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ORDER

BY THE COMMISSION:

[bookmark: OLE_LINK1][bookmark: OLE_LINK2]On March 31, 2010, PPL Electric Utilities Corporation (“PPL” or “the Company”) filed Supplement No. 83 to Tariff Electric-Pa. P.U.C. No. 201, containing proposed changes in rates, rules, and regulations calculated to produce approximately $114.7 million in additional annual distribution service revenues.  This rate change represents an average increase in distribution rates of approximately 16.5%, which equates to an average increase in total rates (distribution, transmission, generation, and transition charges) of approximately 2.4%.  PPL’s proposed general rate increase is based on a future test year ending December 31, 2010, and is designed to allow the Company an opportunity to earn an overall rate of return of 9.11%, including an 11.75% return on common equity.  Supplement No. 83 bears a proposed effective date of June 1, 2010.

PPL is proposing to allocate the entire $114.7 million increase to the residential customer class, with essentially no proposed change in distribution rates for the commercial and industrial classes.  PPL states that this proposed allocation is based mainly—though not exclusively—on the results of the class cost-of-service study which it filed in this proceeding that reflects the Commonwealth Court’s decision in Lloyd v. Pa. PUC[footnoteRef:1], which held that the allocation of distribution revenues to the various customer classes must be based mainly on cost of service principles.[footnoteRef:2]  According to the Company, the results of its cost-of-service study warrant the allocation of the entire proposed increase to the residential class in order to reduce the amount of subsidy being provided by this class to the commercial and industrial classes, and to substantially move the class rates of return of all customer classes closer to the system average. [footnoteRef:3]  However, PPL indicates that this approach would have a disparate impact on customers served under its Rate Schedule RTS, relating to Thermal Storage service.  Therefore, the Company is proposing to limit the increase to the Rate Schedule RTS customers to an amount necessary to bring the rate of return for this class to a position of approximately 0% of the system average, with the associated revenue shortfall being allocated to Rate Schedule RS, under which the majority of PPL’s residential customers are served. [1: 	 Lloyd v. Pa. Public Utility Commission, 904 A.2d 1010 (Pa. Cmwlth. 2006).  
]  [2:  	Specifically, the Court determined that it was not appropriate to allocate a distribution rate increase based on the effect of that allocation on a customer’s total bill (i.e., the bill for distribution, transmission and generation combined), and that it was also not appropriate to allow the principle of gradualism to “trump” all other considerations, particularly the cost of providing service.
]  [3:  	PPL argues that “[t]he results of the cost-of-service study support even further increases to residential rates and decreases to commercial and industrial rates, but the Company has limited the increase to residential customers to avoid disparate impacts on this class of customers.” PPL Statement No. 1.] 


PPL is also proposing to modify its rate design to recover a greater portion of its revenue requirement through demand and customer charges rather than through kWh usage charges to reflect the Company’s position that its distribution system costs are mainly fixed costs rather than variable costs.  The Company asserts that its proposed changes in this regard are modest, and that a more substantial shifting of cost recovery from usage to non-usage charges could be justified based on its cost-of-service study.  PPL is also proposing to set the monthly customer charges for all residential customer rate schedules at the same level.  With regard to the portion of its revenue requirement that will continue to be recovered through usage charges, PPL is proposing to eliminate its declining block rate structure and to price all usage blocks on a flat cents per kWh basis.  According to the Company, this will encourage customers to engage in conservation and energy efficiency.

For a number of the Company’s non-residential rate schedules, PPL is proposing that the distribution revenue requirement be recovered through a customer charge with a corresponding reduction in demand charges.  In addition, the minimum of billing kW for billing purposes is being eliminated for these rate schedules.  PPL is also proposing to combine the revenue requirements for a number of its interruptible service rate schedules with those of related firm power service rate schedules since most of the interruptible service customers have either chosen to shop with a competitive electric generation supplier (“EGS”), or have migrated to the Company’s firm service rate schedules.  PPL is further proposing to modify the Net Metering for Renewable Customer-Generators Rider to reflect changes in the Alternative Energy Portfolio Standards Act, and to clarify the net metering provisions for shopping customers.  Finally, PPL is proposing to update its retail tariff to clarify certain provisions and eliminate other provisions that are no longer effective.

Under PPL’s proposed rate increase and revenue allocation, the majority of the Company’s residential customers—those served under Rate Schedule RS—will receive an average increase of 5.77% on a total billed revenue basis, and approximately 27% on a distribution revenue basis.  Most of that increase will be experienced in the monthly customer charge, which will rise from $8.44 to $15.38, an increase of approximately 82%.  The total average monthly bill for a residential customer using 1,000 kWh per month would increase by $7.39.  Those residential customers who take service under Rate Schedule RTS relating to Thermal Storage service[footnoteRef:4] will receive an average increase of 6.10% on a total billed revenue basis, and approximately 57% on a distribution revenue basis.  Those residential customers who take service under Rate Schedule RTD relating to Time-of-Day service[footnoteRef:5] will experience an average increase of 2.88% on a total billed revenue basis, and approximately 14% on a distribution revenue basis.  As noted above, PPL’s commercial and industrial customers will experience essentially no significant increase or decrease in their rates under the Company’s rate increase and revenue allocation proposals. [4:  	Rate Schedule RTS is a time-of-day rate applicable to customers with load management capabilities relating to the use of thermal storage space heating systems.  No new applications for service under this rate schedule are being accepted as of December 3, 1995.
]  [5: 	Rate Schedule RTD is for single phase residential service metered and billed to recognize time-of-day use.  No new applications for service under this rate schedule are being accepted as of January 1, 2000.
] 


PPL states that it is requesting its proposed revenue increase in response to the challenging business environment it currently faces, which includes declining distribution sales, increasing operating expenses, and the need to make significant capital investments in order to maintain system reliability and continue to provide dependable customer service.  In this regard, the Company states that it has invested more than $960 million to maintain, improve, and expand its delivery system over the past five years, and that it expects to invest an additional $1.5 billion in capital over the next five years.

In addition to its requested rate increase in this proceeding, PPL is proposing the following:

1) To extend its currently effective Purchase of Receivables (“POR”) program,[footnoteRef:6] including updates to the applicable discount rates and the Merchant Function Charge (“MFC”). [6:  	PPL’s currently effective POR program was approved by the Commission in an Order entered on November 19, 2009, at Docket No. P-2009-2129502.] 


2) To continue its customer education program, for which the Company has included $2.5 million in its 2010 operating budget and in the future test year in this proceeding.

3) To continue its customer energy efficiency programs, for which the Company has included $2.7 million in its 2010 operating budget and in the future test year in this proceeding.

Our analysis of PPL’s proposed general rate increase has identified an additional issue, “ring fencing,” that may have a significant impact on the rates to consumers of the utility.  Ring fencing protections allow the risks associated with the jurisdictional utility to be isolated from the risks associated with its affiliates of the consolidated entity.  The Commission has encouraged such protections in the past and would like the parties to this proceeding to address the ring fencing impact on rates.

The Office of Consumer Advocate and Office of Small Business Advocate both filed formal complaints against PPL’s proposed general rate increase.  A number of other formal complaints, protests, and petitions to intervene were also filed by various customers of PPL in this proceeding.

Our investigation and analysis of PPL’s proposed general rate increase and the supporting data indicate that the proposed changes in rates, rules, and regulations may be unlawful, unjust, unreasonable, and contrary to the public interest.  It also appears that consideration should be given to the reasonableness of the Company’s existing rates, rules, and regulations.  In this regard we have identified a number of specific issues, which we have delineated in Appendix A, attached to this Order.  The following list highlights some of those issues which we deem to be of particular concern:

· PPL states that it is requesting its proposed rate increase due in part to declining distribution sales and increasing operating expenses.  Accordingly, it is important that the Company’s test year revenue and expense claims be closely examined to determine their accuracy and the extent to which they support the requested revenue increase.

· PPL states that it has invested more than $960 million to maintain, improve, and expand its delivery system over the past five years, and that it expects to invest an additional $1.5 billion in capital over the next five years.  To the extent that any of this capital investment is included in the Company’s rate base claim in this proceeding, such investment should be closely reviewed to ensure that it was prudently made, and that any utility plant acquired is necessary, used and useful to the provision of electric distribution service.

· In light of the Commonwealth Court’s decision in Lloyd v. Pa. PUC, PPL is proposing to allocate the entire requested revenue increase to it residential customer class, based mainly on the results of its class cost-of-service study.  Given that a number of the Company’s residential customers may experience a significant rate increase as a result of this approach, it is important that PPL’s cost allocation methodologies be thoroughly scrutinized in order to ensure that the results of its cost-of-service study are reasonably accurate, and to determine whether or not they support the Company’s proposed revenue allocation.

· PPL is proposing a redesign of its rate structure for most of its customer classes, including the shifting of a significant amount of cost recovery from its kWh usage charges to fixed (customer and demand) charges.  Such a rate design may lower the risk of cost recovery on the part of the Company, but may reduce the opportunity for some customers—particularly residential customers—to save on their bills for electric distribution service through conservation.  The Company’s cost classification and allocation methodologies must be carefully examined in order to determine whether or not these proposed rate design changes are justified by the results of the class cost-of-service study.

· PPL is proposing to continue its currently effective Purchase of Receivables program, with updates to the applicable discount rates and the Merchant Function Charge.  Thus, PPL’s proposals with regard to its POR program should be closely examined.

· PPL is proposing to continue its customer education and energy efficiency programs, and has included claims in its test year operating budget for these programs.  These expense claims should be carefully examined to ensure they are not already included in the Company’s Act 129 energy efficiency and conservation plan budget, and are not already being recovered through the Company’s Act 129 Compliance Rider.  To the extent that any of these programs and associated expense claims are not included in the Company’s Act 129 plan, they should be reviewed in this proceeding to determine whether or not they are just and reasonable.

· In its supporting information, PPL has described efforts to support a bankruptcy-remote organizational structure to allow subsidiaries of PPL Corporation to stand independent from PPL Corporation during a bankruptcy proceeding and all techniques used by PPL to obtain a better credit rating than PPL Corporation from the rating companies. PPL and the parties should address the effectiveness of these ring-fencing protections relative to their impact on rates to customers, and whether any changes to those ring fencing protections are necessary and in the public interest.

Based on our analysis of PPL’s filing, and pursuant to 66 Pa. C.S. §1308(d), we will permit Supplement No. 83 to be suspended by operation of law for a period not to exceed seven months, or until January 1, 2011, unless permitted by Commission Order to become effective at an earlier date.  In addition, we will direct that an investigation be instituted to determine the lawfulness, justness, and reasonableness of the rates, rules, and regulations contained in the proposed Supplement No. 83, as well as the Company’s existing rates, rules, and regulations.  We will further direct that the case be assigned to the Office of Administrative Law Judge for the prompt scheduling of such hearings as may be necessary, culminating in the issuance of a Recommended Decision.  As part of this investigation, we will instruct the parties to the proceeding to give particular consideration to the areas of concern identified above, and as further delineated in Appendix A, attached to this Order.  The parties are also advised to investigate any other issues they may deem important to the fair and thorough review and analysis of PPL’s general rate increase filing; THEREFORE,

IT IS ORDERED:

1.	That PPL Electric Utilities Corporation’s proposed Supplement No. 83 to Tariff Electric-Pa. P.U.C. No. 201 be suspended by operation of law until January 1, 2011, unless otherwise directed by Order of the Commission.

2.	That an investigation on Commission motion be, and hereby is, instituted to determine the lawfulness, justness, and reasonableness of the rates, rules, and regulations contained in the proposed Supplement No. 83 to Tariff Electric-Pa. P.U.C. No. 20.

3.	That this investigation shall include, but not be limited to, consideration of the issues identified in the body of this Order, as well as in the attached Appendix A, as representing specific areas of concern with regard to the Company’s base rate filing.

4.	That this investigation shall include consideration of the lawfulness, justness, and reasonableness of the Company’s existing rates, rules, and regulations.

5.	That the case be assigned to the Office of Administrative Law Judge for the prompt scheduling of such hearings as may be necessary, culminating in the issuance of a Recommended Decision.

6.	That a copy of this Order shall be served upon the Company, the Office of Trial Staff, the Office of Consumer Advocate, the Office of Small Business Advocate, and any persons who have filed Formal Complaints against the Company’s proposed tariff.


[image: ]
	BY THE COMMISSION,



	Rosemary Chiavetta
	Secretary



(SEAL)
ORDER ADOPTED:  May 20, 2010 


ORDER ENTERED:  May 20, 2010
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General Rate Increase Filing
Areas of Concern


1. PPL’s test year revenue and expense claims must be closely examined to determine their accuracy and the extent to which they support the requested revenue increase.

2. The level of capital investment appearing in PPL’s rate base claim must be closely reviewed to ensure that it was prudently made, and that any utility plant acquired is necessary, used and useful to the provision of electric distribution service.

3. PPL’s proposed revenue allocation must be carefully examined to determine whether or not it is just and reasonable.

4. PPL’s methodology for determining the appropriate revenue allocation as between its Rate Schedule RTS customers and its Rate Schedule RS customers must be carefully examined to determine whether or not it is just and reasonable.

5. PPL’s proposal to redesign its rate structure to recover most of its revenue requirement through customer and demand charges, and less through kWh usage charges, must be carefully examined to determine whether or not it is just and reasonable.

6. PPL’s proposal to eliminate its declining block rate structure must be carefully reviewed to determine whether or not it is just and reasonable.

7. PPL’s proposal to eliminate the minimum billing kW for applicable rate schedules must be carefully reviewed to determine whether or not it is just and reasonable.

8. PPL’s proposal to combine the revenue requirements of its interruptible service rate schedules with those of related firm service rate schedules must be examined to determine whether or not it is just and reasonable.

9. The cost allocation methodologies utilized in PPL’s class cost-of-service study must be thoroughly scrutinized in order to ensure that the results of the study are reasonably accurate, and to determine whether or not they support the Company’s proposed revenue allocation.

10.  The cost allocation methodologies utilized in PPL’s class cost-of-service study must be thoroughly scrutinized to determine whether or not they support the Company’s proposed rate design changes.

11. PPL’s proposal to modify the language of its Net Metering for Renewable Customer-Generators Rider to reflect changes in the AEPS Act and to clarify the net metering provisions for shopping customers must be reviewed to determine whether or not such changes are just and reasonable, and whether or not they accurately address the changes and conditions they are meant to reflect.

12. PPL’s proposed continuation of its Purchase of Receivables program, and its proposed changes in the discount rates and Merchant Function Charge must be closely examined to determine whether or not they are just and reasonable.

13. PPL’s proposed customer education and energy efficiency programs must be carefully examined to ensure they are not already included in the Company’s Act 129 energy efficiency and conservation plan budget, and are not already being recovered through the Company’s Act 129 Compliance Rider.  To the extent that any of these programs and associated expense claims are not included in the Company’s Act 129 plan, they should be reviewed in this proceeding to determine whether or not they are just and reasonable.

14. PPL’s proposed updates to its tariff to clarify certain provisions and eliminate other provisions must be reviewed to determine whether or not such changes are appropriate.

15. The reasonableness and effectiveness of PPL’s efforts to support a bankruptcy-remote organizational structure to allow subsidiaries of PPL Corporation to stand independent from PPL Corporation during a bankruptcy proceeding must be carefully reviewed.

16. The reasonableness and effectiveness of all techniques used by PPL to obtain a better credit rating from the rating companies than PPL Corporation must be carefully reviewed. 
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