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ORDER

BY THE COMMISSION:
On December 28, 2009, Duquesne Light Company (“Duquesne” or “the Company”) filed a Petition seeking approval of a Time-of-Use (“TOU”) Rate and Real Time Pricing Plan.  The Petition was filed pursuant to 66 Pa. C.S. 2807(f)(5), which requires electric distribution companies (“EDCs”) with at least 100,000 customers to file one or more time-of-use rates and real time price plans by January 1, 2010, or at the end of the EDC’s applicable generation rate cap period, whichever is later.
On January 15, 2010, The Office of Small Business Advocate filed a Notice of Intervention and an Answer to Duquesne’s Petition.  On January 19, 2010, the Office of Consumer Advocate also filed a Notice of Intervention and an Answer to the Petition.  Lastly, on January 20, 2010, the Office of Trial Staff filed a Notice of Appearance in this proceeding.
Background
On October 15, 2008, Governor Edward Rendell signed Act 129 of 2008 (“Act 129”) into law.  Thirty days later, on November 15, 2008, Act 129 took effect.  Act 129 requires EDCs with at least 100,000 customers to, inter alia, develop and file an energy efficiency and conservation plan, file a smart meter technology procurement and installation plan, and, as relevant to this proceeding, submit to the Commission one or more time-of-use rates
 and real time price plans
.  Such time-of-use rates and real time price plans are to be filed by January 1, 2010, or at the end of the EDC’s applicable generation rate cap period, whichever is later, and are to be offered to all customers that have been provided with smart meter technology.  Act 129 requires the Commission to approve or modify the time-of-use rates and real time price plan within six months of submittal.
On June 30, 2009, Duquesne filed its Energy Efficiency and Conservation Plan (“EE&C Plan”), and subsequently filed a Revised EE&C Plan on December 24, 2009.  The Revised EE&C Plan was approved by the Commission in an Order entered February 17, 2010, at Docket M-2009-2093217, and is now currently in effect.  

On August 14, 2009, Duquesne filed its Smart Meter Procurement and Installation Plan (“Smart Meter Plan”).  The Smart Meter Plan was approved, with modifications, by the Commission in an Order entered May 11, 2010, at Docket M-2009-2123948.  The Smart Meter Plan provides for analysis, design, and construction of infrastructure to support smart meters during the grace period
 ending October 31, 2012, after which, Duquesne will begin its deployment of smart meters over a six year period beginning 2013.  
The instant Petition represents Duquesne’s proposed compliance with the Act 129 mandated time-of-use rates and real time price plans.   
Filing Summary



Initially, Duquesne notes that under its current Default Service Plan, the Company offers day ahead hourly price service to its large commercial and industrial (“C&I”) customers with monthly metered demand greater than 300 kW.
  These large C&I customers have interval meters that permit hourly priced service to be offered.  Duquesne asserts that since the prices under this service change hourly, this is a real time price offering that has already received Commission approval, and is already in place.


With regard to its residential customers, Duquesne submits that the meters and related back end systems currently in operation for these customers are not capable of supporting TOU rates.  However, Duquesne states that the installation of new smart meters and infrastructure in accordance with its Smart Meter Plan will change those capabilities.  Since the roll-out of smart meters will not begin until 2013, Duquesne contends that a comprehensive TOU plan cannot be fully implemented until that time.  However, by its instant Petition, Duquesne offers a plan through which it will transition its customers to new TOU pricing alternatives that will complement and be integrated with its EE&C and Smart Meter Plans.  Duquesne intends to implement this plan in a four-step process over a period of time extending from 2010 through 2013, at which time the Company will fully deploy smart meters.  This four-step process is summarized as follows:
Step 1 – Conduct Market Analysis (2010)
In this first step, Duquesne intends to conduct market research and analysis to identify likely program participants and customer pricing preferences, and evaluate market prices, customer consumption, customer hardship, and opportunities for customer savings.  Duquesne will also determine effective rate structures, metering and other resource needs.  Further, Duquesne will research the impact of TOU programs on its default service RFP process, and will establish internal processes and accountability.  Finally, Duquesne will obtain Commission approval of its proposed plan schedule, and proposed TOU pilot programs as detailed below.
Step 2 – Implement Residential Pilot Program Infrastructure (2011)

In its second step, Duquesne proposes to establish baseline consumption and demand data for two residential TOU pilot programs.  The Company further proposes to continue customer research and install infrastructure to support its proposed pilot programs.  Lastly, the Company intends to submit plans for its first two pilot programs to the Commission for approval.
Step 3 - Implement Residential Pilot Programs (2012)

In its third step, Duquesne proposes to operate its two residential pilot programs and evaluate the results, particularly for the summer months.  Duquesne further proposes to submit to the Commission for approval a third TOU pilot program for implementation in 2013.
Step 4 – Implement TOU Pricing Programs to Smart Meter Customers (2013)
In this final step, Duquesne proposes to implement a more robust TOU pricing program for smart meter customers beginning with its smart meter rollout in 2013.  This program will be based on information gathered from the first two TOU pilot projects.


Duquesne states that it intends to submit additional filings to the Commission as it continues to gather information and further develop and refine the details of its plan over the 2010-2013 time period.
Time of Use Pilot Programs


As noted above, Duquesne’s proposed TOU Plan will initially be built around three pilot programs, each of which will be made available to a certain number of residential customers.  The Company will then use the results of these pilot programs to establish a fully-developed TOU program to be applicable to customers upon the full deployment of smart meters in 2014.  Duquesne describes its proposed TOU pilots as follows:
Time-of-Use Pilot 1

Duquesne’s first proposed TOU pilot program (“TOU-1”) will be a time-of-week plan designed around the limited capabilities of the Company’s existing residential meter infrastructure.  TOU-1, which would begin to operate in 2012, will be designed to provide residential customers with an incentive to reduce their weather normalized weekday usage during the months of July and August from a baseline consumption mark set during those months in the previous year.  Under TOU-1, if a customer can reduce its usage by a pre-determined percentage (e.g., 10%), it would not only receive a lower bill, but would also receive a financial incentive (such as a rebate or credit) as a reward for curtailing usage during those high peak months.  Participation in TOU-1 would be voluntary, but participating customers would have to be default service customers.  The Company states that since TOU-1 would not require hourly usage data, its existing meter reading system could be modified and configured to handle up to 1,000 customers. 
Duquesne submits that TOU-1 is conceptual at this point, and that it will submit refinements, details, and clarifications on the final parameters of the program to the Commission after further research is conducted in 2010.
Time-of-Use Pilot 2

Duquesne’s second proposed TOU pilot program (“TOU-2”) will be a summertime weekday plan in which a customer’s rate will vary between on-peak and off-peak usage.  TOU-2, which will also begin operating in 2012, will be designed to encourage residential customers to shift their summer weekday usage from on-peak to off-peak hours.  Under this program, two different rates would be charged during weekdays in the months of June through August.  During the on-peak period (tentatively proposed to be from 1:00 p.m. to 7:00 p.m.), the Company would charge a much higher generation rate than it would during off-peak periods.  Duquesne states that it would propose a 1.5 to 2.5 on-peak to off-peak rate differential as a starting point to present to customers in the market research phase of its TOU Plan in order to evaluate behavioral change at these price points.  As with TOU-1, participation in TOU-2 would be voluntary, but participating customers would have to be default service customers.  Duquesne states that since it currently does not have the meters or infrastructure in place to bill this type of program, it will need to install special meters in order to implement TOU-2, and bills for this service would need to be manually generated.  For these reasons, Duquesne would limit participation in TOU-2 to 100 participants.
Again, as with TOU-1, Duquesne states that TOU-2 is currently conceptual, and that it will submit clarifications, details, rates, and possible changes to the program for Commission approval prior to implementation. 
Time-of-Use Pilot 3

Duquesne’s third TOU pilot program (“TOU-3”) entails a more comprehensive plan that is proposed to coincide with the full deployment of smart meters.  The parameters of TOU-3 would be based on information learned from TOU-1 and TOU-2, as well as from market research, experience from other programs and rate offerings in Pennsylvania, and various other factors.  TOU-3 would be offered to all customers with smart meters installed by 2013 (estimated at 8,000), and participation would be strictly voluntary.  Duquesne commits to submitting an additional filing to the Commission that details the specifics of TOU-3.
Miscellaneous TOU Plan Elements


In addition to providing a conceptual description of its TOU Plan and its proposed pilot programs, Duquesne also provided various preliminary analyses to support its plan and the pilot programs to the extent that these have been so far developed.  These analyses relate to its current tariff rate structures, system load, PJM locational marginal pricing, customer consumption, and market evaluation.  Duquesne also provided a TOU Implementation Schedule which sets forth a timeline for the principle steps and milestones in the development of its TOU program as these compare to the major stages in the implementation of its EE&C Plan, Smart Meter Plan, and Default Service Plans.


Duquesne states that while its TOU Plan describes pilot programs for residential customers, other customer segments are not ignored.  Duquesne asserts that its market research and customer assessment include analysis of the small and medium C&I customer segment as well as the residential segment.  Duquesne submits that in the long term, this market research and customer assessment will help to determine TOU options appropriate for each segment.  However, Duquesne contends that a TOU rate option would not be necessary or appropriate for lighting customers and other unmetered customers (e.g., municipal traffic signals) because the nature of the load for these types of customers is such that it could not be shifted in response to TOU pricing.


Duquesne avers that customer education will also be an important aspect of its TOU Plan, and states that it will provide educational materials to its customers regarding its proposed TOU rates, pilot programs, and the eventual rollout of a larger TOU program.  Duquesne asserts that those materials will be developed in 2010 and 2011 for the proposed rollout of the pilot in 2012 in conjunction with the Company’s smart meters.


Finally, Duquesne emphasizes that it is not proposing actual rates or detailed criteria in this current filing, but commits to submitting such details in supplemental filings with the Commission as the Company transitions to full smart meter deployment.  Duquesne asserts that other parties will have the opportunity to comment on these filings as they are submitted and programs are implemented.
Cost Recovery

Duquesne is requesting permission to recover its costs associated with developing and implementing its TOU Plan.  With regard to those costs associated with market research, development and implementation of the plan, Duquesne proposes to recover such costs through its existing Consumer Education Surcharge.  Duquesne argues that this surcharge is designed to recover costs to educate customers about energy efficiency, conservation, and load shifting, and the Company’s TOU market research and proposed pilot programs align closely with the principles and goals of the existing Consumer Education Program.  With regard to those TOU costs relating to metering and the meter reading infrastructure necessary to implement theTOU-1 and TOU-2 pilot programs, Duquesne proposes to recover these costs through its Smart Meter Surcharge, which was established as part of the Company’s Smart Meter Plan.  Duquesne submits that these costs are expected to be minimal and primarily related to the costs associated with TOU-2.
Positions of the Intervenors
OCA


In its Answer to Duquesne’s Petition, the OCA states that it finds the Company’s proposed TOU Plan to be a reasonable and workable proposal given the status of the Company’s existing metering system.  The OCA submits that an appropriate forum for Duquesne to gather input from interested stakeholders regarding the design and development of its TOU program would be the Company’s existing smart meter stakeholder process since smart metering and TOU pricing are highly related topics.



However, the OCA objects to Duquesne’s request to recover the costs relating to the market research, development and implementation of its TOU Plan through its existing Consumer Education Surcharge.  The OCA contends that there is no explicit authorization in the Public Utility Code for the recovery of costs relating to the implementation of TOU rates as there is for the recovery of costs relating to EE&C programs and smart meter deployment.  The OCA argues that the costs associated with developing and testing new rate designs are typical costs incurred in the normal course of business for a public utility.  Consequently, the OCA asserts that, apart from those costs relating to consumer education materials that will be developed to explain and promote the TOU pilot programs to customers, all other costs associated with developing and implementing the TOU program should be recovered as part of a normal base rate process.
OSBA



In its Answer to Duquesne’s Petition, the OSBA states that it is generally supportive of the Company’s proposed process through which it plans to file additional materials to the Commission for evaluation and approval as it develops its TOU Plan.  However, the OSBA opposes the implementation of any TOU program—other than the Duquesne’s proposed pilot programs—until the Company has filed the necessary supporting materials and the Commission has specifically approved implementation of the additional programs.  The OSBA also takes issue with Duquesne’s statement that its current residential meters and their back end systems are not capable of supporting TOU rates, and seeks strict proof of Duquesne’s averment.  Finally, the OSBA submits that any costs for TOU programs or materials pertaining only to residential customers should not be borne by small business customers. 
Disposition



Because Duquesne does not yet have smart meters in place, and will not begin full deployment of smart meters until 2014, the Company’s proposed TOU Plan as initially filed is necessarily conceptual in nature.
  The plan presents a broad outline and general description of Duquesne’s intentions with regard to the research, development, and implementation of its TOU program, including its proposed pilot programs.  Duquesne also commits to making supplemental filings with the Commission as it continues to develop a more detailed plan.  Thus, we find Duquesne’s plan as set forth in its Petition to be generally reasonable, and we will approve it, subject to the provisions and modifications discussed below.
Supplemental Filing Schedule


In order to ensure that Duquesne continues to meet its ongoing commitment to develop the details of its proposed TOU Plan and pilot programs, and to file these details for Commission review in a timely fashion, we will direct the Company to adhere to the following filing schedule.  This schedule generally follows the timetable set forth by Duquesne in its TOU plan.  Should Duquesne find that it cannot provide the Commission with the requested information by the dates indicated, the Company may request that this schedule be modified.
· By September 30, 2011, Duquesne shall file information to include, but not be limited to, the following: 

· Description and design of its first two pilot programs, TOU-1 and TOU-2, along with all supporting research and market data.
· Proposed customer availability for TOU-1 and TOU-2.
· Proposed rate design for TOU-1 and TOU-2.
· Proposed tariffs incorporating TOU-1 and TOU-2.
· Proposed customer educational materials relating to TOU-1 and TOU-2.
· By September 30, 2012, Duquesne shall file information to include, but not be limited to, the following: 

· Summary of the results of its first two pilot programs, TOU-1 and TOU-2.

· Description and design of its third pilot program, TOU-3, along with all supporting research and market data.
· Proposed customer availability for TOU-3.
· Proposed rate design for TOU-3.
· Proposed tariffs incorporating TOU-3.

· Proposed customer educational materials relating to TOU-3.
· By September 30, 2013, Duquesne shall file information to include, but not be limited to, the following: 
· Summary of the results of all three of its pilot programs, TOU-1, TOU-2, and TOU-3.

· Description and design of its full TOU program, including proposed TOU rates available to all customers with smart meters, along with all supporting research and market data.

· Proposed tariffs incorporating all applicable TOU rates.
· Proposed customer educational materials relating to its full TOU program.
Cost Recovery
With regard to the issue of cost recovery, the Commission does not view Duquesne’s Consumer Education Surcharge as an appropriate mechanism for the recovery of market research, development, and implementation costs specific to an EDC’s default service rate options, including TOU pilots.  Further, the Commission disagrees with the OCA that such TOU costs should be recovered within a base rate proceeding.  Base rate proceedings address costs related to distribution service, not default service.  The Commission believes that costs incurred strictly to facilitate an EDC’s default service rates should be collected within default service rates themselves.  Therefore, the Commission will permit Duquesne to recover market research, development, and implementation costs of its TOU plan through its default service rates.
As for those costs relating to metering and the meter reading infrastructure necessary to implement the TOU-1 and TOU-2 pilot programs, Duquesne will be permitted to recover these costs through its Smart Meter Surcharge to the extent that the Company can show that such costs were incurred as part of the development and implementation of its Smart Meter Plan.  
Conclusion

Consistent with the above discussion, we will grant the Petition of Duquesne Light Company for Approval of a Time-of-Use Plan.  Duquesne is permitted to implement its Plan, as modified herein.  Duquesne shall make supplemental filings with the Commission as it continues to develop and implement its Plan, consistent with the schedule as set forth above; THEREFORE,
IT IS ORDERED:

1. That the Petition of Duquesne Light Company for Approval of a Time-of-Use Plan is granted, consistent with this Order.
2. That Duquesne Light Company’s request to recover the costs associated with metering and meter reading infrastructure through its Smart Meter Surcharge for its Time-of-Use Pilot 1 and Time-of-Use Pilot 2 programs is approved to the extent that the Company can show that such costs were incurred as part of the development and implementation of its Smart Meter Plan.
3. That Duquesne Light Company’s request to recover costs associated with market research, development, and implementation of its Time-of-Use Plan through its Consumer Education Surcharge is denied.
4.  That Duquesne Light Company may recover costs associated with market research, development, and implementation of its Time-of-Use Plan within the Company’s default service rates.
5. That Duquesne Light Company shall submit supplemental filings regarding its Time-of-Use Plan for Commission review as described in this Order, and that it shall serve copies of these filings on the Office of the Consumer Advocate, the Office of the Small Business Advocate, and the Office of Trial Staff.
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BY THE COMMISSION,
Rosemary Chiavetta

Secretary

(SEAL)
ORDER ADOPTED: June 16, 2010

ORDER ENTERED:   June 23, 2010

	� 	A Time-of-Use rate is a rate that reflects the costs of serving customers during different time periods, including off-peak and on-peak periods, but not as frequently as each hour.  66 Pa. C.S. § 2806.1(m).





	� 	A Real-Time Price is a rate that directly reflects the different cost of energy during each hour.  66 Pa. C.S. § 2806.1(m).





�	 Upon recognition that it will take time to fully develop and install the entire smart meter network, the Commission, in its Smart Meter Procurement and Installation Order (entered June 24, 2009 at M-2009-2092655) granted a grace period of 30 months following plan approval.





	� 	Duquesne states that this service has been in effect since January of 2008, and the Company has proposed to continue offering it for service beginning January 1, 2011 through May 31, 2013, in its most recent Default Service Plan, which has been approved by the Commission at Docket No. P-2009-2135500.


	� 	Although the OSBA challenges Duquesne’s assertion that its current residential meters and back end systems cannot support TOU rates, the Company provided adequate evidence of this assertion in its Smart Meter Plan, which we have approved as noted above.
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