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ORDER

BY THE COMMISSION:

[bookmark: OLE_LINK1][bookmark: OLE_LINK2]On July 23, 2010, Duquesne Light Company (Duquesne or Company) filed Supplement No. 35 to Tariff Electric-Pa. P.U.C. No. 24, containing proposed changes in rates, rules, and regulations calculated to produce approximately $87.3 million in additional annual distribution service revenues.  This rate change represents an average increase in distribution rates of approximately 22.6%, which equates to an average increase in total rates (distribution, transmission and generation charges) of approximately 6.7%.  Duquesne’s proposed general rate increase is based on a future test year ending March 31, 2011, and is designed to allow the Company an opportunity to earn an overall rate of return of 8.78%, including an 11.25% return on common equity.  Supplement No. 35 bears a proposed effective date of September 21, 2010.

Duquesne is proposing to increase rates across all rate schedules for residential, small and medium commercial and industrial, and large commercial and industrial customer classes.  Rates will decrease for all lighting customers.  The distribution revenue increase moves all classes closer to the system average return and full cost of service.  The Company states that it considered moving the classes to the full cost of service in this filing, but did not bring all classes to full cost of service in order to mitigate bill impacts to customers.

Duquesne is also proposing to modify its rate design for several rate schedules.  First, for schedules RH and RA, it proposes to replace the declining block rate structure during the heating season with a flat energy charge per kWh that is lower than the non-heating season energy charge.  Duquesne submits that this proposed rate design achieves the target revenue while mitigating significant bill impacts during the heating season, particularly for lower consumption customers.  Second, it proposes to separate the GSGM rate schedule into three rate schedules GS No Demand, GM<25 and GM>25.  Third, Duquesne is proposing to eliminate the current variable energy per kWh for schedules GL and L, while maintaining a minimum demand charge based on a customer’s contract demand.  However, for schedule GLH, which is the complementary electric space heating rate to schedule GL, the Company is proposing to bill a flat energy charge per kWh during the heating months (October to May) and eliminate the current fixed monthly customer charge during the heating season.  Fourth, for schedule L Duquesne is also proposing to eliminate the current declining block demand charge.  Finally, for schedule HVPS the Company is proposing to eliminate the variable demand charge.

Under Duquesne’s proposed rate increase and revenue allocation, the majority of the Company’s residential customers—those served under Rate Schedule RS—will receive an increase of approximately 9.9% on a total billed revenue basis, and approximately 26.3% on a distribution revenue basis.  Approximately 20% is due to an increase in the customer charge from $7.00 to $8.50, while the remainder is the result of an increase in the rate per kWh.  The total average monthly bill for a residential customer using 600 kWh per month would increase by $7.77, a 9.4% increase.  Those residential customers who take service under Rate Schedule RH will receive an increase of approximately 13.4% on a total billed revenue basis, and approximately 42.0% on a distribution revenue basis.  Those residential customers who take service under Rate Schedule RA will experience an increase of approximately 11.8% on a total billed revenue basis, and approximately 43.2% on a distribution revenue basis.  Duquesne’s commercial and industrial customers will also experience significant increases in their rates under the Company’s rate increase and revenue allocation proposals.  However, lighting customers will experience a decrease in rates.

Duquesne states that the primary reasons for its rate relief are as follows: funding for replacement of distribution infrastructure and certain enhancements; pension funding; continued expansion of the Customer Assistance and other Universal Service programs; and flat to negative kWh sales as a result of Act 129.  In regard to distribution infrastructure, the Company states that it expects to invest an additional $169.8 million during the twelve months ended March 31, 2011.

Our analysis of Duquesne’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 Duquesne’s proposed general rate increase.  A number of other formal complaints, protests, and petitions to intervene were also filed in this proceeding.

Our investigation and analysis of Duquesne’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:

· Duquesne states that it is requesting its proposed rate increase due in part to increasing operating expenses.  Significant cost increases have occurred in many areas, including fuel, health insurance, property insurance, vegetation management, transportation, labor and benefits.  Accordingly, it is important that the Company’s test year expense claims be closely examined to determine their accuracy and the extent to which they support the requested revenue increase.

· During 2010 and the first quarter of 2011, Duquesne plans to utilize an intercompany loan facility approved by the Pennsylvania Public Utility Commission (Docket # G-2010-2162823) to borrow $253,900,755 long-term, fixed rate debt from its parent. The funds will be used to fund infrastructure improvements, pension funding requirements, and other general corporate needs.  In first quarter 2011, Duquesne plans to reissue $161,455,000 of previously issued fixed rate, tax-exempt debt to fund infrastructure improvements, pension funding requirements and other general corporate needs.  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.

· Duquesne is proposing to continue to move each rate class closer to the full cost of service while mitigating potentially extreme rate impacts both on rate classes and on individual customer subgroups.  Certain classes would actually receive a percentage increase that is higher than would be necessary to bring them to full cost of service.  Therefore, it is important that Duquesne’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.

· Duquesne is proposing a significant redesign of its rate structure for schedules GL, L and HVPS.  Duquesne is proposing to eliminate the current variable energy per kWh for schedules GL and L.  For schedule L, Duquesne is also proposing to eliminate the current declining block demand charge.  For schedule HVPS, the Company is proposing to eliminate the variable demand charge. 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.

· The Company states that changes in health care coverage’s in the Health Care Law will result in an increase in the Company’s expenses of at least $500,000, but that it does not have a more specific estimate of the ongoing expense increase, but will provide a supportable calculation of the increase no later than its rebuttal presentation.  The Company’s calculation methodology must be closely examined.

· Duquesne states that the Pension Protection Act of 2006 has imposed new funding rules that require Duquesne to make a substantial contribution to pension funding in the future test year totaling $106.5 million and lesser amounts in the following years and the contribution to pension funding will be allocated between expenses and capitalization.  The Company’s allocation methodology must be carefully examined in order to insure that the costs are divided appropriately between expenses and capitalization.

Based on our analysis of Duquesne’s filing, and pursuant to 66 Pa. C.S. §1308(d), we will permit Supplement No. 35 to be suspended by operation of law for a period not to exceed seven months, or until April 21, 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. 35, 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 Duquesne’s general rate increase filing; THEREFORE,




IT IS ORDERED:

1.	That Duquesne Light Company’s proposed Supplement No. 35 to Tariff Electric-Pa. P.U.C. No. 24 is suspended by operation of law until April 21, 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. 35 to Tariff Electric-Pa. P.U.C. No. 24.

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:  September 16, 2010 


ORDER ENTERED:  September 16, 2010
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General Rate Increase Filing
Areas of Concern


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

4. Duquesne’s proposal to redesign the rate structure of residential heating and add-on heat pump customers must be carefully examined to determine whether or not it is just and reasonable.

5. Duquesne’s proposal to separate rate schedule GSGM into three new rate schedules must be carefully reviewed to determine whether or not it is just and reasonable.

6. Duquesne’s proposals to redesign the rate schedules for large commercial and industrial customers through the conversion to demand only rates, the elimination of variable demand charges and/or the elimination of declining block demand charges must be carefully reviewed to determine whether or not they are just and reasonable.

7. The cost allocation methodologies utilized in Duquesne’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.

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

9. Duquesne’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.

10. Duquesne’s methodology for calculating its health care expenses must be closely examined.
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