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RMI is a global, independen
nonprofit organization of over
700 diverse experts working to
ensure a prosperous energy
transition for all.

RMI supports key US electricity
system stakeholders to build the
affordable and dependable grid
of the future.
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Agenda

» Background and Overview o
uel Cost-Sharing

 Presentation by Laura
anchez Bolanos
(Vereda Advisory)

 Audience Q&A
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Why Fuel Cost-Sharing Does Not Justify Higher
Utility ROEs

Common arguments for increasing return on equity when implementing fuel cost-
sharing are not supported by financial theory, regulatory precedent, or utility

practice

By Joe Daniel, Enjo Salonga, and Oliver Tully

As electricity bills continue to rise, state policymakers are looking for new ways to i
affordability. One policy receiving growing attention is fuel cost-sharing, which giv|
financial incentives to manage fuel costs while helping protect customers from unj

volatility.

Under a fuel cost-sharing policy, the utility sets a “fuel budget” based on expected fi

of the term, if actual costs are greater than expected, the utility pays a percentage o
saving customers money by reducing the amount they would have paid otherwise.
lower than expected, the utility retains that difference as a reward, and customers s

reductions in fuel costs overall.

North Carolina recently introduced legislation that would implement fuel cost-sh
analysis shows the policy could save customers $89 million over 5 years. Similar cor

taking place in Utah, Nevada, New Mexico, Georgia, and Virginia, where regulator.

exploring ways to better align utility incentives with customer affordability.

‘Whenever fuel cost-sharing enters the conversation, however, one familiar argume
behind. Critics often contend that if utilities are required to absorb a share of fuel f

regulators should compensate them with a higher authorized return on equity (RO

<§cceptf:d that Arglymrlen[, some of the customer s:«?’mgs from fuél C(-JS['Shﬂl'lJ]g could Fu e I cost_s h a ri ng a nd U ti I ity Retu rns:

financing costs. Which raises the logical question: should utilities receive higher R{

sharing is adopted? - « 5 3
Why higher returns on equity are not justified

A new report commissioned by RMI concludes they should not.

Aut aura Sanchez Bolanos, Vereda Advisory
Prepared by Vereda Advisory, Fuel-Cost Sharing and Utility Returns: Why Higher ROH

Prepared for: RMI

examines the most common arguments for increasing authorized ROEs under fue!
report finds that those arguments are not supported by financial theory, regulatory June 2026

utility practice.



Existing processes for recovery of utility fuel costs create
perverse incentives and undermine affordability goals

« Vertically integrated utilities typically pass 100% of fuel costs (i.e. the fuel used
to generate electricity at power plants? through to customers via Fuel
Adjustment Clause (FAC).

 As aresult, utility customers bear essentially all the risk of fuel price volatility
but have the least agency in controlling those costs compared to the utility.

 This creates a moral hazard: the utility makes the decisions while customers
bear the risks.
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1970’s energy crisis Today

_ Fuel cost recovery through base rates
100% pass through
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100% pass-through of fuel costs insulates the utility
from the risks of poor fuel cost management decisions

* 100% pass-through reduces Wholesale Prices and Impact of Fuel Costs: 2025 vs. 2024
incentives for utilities to carefully = ioxmesusovse e et g chnge o e ntan ststo s
manage thelr spendlng on fuel. 2024: wholesale 2025: wholesale Change in wholesale Change in natural

o Undermines affordability goa|S Region electricity price electricity price price (cents/kWh) gas price ($/Mcf)
o Reinforces a reliance on price-volatile cone EENND D -
fuels. wiso  [EED) EEEET D
. PM S m 16

» These affordability challenges are wiso m
exacerbated by the price volatility of  ecor Jos
and growing reliance on natural gas =~ Jos
as a fuel for electricity generation. caiso o

National _1.2 11

Source: LBNL and The Brattle Group, Retail Electricity Price Trends and Drivers: Data
Update-2026 Edition (April 2026)
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Fuel cost-sharing is a key utility affordability
solution

Fuel cost-sharing gives utilities stronger financial incentives to manage fuel costs while helping to mitigate
customer exposure to price volatility.

Fuel cost-sharing policies by state

Fuel cost-sharing adjusts how much June 2026

Of Overa” fuel coOSts are passed Fuel cost-sharing ¥ Fuel price volatility performance incentive mechanism M No
through to customers (inStead Of fuel cost-sharing = Restructured state: regulated utilities not responsible for fuel
100% pass-through).

By shifting some of the financial risk
of fuel price volatility from ratepayers
to utilities, fuel cost-sharing gives

procurement

utilities “skin in the game.” This
incentivizes utilities to:

« Better plan and account for the price
volatility of fuels.

« Seek out cost efficiencies, delivering
savings for customers.
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Source: RMI analysis. Note: Generation in Tennessee and Nebraska is publicly owned GI:)d operated, so
there is no option for fuel cost-sharing.
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Example A: Actual fuel costs are greater than
expected costs (with 90%/10% sharing)

Expected Fuel Costs

1
I
Fuel Costs Variance E
Under

Traditional FAC

Ratepayers pay 100% of the difference

\_Y_)

Fuel Cost Sharing - j

e
Ratepayers only pay 90% of the difference The utility pays 10%
\ of the diﬁerence/
RMI Graphic
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Example B: Actual fuel costs are lower than
expected costs (with 90%/10% sharing)

Expected Fuel Costs

Actual Fuel Costs $0.9M !
1
1
Fuel Costs Variance -$0.1M !

Under

Traditional FAC Ratepayers receive 100% of the difference

Under -$0.09M -$0.01M

Fuel Cost Sharing " o\ )
hd

Ratepayers receive 90% of the difference  The utility is awarded

\ 10% of the differeny

RMI Graphic

\
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Fuel cost-sharing could lead to significant
customer savings

Net cumulative customer savings, 2020-2024 (90/10% sharing, 1% cap)
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RMI - Energy. Transformed. RMI Analysis.

. Reported in 2025 dollars.
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Critics contend that utilities exposed to fuel cost-sharing
should have the opportunity to earn a higher authorized return

on equity (ROE)

« When regulators consider fuel cost-sharing, critics
often contend that if utilities are required to absorb a
share of fuel cost volatility, regulators should
compensate them with a higher authorized ROE.

* RMI commissioned Vereda Advisory to examine
these arguments and answer the question: "Should
utilities receive higher ROEs when fuel cost-sharing
is adopted?”

* The report finds that those arguments are not
supported by financial theory, regulatory precedent,
or utility practice.
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Resources

Created by HA\RMI

Fuel Cost-Sharing and Utility Returns: Why higher returns on L ——
equity are not justified (Vereda Advisory, 2026) e

Resources =

Fuel Cost Sharing Analysis

Why Fu el Co st_Sharing Do es Not Justify Higher Utility ROES RMI's new tool helps estimate customer savings under a range of potential fuel cost sharing policy options.
(RM I ) 2026) Overview Fuel Adjustment Cost Sharing Savings Model  Methodology

Fuel Cost-Sharing Analysis and the Fuel Adjustment Cost T | el Cost Sharin Reeu
i H 1 ope og e Savings Model d ults

Sharing Savings (FACSS) Model (RMI's Utility Transition o

Hub) )

Sharing Percent (%) Blue bars depict the amount ratepayers would have saved; orange bars show additional utility earnings

% of the difference between actual and expected fuel

Strategies for Encouraging Good Fuel-Cost Management: A -

Handbook for Utility Regulators (RMI, 2023)
Learning To Share: A Primer On Fuel-Cost Pass-Through
Reform (RMI and Pearl St. Station Finance Lab, 2023) @ il |

® Symmetric

® Asymmetric
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If you need support on topics related to FACs or
fuel cost-sharing, RMI is available to...

Share information & insights

- Stakeholder education on Fuel Adjustment Clause reform strategies.
- Examples and lessons learned from state experiences with fuel cost-sharing.
» Best practices for designing and implementing fuel cost-sharing or reforming FACs.

Identify challenges & solutions

 Evaluate existing fuel cost recovery mechanisms and identify jurisdiction-specific
opportunities for reform.

« Support evaluation and design of regulatory solutions.

Support strategic planning

* Facilitate or support discussions to develop high-level reform strategies.

RMI - Energy. Transformed.
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Thank you!

Oliver Tully, oliver.tully@rmi.org
Gaby Tosado, gtosado@rmi.org
Laura Sanchez Bolanos, laura.san
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