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• Next-Generation Performance-Based Regulation: Volume 1 (Introduction—Global 
Lessons for Success)

• Next-Generation Performance-Based Regulation: Volume 2 (Primer—Essential 
Elements of Design and Implementation)

• Next-Generation Performance-Based Regulation: Volume 3 (Innovative Examples 
from Around the World)

• Performance Incentives for Cost-Effective Distribution System Investments

• Protecting Customers from Utility Information System and Technology Failures

• Metrics to Measure the Effectiveness of Electric Vehicle Grid Integration

• Sharing the Good Stuff: Best Practices From Three Minnesota Initiatives

• raponline.org

mailto:eprause@raponline.org
https://www.raponline.org/knowledge-center/next-generation-performance-based-regulation-volume-1-introduction-global-lessons-for-success/
https://www.raponline.org/knowledge-center/next-generation-performance-based-regulation-volume-2-primer-essential-elements-of-design-and-implementation/
https://www.raponline.org/knowledge-center/next-generation-performance-based-regulation-volume-3-innovative-examples-from-around-the-world/
https://www.raponline.org/knowledge-center/performance-incentives-for-cost-effective-distribution-system-investments/
https://www.raponline.org/knowledge-center/protecting-customers-from-utility-information-system-and-technology-failures/
https://www.raponline.org/knowledge-center/metrics-to-measure-the-effectiveness-of-electric-vehicle-grid-integration/
https://www.raponline.org/knowledge-center/sharing-good-stuff-best-practices-three-minnesota-initiatives/
http://www.raponline.org/
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How the MPSC Can Effectively Address 
Reliability and Storm Response?

Douglas Jester, Managing Partner, 5 Lakes Energy

MPSC Technical Conference on Emergency Preparedness, 
Distribution Reliability, and Storm Response

5 November 2021
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Background
Getting the Basics Right

Enabling Community Resilience
Financing Extraordinary Improvements

Topics I Will Address
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DTE Electric and Consumers Energy have known for more than 25 
years that their outage performance is in the 4th quartile of US IOUs

Commission has considered this subject many times (partial history)

-1991 Investigation in U-9916

-1995 Investigation in U-10908

-1999 Staff Report

-2000 Investigation in U-12269

-2001 Adoption of Service Quality Standards

-2002 Required Service Quality Improvement Plans

-2004 Investigation of Vegetation Management Practices in U-13975

-2007 DTE Service Quality Plan Litigated in U-15244

-2007 Staff Investigation of Undergrounding in U-15279

Background

mailto:djester@5lakesenergy.com
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Commission has considered this subject many times (partial history)
-2008 Investigation in U-15605

-2009 Reliability Reporting Requirements in U-16065 and U-16066

-2010 Investigation in U-16462

-2011 MPSC SG Collaborative but when were AMI OMS implemented?

-2014 Investigation in U-17542

-2017 Investigation in U-18346

-2018 Investigation in U-20169

-2019 Statewide Energy Assessment

-2020 MiPowerGrid Review of Technical and Service Quality Standards

Background

mailto:djester@5lakesenergy.com
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Meanwhile,

Non-public data show that this “trend” extends back into the mid-
1990s.

Background

Michigan 2013 2014 2015 2016 2017 2018 2019

SAIDI with MED 785 551 350 268 779 443 555
SAIDI without MED 199 179 178 193 179 185 211
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Michigan’s poor reliability is driven by long restoration times, while 
outage frequency is mediocre. This is true both with and without 
major event days, but especially with major event days.

Background
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Background

Michigan 
residential 
cost per kWh 
is highest in 
our region 
and 11th

highest 
amongst US 
states.
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Background

Michigan 
residential cost 
per kWh has 
gone up rapidly 
compared to 
US average 
while Michigan 
industrial cost 
per kWh has 
stayed flat near 
the national 
average. This is 
mostly due to 
increasing 
distribution 
system costs.
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Over a 25-year period, MPSC investigations, staff reports, and utility 
plans and promises have been ineffectual at improving distribution 
reliability, but distribution rates are increasing faster than nationally. If 
“insanity is doing the same thing over and over and expecting a 
different result”, continuing to do this would be regulatory insanity.

How do we achieve cost-effective improvements in 
reliability and storm response?

Getting the Basics Right

mailto:djester@5lakesenergy.com
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It is time to courageously use economic regulation:

Customer Value of Lost Power

Outage Bill Credits

Return on Equity

Management Incentives

Management Review and Compensation Disallowance

Cost Trackers

Disallowances

Investment Recovery Mechanisms

Getting the Basics Right

mailto:djester@5lakesenergy.com


MPSC
Technical Conference

Day 2

Session 2
Exploring Regulatory 

Solutions

November 5, 2021
10:25 a.m.

Speaker Topic:
How the MPSC Can 
Effectively Address 

Reliability and Storm 
Response?

Douglas Jester

Managing Partner

djester@5lakesenergy.com

Accurate estimates of the customer value of lost power are a necessary basis for 
good economic regulation of reliability

To reflect customer experience, the value of lost power must

-reflect escalating outage costs with outage duration

-be adjusted to season or weather conditions

-be tailored to the customer type, which could include distinguishing low-income from 
higher-income residential customers.

Current evidence on the customer value of lost power is 

-weak for outages over 8 hours duration and essentially non-existent for outages over 16 
hours duration, 

-does not distinguish large-area vs small-area outages,

–does not distinguish low-income from other residential customers.

MPSC should seek technical assistance from LBNL, adopt rules that require 
Michigan utilities to collect relevant data after each outage, periodically hold a 
contested case to determine the customer value of lost power, and consistently 
apply the determined values in all relevant matters.

Getting the Basics Right: Customer 
Value of Lost Power

mailto:djester@5lakesenergy.com
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Bill credits set at the customer value of lost power and not 
recoverable in proportion to credits paid are a nearly ideal 
performance-based regulation.

To be effective for any purpose, bill credits must be automatically 
paid.

Bill credits set at average customer value of lost power, even if fully 
recoverable from within the customer class
serve as insurance, with customers paying the cost of bill credits through rates and 
receiving credits when they experience an outage;

improve equity, with all customers in the class paying the cost of bill credits but 
those who experience disproportionate outages receiving the bill credits;

are not a net increase in rates for a customer class, since revenue net of bill credits 
is unchanged, but are a change in rate design.

Getting the Basics Right: Outage Bill 
Credits

mailto:djester@5lakesenergy.com


MPSC
Technical Conference

Day 2

Session 2
Exploring Regulatory 

Solutions

November 5, 2021
10:25 a.m.

Speaker Topic:
How the MPSC Can 
Effectively Address 

Reliability and Storm 
Response?

Douglas Jester

Managing Partner

djester@5lakesenergy.com

The MPSC can set Bill Credits at customer value of lost power and 
independently determine current effect on RoE by setting an 
allowance for rate recovery of bill credits.

Getting the Basics Right: Outage Bill 
Credits

Penalty Zone

Bonus Zone

Incentive to improve SAIDI is the slope of 
the bill credit line, regardless recovery 
level provided that rate recovery does not 
vary with credits paid. Effect on earnings 
is the difference between bill credit and 
rate recovery

If rate recovery for bill credits 
is set based on SAIDI less 
than current, this is a rate cut.

mailto:djester@5lakesenergy.com
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Bill credits at the customer value of lost power and not recoverable in 
proportion to credits paid are a nearly ideal performance-based 
regulation.
Utility expenditures that cost-effectively reduce outage credits will be those with 
revenue requirements that are less than the avoided outage credits, providing a built-
in cost-effectiveness test.

Cost-effective reliability measures will increase utility net revenue by the difference 
between measure cost and avoided bill credits, providing an incentive comparable to 
regulatory lag incentive for cost reductions.

Cost-effective investments or changes in expenditure will automatically gain cost-
recovery through reduced bill credits without requiring a rate case to adjust rates.

Cost-recovery through avoided bill credits automatically assigns measure cost to the 
benefitting rate classes, providing an equitable cost-of-service allocation.

To reduce bill credits by more than a measure’s required revenue, the measures must 
be in the geographical places where outages are recurrent, incenting smart 
geographic targeting.

Getting the Basics Right: Outage Bill 
Credits

mailto:djester@5lakesenergy.com
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Return on Equity is the ultimate utility incentive. A reduction in RoE that is directly 
attributed to distribution system reliability and storm response by the MPSC will 
command utility attention.

A reduction in RoE that is directly attributed to distribution system reliability and 
storm response but can in future be earned back by improved performance will 
drive utility performance.

Continuing to authorize RoE in the usual way but making all or a portion of outage 
bill credits non-recoverable will gain focused utility attention. As an example 
calculation, applying CUB’s proposal of $2 per outage hour residential bill credit to 
Consumers Energy in 2019 would have reduced residential customer RoE by 
about 0.368% as compared to an authorized RoE of 10.000%. A policy-based RoE
reduction of this kind will not reduce earnings for future investors, which will be 
determined by market price of equity, but will reduce the value of equity for current 
equity holders by about 3.7%. This is appropriate, as these conditions arose “on 
their watch”. 

A policy change that will take effect in the future allows the utility time to make a 
choice between getting the basics right or suffering lost equity.

Getting the Basics Right: Return on 
Equity

mailto:djester@5lakesenergy.com
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In each rate case, the MPSC considers executive management and 
employee incentive compensation plans.

MPSC can get a utility’s “attention” to reliability and storm response 
by requiring those incentive compensation plans to more heavily 
weight SAIDI and by requiring that the compensation tied to SAIDI is 
more strongly tied either to utility performance compared to an 
external standard such as national or regional averages or more 
substantial performance improvement than is the case with current 
utility incentive compensation plans.

Getting the Basics Right: Management 
Incentives
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After a December 2013 ice storm 
caused widespread long-duration power 
outages, MPSC investigated DTE and 
Consumers. Lansing had a citizens 
review committee (I was a member) and 
subsequently the Board of Water and 
Light replaced the General Manager. 
Vigorous tree-trimming began in 2015.

Getting the Basics Right: Management 
Review and Compensation Disallowance
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Michigan now bases rates on projected test years. This creates an economic 
incentive to project expenses generously and spend less than projected, adding to 
earnings. It also creates an incentive to delay expenses that would drive costs 
above the “budget” embedded in rates. Broadly, the short-term incentive to reduce 
expenses between rate cases helps to reveal real costs and improve cost-
effectiveness, but it works against reliability.

-Allowing capitalization of tree-trimming expenses associated with storm recovery 
or distribution system rebuilds encourages delay of tree-trimming until these 
conditions arise. All tree-trimming should be expensed.

-One-way trackers that return to customers underspending in tree-trimming, 
emergency preparedness, and storm recovery will encourage the utility to do these 
up to “budget”.

-Absence of a tracker for distribution system O&M encourages cost-cutting at the 
expense of inadequate maintenance and staffing for storm response. It also allows 
reduced O&M due to storm response. Consider a one-way tracker on distribution 
system O&M that returns underspending to customers.

-In context of bill credits as utility incentives, a two-way tracker for tree-trimming 
can encourage performance above plan to reduce bill credit expenses.

Getting the Basics Right: Cost Trackers
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Distribution system spending, whether viewed prospectively in a 
projected test year or retrospectively, is the cumulative result of 
hundreds or thousands of spending decisions. It is a practical 
impossibility to carefully review all of these decisions for prudence in 
a rate case with a fixed and short calendar. In recent cases, MPSC 
decisions have effectively told intervenors that disallowances must be 
supported on itemized decisions and not on evidence of 
programmatic ineffectiveness.

MPSC should accept that examining a program based on careful 
examination of a few expenditures is evidence of utility management 
and process effectiveness, which the MPSC can then consider in 
disallowing either prospective or retrospective costs on an overall 
program.

Getting the Basics Right: Disallowances
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Investment recovery mechanisms can be attractive for both utilities 
and customers, since they tie investment-based rate increases to 
actual instead of projected  investments, reduce regulatory lag, and 
perhaps reduce rate case frequency. However, the MPSC rejected 
IRMs based on distribution system plans in U-20134 and U-20162 
because the plans and accountability for results were insufficient.

Current distribution investment plans are problematic because they 
are referenced by utilities as the basis for prudence in rate cases but 
are not contested outside rate cases and are subject to limited 
review within rate cases due to both time pressure and utility 
positions that much of the plan is outside the scope of the rate case.

MPSC should consider allowing distribution system IRMs if and only if 
the underlying plan and accountability system are established in a 
stand-alone contested case.

Getting the Basics Right: Investment 
Recovery Mechanisms
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Even under optimistic assumptions, it will be many years before 
Michigan reliability is national average. Even national average will not 
be good enough that reliability displaces a need for community 
resilience when power is out. MPSC must adopt policies to enable 
community resilience when power is out.

1. Prohibit interruptible service for facilities that are critical for 
community resilience, such as telecommunications, water and 
sewer infrastructure, gas transmission and distribution, etc.. The 
customer categories should be determined in consultation with 
State and local emergency preparedness organizations.

2. Prohibit standby charges altogether or at least for critical facilities 
(broadly construed) who implement microgrids, to eliminate that 
economic barrier to establishing microgrids that support 
community resilience.

Enabling Community Resilience
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3. Require utilities to offer microgrids to single customers or to 
electrically connected groups of customers as a tariffed utility 
service.

4. Consider socializing the costs of utility microgrids when provided 
to critical facilities needed to sustain public health and safety during 
power outages (e.g., designated cooling centers).

5. Require utilities to rely on customer-owned or deploy utility-
provided microgrids to sustain critical facilities in an emergency 
“blackout” or “brownout” situation.

Enabling Community Resilience
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Unless widely deployed or deliberately targeted for social good, 
costly strategies like undergrounding cannot fairly be financed by all 
customers. Utilities currently lack a regular mechanism to finance, for 
example, undergrounding where customers would prefer that to 
necessary tree-trimming. Utilities currently lack a decision-making 
mechanism to implement undergrounding at customer expense 
where affected customers don’t unanimously agree. This approach 
can be taken with practices other than undergrounding, which 
serves here as an example.

1. MPSC establish utility avoided cost methodology of 
undergrounding, including avoided bill credits to other customers 
(or avoided outage costs to other customers) due to accelerated 
storm recovery.

2. Utility will pay NPV of avoided costs including avoided bill credits 
toward undergrounding. Host community will pay remaining cost 
as CIAC.

Financing Extraordinary Improvements
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3. Distribution system plans and tree-trimming schedules must be 
provided to communities with enough lead time for them to make 
decision to adopt alternative to planned tree-trimming (~2 years) and 
communities must be actively consulted by utilities in developing 
their plans.

4. Host communities may be able to coordinate undergrounding with 
local infrastructure construction schedules, reducing total cost.

5. Community can pay CIAC from general revenue, grants, or special 
assessment to customers served by undergrounding. Local 
governments have existing mechanisms for these decisions.

6. MPSC or State can mitigate discriminatory effect on low-income 
communities through grants

Financing Extraordinary Improvements
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1. Michigan’s distribution reliability problem is longstanding and 
should be addressed with the tools of economic regulation.

2. MPSC determination of the costs of outages is needed to support 
economic regulation.

3. Bill credits, well applied, are an almost ideal form of performance-
based regulation for distribution reliability.

4. Overt consideration of reliability in setting return on equity would 
be a powerful tool to engage utility attention, and non-
recoverable bill credits would serve this purpose.

5. MPSC can determine whether management incentive pay or 
management compensation are recoverable, based on 
distribution reliability.

6. Cost trackers can realign utility financial incentives toward 
improving reliability.

Summing Up
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7. Disallowances are powerful regulatory tools. Disallowances based 
on program effectiveness are practical to improve distribution 
system spending but limiting disallowances to itemized spending 
is not.

8. Investment Recovery Mechanisms could be beneficial if and only 
if the distribution system plans on which they are based can be 
examined in contested cases outside a full rate case and are 
accompanied by other reliability accountability measures.

9. Community resilience should be supported by eliminating 
regulatory obstacles to private microgrids and requiring utility 
offerings of utility-managed microgrids.

10.Financing extraordinary reliability measures can be facilitated by 
engaging local governments and their ability to make collective 
decisions

Summing Up
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