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Agenda
• Brief history of Fuel Adjustment Clauses (FAC)

• How the FAC creates a Moral Hazard

• Explore some alternatives

• Facilitated Q&A with authors
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History of Fuel Cost Recovery
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How does fuel pass through work?
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What is the impact of fuel pass through 
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Moral Hazard

Fairness to Systemwide Assets

Fairness to Other Industries

Increases Financial Pressure for Low-Income Users
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List of alternatives
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Fuel-Cost True-Up Removal
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“Fuel 
Budget”

Scenario A:
On Budget

Fuel Cost Sharing
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Scenario C:
Over BudgetScenario B:

Under 
Budget

Load Forecast Fuel price forecast

: Savings. A portion of savings go back 
to customers and the remainder of 
savings go to investors

: Overruns. A portion of excess costs get 
covered by customers and the rest get 
paid for by investors
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Efficiency Ratio
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Fuel-Risk Reduction 
Tariffs

• Such tariffs could provide some 
protection to enrolled customers 
against fuel-price volatility.

• Could also encourage the utility to 
reduce fuel costs (if structured 
properly).

• They might appeal to customers 
concerned about volatility 

• States that have adopted “flat-charge” 
tariffs include OK, FL, and IN.

Offer tariffs that let customers lock 
in a rate for the fuel-costs in their bills.

Key Questions:

▪ How should the fuel-risk reduction tariff 

be structured?

▪ How often should customers be 

allowed to opt in and out of the tariff?

▪ Which customer classes should be 

included?

▪ How should the preset rate or charge 

for fuel be determined?

▪ How often should the rate or charge be 

updated?

▪ Would a fuel-risk reduction tariff affect 

electrification?
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Planning and Procurement

Changes to long-
term planning

Greater scrutiny 
of fuel-price 
projections

Locking in 
forecasts for 

new generation

Adopting all-
source 

solicitation and 
procurement

Requiring fuel 
management 

plans

Changes to 
hedging 

practices

Update planning and procurement to reduce reliance on costly and price-volatile fuels.
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Transparency (Increased Access to Information)
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New MexicoKentucky

Improve regulators’ visibility into fuel-cost practices and thereby improve oversight.

Fuel Adjustment Clause, section 2 "Filing 
Requirements”:

(1) If a utility initially proposes a fuel 
adjustment clause, the utility shall 
submit copies of each fossil fuel 
purchase contract not otherwise on file 
with the commission and all other 
agreements, options, amendments, 
modifications, and similar documents 
related to the
procurement of fuel supply or purchased 
power.... 

(5) Copies of all documents required to 
be filed with the commission under this
administrative regulation shall be open 
and made available for public inspection 
at the
[PSC office] . 807 KAR 5:506. 

Montana Texas
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To learn more about the report:

Strategies for Encouraging Good 
Fuel-Cost Management 

A Handbook for Utility Regulators

 
Kaja Rebane, Jeremy Kalin, Albert Lin, Joe Daniel, 
and Rachel Gold, Strategies for Encouraging Good 

Fuel Cost Management: A Handbook for Utility 
Regulators, RMI, 2023. 

https://rmi.org/insight/strategies-forencouraging-
good-fuel-cost-management/
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https://rmi.org/insight/strategies-forencouraging-good-fuel-cost-management/
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