAC.  In 2 

addition, the NMPRC and state commissions around the nation adequately 3 

superintend and regulate utilities with AACs.  Given current circumstances, it is 4 

the case that PNM’s incentives with an FPPCAC are better for ratepayers and this 5 

Commission than they would be without one. 6 

 7 

Q. WHAT ARE THE DOWNSIDES TO ADOPTING A FPPCAC? 8 

A. Witnesses Dirmeier (pages 9-12) and Tysseling (page 165-166) repeat the basic 9 

academic criticisms of adjustment clauses.  They claim that AACs encourage 10 

deferring maintenance costs, lessen cost containment incentives created by 11 

regulatory lag, and diminish the incentive to minimize fuel costs. 12 

To be sure, the FPPCAC, and AACs in general, are not unqualified good things. 13 

Like all things in regulation, they represent a trade-off, and concession to the 14 

reality that regulators will never have the resources and perfect judgment to see 15 

into the future. 16 

The main academic criticism of FPPCACs is that they reduce the utility’s 17 

incentive to reasonably manage its fuel costs.  The argument goes that, because 18 

the utility can pass through its fuel costs, it will not aggressively manage these 19 

costs.  This is true, so far as it goes but there is less to this point than meets the 20 

eye. 21 

Q.  WHY WILL PNM RETAIN AN INCENTIVE TO MANAGE ITS FUEL 22 

COSTS? 23 
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A. Insofar as fuel cost inputs affect the price of PNM’s product, electricity, and 1 

insofar as electricity is demand elastic (that is, people will use less of it if it costs 2 

more), then PNM will take steps to minimize those costs.  Indeed, as with all 3 

utilities, some of the fixed costs of the business are recovered through variable 4 

(that is, usage sensitive) rates.  Therefore, there is an incentive to minimize costs.  5 

Rule 550, itself, provides strong incentives for the prudent management of costs. 6 

Every two years a utility must re-apply to the Commission for authority to 7 

continue using an FPPCAC and in doing so must submit an analysis of fuel costs 8 

and revenues.  The Commission may suspend the filing and conduct an 9 

evidentiary hearing, and, I understand, frequently does.  In the course of that 10 

proceeding the utility must again demonstrate that “power is generated and 11 

purchased at the lowest reasonable cost”.  Furthermore, this Commission retains 12 

the ability to disallow recovery for imprudently incurred fuel and purchased 13 

power costs.  That has powerful incentive effects insofar as the recovery of these 14 

costs is not automatically assured with the FPPCAC. 15 

 16 

Q.  WHY WON’T PNM HAVE AN INCENTIVE TO MINIMIZE 17 

MAINTENANCE COSTS WITH AN FPPCAC? 18 

A. As for concerns about PNM deferring maintenance costs because fuel costs are 19 

recoverable, this seems like an extremely remote concern to me.  Indeed, it seems 20 

like more of a risk in a world without the FPPCAC that a cash-constrained 21 

company might defer certain maintenance or expenditures because it needs to use 22 

its scarce resources to pay for fuel and purchased power. 23 
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Q. WHAT THINGS CAN THE COMMISSION DO TO MITIGATE THE 1 

POSSIBLE DOWNSIDES OF THE FPPCAC? 2 

A. The PRC does have options to improve PNM’s incentives here.  The PRC could 3 

institute periodic review of PNM’s fuel and purchased power-buying practices, 4 

and, if it thought they were imprudent, could open a docket to investigate them. 5 

Indeed, as I mentioned before, because the Staff and Commission are looking at 6 

these issues on a stand-alone bases, there is probably an opportunity for more 7 

exacting regulation. 8 

Finally, the existing authority to re-examine the utility’s eligibility to continue 9 

using the FPPCAC and to disallow recovery of imprudent costs through the 10 

FPPCAC gives the Commission great regulatory power to supervise PNM’s 11 

practices.  Indeed, this might be all the authority that the Commission needs to 12 

make sure fuel and purchased power practices are prudent. 13 

 14 

Q. WHAT HAS BEEN YOUR EXPERIENCE WITH A FUEL COST 15 

ADJUSTMENT IN COLORADO? 16 

A. Colorado has used a rider in its electricity rate design for some time now.  It has 17 

largely been a salutary regulatory institution – allowing the investor-owned 18 

utilities to more expeditiously recover their allowable fuel costs and signaling 19 

consumers more quickly about the costs of their resource use.  It has been in place 20 

for many years now, undergoes periodic ‘tweaking’, but is largely uncontroversial 21 

and effective. 22 

 23 
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Q. ANY FINAL THOUGHTS? 1 

A. Automatic adjustment clauses are a widely-used rate design tool to ensure that 2 

utilities can timely recover their costs and remain financially sound, that 3 

consumers timely receive appropriate price signals as to their resource use, and 4 

that the regulatory commission can spread out its workload and minimize the risk 5 

of mis-predicting fuel input price trends.  AACs – proposed here at the FPPCAC 6 

– make sense during times of dynamism and uncertainty in energy markets.  7 

While the FPPCAC represents some small trade-offs compared to traditional 8 

ratemaking, the costs are far outweighed by the benefits given current electricity 9 

market circumstances.  Furthermore, there are other regulatory tools the 10 

Commission can consider -- such as periodic reviews of purchasing practices -- to 11 

ensure that the utility aggressively manages fuel and purchased power input costs.  12 

All ratemaking, to some extent, involves the Commission in making predictive 13 

judgments about the future.  There are times when a Commission can feel 14 

reasonably confident of its predictive judgments.  This will be when system and 15 

load growth are flat, when generation resources are adequate, and when 16 

commodity fuel prices are stable.  During these times, devices like historic test 17 

years for ratemaking purposes – extrapolating into the future from what has 18 

occurred in the past – make sense.  Now, we are in a different time, and that 19 

requires commissions to look at these issues slightly differently. 20 

The Commission should be mindful that PNM’s incentives do not have to be ideal 21 

to institute the FPPCAC.  Those incentives, on the whole, simply need to be better 22 

and more in the public’s interest, in a world with an FPPCAC, than in a world 23 
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without one.  In my judgment, PNM’s incentives, behavior and service will be 1 

manifestly better with a FPPCAC than without one. 2 

 3 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 4 
A. Yes, it does. 5 
#496343 6 


