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Decoupling Event Study 

The empirical analysis discussed below was developed to assess investors’ reactions to 

the implementation of decoupling structures. To the extent that investors perceive 

significantly lower risk for companies that implement decoupling structures, the 

implementing companies’ returns should be less volatile with the decoupling mechanism 

than they were prior to the implementation of the decoupling mechanism.  This 

hypothesis can be tested by analyzing the relationship between the implementing 

company’s stock returns and an index of gas utility returns over time.  Much as a lower 

Beta coefficient in the CAPM reflects lower systematic risk, the effect of decoupling 

likewise would be reflected in a lower slope coefficient when the subject company’s 

returns are regressed on the market index.1 

 

In order to test whether there is a difference in returns for individual companies that have 

implemented decoupling structures, monthly returns were modeled based on the 

following specification: 

  ri,t = a + b(rg,t) + e  [1] 

 where:   

  ri,t = monthly return for company i 

  a = intercept term 

  b = slope term 

  rg,t = monthly return on the natural gas utility index 

  et = error term for month t 

                                                            
1  Please note that the Beta coefficient in the CAPM is the slope coefficient when the subject company’s 

returns are regressed on the market average return.  
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 Based on Equation 1, a regression was performed for each of the six proxy group 

companies that have implemented revenue stabilization mechanisms for greater than 

40.00 percent of their total residential and commercial net revenue (ATO, NJR, NWN, 

PNY, SJI, and WGL) between 2000 and 2010.  In order to ensure that the error terms are 

not serially correlated, the regression analyses were run using the Prais-Winsten 

autocorrelation correction routine.     

 

 As noted earlier, if investors believe that the effect of decoupling mechanisms so 

materially reduces risks relative to similar investments, which are modeled in this case as 

an index of natural gas utilities, the return volatility and, therefore, the slope coefficient 

would decrease in the post-implementation period for those companies that implement 

decoupling structures.  If, however, investors do not attribute significant risk reduction 

relative to the gas utility index as a result of the decoupling structures, the slope 

coefficient should not decrease in the post-implementation period.   

 

 For purposes of this analysis, I tested the hypothesis that decoupling structures cause 

investors to reduce return requirements relative to similar risk investments by calculating 

Equation 1 in the pre- and post-implementation periods for all six companies noted 

previously.2  Table 1 below demonstrates that the slope coefficient did not decrease in the 

post-implementation period, suggesting that investor return requirements for the company 

                                                            
2      The event date in this analysis is the midpoint of the company’s filing date and the Commission’s order 

approving the decoupling mechanism.   
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more closely approximated the return requirements for the market index following the 

implementation of the decoupling mechanism.  Consequently, it is reasonable to conclude 

that investors do not reduce their return requirements relative to comparable investments 

specifically as a result of the implementation of decoupling structures. 

Table 1: Decoupling Event Study Results 

State Docket Number Filing Date Order Date
Entire Period

(t-stat)

Prior to Event 
Date [1] 
(t-stat)

Post Event Date
(t-stat)

ATO TX GUD 9869 4/23/2009 1/26/2010 0.5969 (15.14) 0.5659 (10.13) 0.6452 (12.76)
NJR NJ GR05121020 12/5/2005 12/12/2006 0.4867 (8.90) 0.4318 (5.78) 0.5340 (6.74)

NWN OR UG 143 6/1/2001 9/12/2002 0.8676 (8.64) 0.8813 (5.12) 0.8685 (9.60)
PNY NC G-9, SUB 499 4/1/2005 11/3/2005 0.6566 (12.94) 0.7395 (8.68) 0.6351 (10.86)
SJI NJ GR05121019 12/5/2005 12/12/2006 0.5512 (7.33) 0.4909 (4.63) 0.5734 (5.47)

WGL MD 8990 3/31/2003 8/8/2005 0.5865 (8.94) 0.4869 (6.89) 0.7570 (6.32)  

 

Uncollectible Expense Recovery Mechanisms Event Study 

 In order to test whether there is a difference in returns for individual companies that have 

implemented uncollectible expense recovery mechanisms, an event study was conducted 

that is similar to the decoupling event study discussed previously.  Based on Equation 1, 

a regression event study was performed for Michigan Consolidated Gas, which 

implemented an uncollectible expense recovery mechanism in April 2005.3   

 

 As noted earlier, if investors believe that the effect of uncollectible expense recovery 

mechanisms so materially reduces risks relative to similar investments, which are 

modeled in this case as an index of natural gas utilities, the return volatility and, 

therefore, the slope coefficient would decrease for DTE in the post-implementation 

                                                            
3  As with the decoupling event study, in order to ensure that the error terms are not serially correlated, the 

regression analyses were run using the Prais-Winsten autocorrelation correction routine.   
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period.  If, however, investors do not attribute significant risk reduction relative to the 

natural gas utility index as a result of the uncollectible expense recovery mechanisms, the 

slope coefficient should not decrease in the post-implementation period.   

 

 For purposes of this analysis, I tested the hypothesis that uncollectible expense recovery 

mechanisms cause investors to reduce return requirements relative to similar risk 

investments by calculating Equation 1 in the pre- and post-implementation periods for 

DTE.  The “event date” that defines the pre- and post-periods is the midpoint between the 

date that Michigan Consolidated Gas filed for the uncollectible expense recovery 

mechanism and the date that the Commission approved the mechanism.  Using the 

midpoint between filing and order dates recognizes that investors consider the effect of a 

mechanism prior to the Commission decision date.    Table 2 below demonstrates that the 

slope coefficient did not decrease in the post-implementation period, suggesting that 

investor return requirements for the company more closely approximated the return 

requirements for the market index following the implementation of the uncollectible 

expense recovery mechanisms.   Consequently, it is reasonable to conclude that investors 

do not reduce their return requirements relative to comparable investments specifically as 

a result of the implementation of uncollectible expense recovery mechanisms. 

Table 2: DTE Event Study 

Docket No.  C-U-13898 

Filing Date 9/30/2003 

Order Date 4/28/2005 
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Slope Coefficients(T-Statistics) 

Entire Period 0.52734 (9.6281) 

Prior to Event Date 0.47257 (6.2888) 

Post Event Date 0.63182 (8.8823) 

 

 

 The results of this empirical analysis find no support for the proposition that investors 

would measurably reduce their return requirements as a direct result of the Company’s 

Rider GUA. 

 


