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ORDER

BY THE COMMISSION:
On September 23, 2010, PPL Electric Utilities Corporation (“PPL” or “the Company”) filed Supplement No. 94 to Tariff Electric-Pa. P.U.C No. 201 (Supplement No. 94) to become effective January 1, 2011.  Supplement No. 94 proposes to implement an updated optional time-of-use (TOU) program for residential and small commercial and industrial (small C&I) customer classes.  Copies of the filing have been served upon the Office of Trial Staff, Office of Consumer Advocate, Office of Small Business Advocate, The Sustainable Energy Fund of Central Eastern Pennsylvania (SEF), Craig A. Doll, Richards Energy Group, Eric J. Epstein, and Christopher A. Lewis.  Petitions to Intervene were filed by SEF and Eric. J. Epstein.
PPL’s Proposed TOU Program
· Introduction
PPL submits that the objective of its’ proposed TOU program is to provide optional pricing for electric generation service applicable to residential and small C&I customers that encourages these customers to shift their electricity usage from on-peak periods when wholesale electricity demands and prices are higher, to off-peak periods when demands and prices are lower.  The Company asserts that this shifting of use from on-peak to off-peak periods will reduce peak demands on generation resources, contribute to reducing wholesale electricity prices during the hours of highest demand, and provide customers with an opportunity to reduce their monthly electric bills.
PPL presently offers an optional TOU program for residential and small C&I customers, approved by the Commission on March 9, 2010 at Docket R-2009-2122718 (March 9 Order).  The present TOU program was implemented pursuant to the requirements set forth in Act 129 of 2008.  Specifically, the requirement of larger electric distribution companies to file one or more TOU and real-time pricing programs by January 1, 2010, or at the expiration of a cap on generation rates, whichever is later, 66 Pa. C.S. §2807(f)(5).  The present TOU program represents a form of default service under the Company’s Competitive Bridge Plan (CBP), approved by the Commission on May 17, 2007 at Docket P-00062227, for the 2010 calendar year.  Consequently, the present TOU program will expire at the end of the 2010 calendar year.
In this instant proceeding, PPL proposes to establish a separate TOU rate option synchronous with its future default service plan (DSP), approved by the Commission on June 30, 2009 at Docket P-2008-2060309, for the time period of January 1, 2011 through May 31, 2013.  
· Eligibility
This proposed TOU rate is to be offered to residential and small C&I customers.  The specific rate schedules eligible for the proposed TOU rates are RS, RTS(R), GS-1, GH-1(R), GH-2(R), and IS-1(R), GS-3
, and RTD(R)
.  Customers with payment arrangements will be eligible.  Budget billing, OnTrack, Renewable Energy Development Rider, and Net Metering Rider customers will also be eligible for the proposed TOU rate.  Street lighting customers will not be eligible for TOU rates.  As well, large C&I customers will not be eligible for the TOU rate.  PPL avers that large C&I customers already have an hourly spot market generation pricing option under its DSP, and therefore already have available real time pricing.  Lastly, PPL states that all residential and small C&I TOU customers will pay the same non-generation supply charges.
· Structure

The proposed TOU structure separates two seasons, summer and non-summer.  For each season, the proposed TOU rate structure has designated peak hours.
  PPL’s proposed seasons are listed below.
	Summer
	Non-Summer

	June
	October

	July
	November

	August
	December

	September
	January

	 
	February

	 
	March

	 
	April

	 
	May


PPL’s proposed peak hours are listed below.
	Rate Schedule
	Summer Peak Hours
	Non-Summer Peak Hours

	RS
	1:00 PM to 6:00 PM
	5:00 PM to 7:00 PM

	Volunteer/Non-Profit organizations served under GS-1 and GS-3
	
	

	RTS
	1:00 PM to 6:00 PM
	5:00 PM to 9:00 PM

	GS-1, GS-3, GH-1 (R), GH-2 (R), and IS-1 (R) 
	7:00 AM to 7:00 PM
	7:00 AM to 7:00 PM


PPL’s proposed seasons as well as on-peak and off-peak periods are the same as those currently in place for its present TOU rate structure.  The Company submits that it has reviewed the methodology used to select these periods and has confirmed that there are no factors that would change the selection.  Specifically, PPL states that it has observed no shift in hourly locational marginal pricing (LMP) that would suggest seasons different then the currently designated summer/non-summer months and it has not observed any shift in customer usage patterns to suggest different on-peak hours.
Upon election by a customer, the TOU rate structure will replace the standard DSP Generation Supply Charge (GSC).  

The Company states that it will gain certain benefits by keeping the same seasons as well as on-peak and off-peak periods.  These benefits include the harboring of a smooth transition for customers on PPL’s present TOU rate to the proposed TOU rate and the minimization of changes that will need to be made to TOU marketing materials.
· Rate-making
PPL proposes to use the following methodology to set TOU rates:  

· Obtain market quotes on forward contracts for on-peak and off-peak wholesale energy within the PJM zone for the relevant DSP rate period.

· Use historical variation in LMP prices during the relevant DSP rate period to develop a new set of hourly prices which, when combined with the hourly usage for the specific customer class, produce the same average on-peak and off-peak pricing as the forward contracts in the same hours.
· From the hourly prices, PPL will regroup hours into the approved TOU on-peak and off-peak periods and establish a set of average on-peak and off-peak prices that will be the foundation of TOU pricing. 
· Adjust foundation prices to reflect capacity, ancillary services, administrative costs, Alternative Energy Credits (AECs), GRT, and losses.
This process would be completed in December, 2010 for the initial DSP rate period of January 1, 2011 through May 31, 2011.  The procedure would subsequently be repeated in April, 2011 for the June 1, 2011 through August 31, 2011 DSP rate period, and every three months thereafter until February, 2013, for the final DSP rate period.  The proposed filing does not include any specific rates for the initial DSP rate period. Rather, PPL proposes to establish the procedures explained above for TOU program rate-making.

· Load Source
PPL proposes to use DSP spot market energy purchases as the source of load for TOU participants.  These spot market purchases are designated under PPL’s approved DSP for January 1, 2010 through May 31, 2013.  The spot market component of PPL’s DSP makes up 10% of the company’s residential and small C&I default load after subtracting block purchase contracts.  Spot market charges are translated to retail prices via an adder that includes capacity, ancillary services, administrative costs, and AECs.  Prices are than further adjusted to reflect Gross Receipts Tax (GRT) and losses.

· Participation

PPL projects the spot market portions of its default service load to equate to 245 MW for residential and 200 MW for small C&I customer classes.  Using the average peak load contribution for each rate class (2.3 kW residential and 11.7 kW small C&I), PPL projects that the spot market portion of default service load could service 107,000 average sized residential customers and 17,000 average sized small C&I customers.
These projections represent the limitation to customer participation under the proposed filing.  PPL submits that, based on present TOU rate participation and the fact that shopping appears to be a more attractive option for customers, these portions of load will likely be adequate to serve all TOU participants.  However, PPL states that it will monitor participation, and, if necessary, the Company may request Commission approval to hold a separate procurement to acquire load necessary to serve participation loads in excess of the presently filed TOU programs limitations.
· Reconciliation

Given PPL’s proposed filing, the 10% spot load portion of residential and small C&I default service would provide service to two separate customers, fixed-price default service customers as 10% of load after subtracting block portions, and TOU customers as 100% of load.  This relationship provides an effect on the fixed-price product, as increased participation in TOU rates effectively decreases the portion of fixed-price rates served by the spot market.

PPL states that the rates for fixed-price default service will be set independently from the prices set for TOU default service, for both residential and small C&I classes.  In setting its fixed-price rate, no projections or assumptions of TOU participation will be used.  Rather, TOU participation effects will be applied in the reconciliation process.  Therefore, fixed-price rates will be set based on 10% spot market portions.  After the DSP rate period has concluded, PPL will adjust fixed-price default rates for over/under collections manifested from TOU program participation.  
The proposed method used for TOU program reconciliations is the same method used to for the fixed-price reconciliations.  However, PPL states that actual TOU generation supply costs will be reconciled separately from default service generation supply costs for non-TOU default service customers.  

· Cost Recovery

PPL submits that, as directed in the Commission’s March 9 Order, it is not proposing to reconcile any over/under recoveries resulting from increased/decreased revenues due to reduced or shifted demand under the TOU program.  
PPL does seek authority to recover incremental costs associated with notification, enrollment, and customer education.  PPL submits that such costs will include preparation and dissemination of press releases; revising, printing, and mailing brochures;  revising website content; revising welcome package content; employee costs for customer service representatives engaged in responding to customer inquiries and any employees who may be providing briefings to Community Based Organizations and local business/chamber groups.  PPL projects such costs to be less than $50,000 over the entire 29 month TOU program period.  PPL submits that it is requesting permission for such cost recovery pursuant to the March 9 Order in which the Commission stated that “[i]f PPL should require additional education and marketing cost recovery for its TOU program, it should seek recovery of these costs in a subsequent TOU program filing or default service filing.” 
PPL also notes that any payments it receives for demand reductions achieved by the program participants will be credited through the proposed reconciliation process so that these benefits will flow back to the participants.
Pleadings Filed by Interveners
On September 30, 2010, the Sustainable Energy Fund of Central Eastern Pennsylvania (SEF) filed a Petition to Intervene in this proceeding.  SEF is a Pennsylvania corporation established at the conclusion of PPL’s Electric Restructuring proceeding,
 and pursuant to the terms of the Joint Settlement
 filed in that proceeding.  SEF states in its petition to intervene that its mission is to promote and invest in energy efficiency, renewable energy and energy education in order to provide opportunities and benefits for PPL ratepayers.  SEF also notes that it has been certified as a Conservation Service Provider (CSP).  In its petition, SEF states that it has experience and expertise in matters of energy efficiency, energy conservation, and consumer education such that its participation in this proceeding would benefit the record.
On October 1, 2010, Eric J. Epstein (Mr. Epstein) filed a Petition to Intervene in this proceeding. Mr. Epstein is a residential customer of PPL, and has participated as a party in numerous PPL proceedings, including the Company’s Competitive Bridge Plan proceeding, its 2007 base rate proceeding, its Default Service Plan proceeding, and Energy Efficiency & Conservation Plan proceeding.  In his petition, Mr. Epstein contends that his initial evaluation of PPL’s TOU program revealed “numerous errors, inconsistencies, miscalculations, unproven assumptions and unsubstantiated statements.”  Consequently. Mr. Epstein states that he “reserves the right to raise any issues or questions relating to any discrepancies or errors in…” this proceeding. 
PPL did not file any responses to the above listed petitions.
Disposition



The Commission believes that the proposed TOU program takes a step in right direction when compared to PPL’s present TOU program.  One of the key components that facilitates this step in the right direction is PPL’s proposal to use spot market procurements to provide TOU participant load.  This structure essentially allows TOU participants to be provided a form of short term market based rates.  PPL’s present TOU program rates are strictly based on already effective long term fixed-price contracts, which were subsequently amended from a 24/7 fixed-price to an on-peak/off-peak price that maintains revenue neutrality.  The sequence of regulatory events, particularly the passing of Act 129 subsequent to the majority of PPL’s CBP procurements, manifested PPL’s present TOU rate structure.  
After analysis and review of the proposed TOU program, the Commission disposes of filing in the following manner.

· Eligibility, Seasonality, and On-Peak/Off-Peak Periods
PPL’s proposed eligibility guidelines includes the vast breadth of customers under residential and small C&I rate classes, including payment arrangement, budget billing, OnTrack, Renewable Energy Development Rider, and Net Metering Rider customers.  The Commission believes these eligibility guidelines are fair and reasonable, and therefore approves the customer eligibility guidelines as filed.
PPL proposes to maintain the same seasonality and on-peak/off-peak periods as its present TOU program.  PPL avers that there is no evidence from historical LMPs to support a change.  The Commission does not see any empirical evidence to support an argument against PPL’s proposed seasonality and on-peak/off-peak periods, and therefore approves the proposed seasonality and on-peak/off-peak periods as filed.
· Load Source


PPL’s proposed use of spot market procurements for TOU participant load gives it the flexibility to set rates based on wholesale market movements and trends.  


However, this proposal does not come without its issues.  The same spot market procurements that will serve TOU participant load was originally set in PPL’s DSP to be 10% of PPL’s residential and small C&I fixed-price product load after subtracting block purchases.  Consequently, increases in TOU participation will have the effect of decreasing the portion of spot market load that is formulated in the fixed-price rate.  As stated above, PPL is not proposing to project these affects in its GSC Tariff filings, but rather, will account for these effects within the Company’s GSC reconciliation mechanism subsequent to each relevant default service rate period.  This structure can have mixed effects.  For instance, if spot market prices fall below the fixed-price default product rate, then increasing TOU participation will have the effect of incrementally increasing fixed-price rates in subsequent default service periods.  On the contrary, if spot prices exceed fixed-price default rates, than the opposite will happen, and fixed-price rates will see incremental reductions in subsequent default rate periods. 
Through data requests with PPL, the Commission was able to gain some perspective of the possible effects that participation in the TOU program will have on the fixed-price default service rate when spot rates are less than the fixed price rates.  For instance, if the fixed-price default service rate, absent GRT, State Tax Adjustment Surcharge, Transmission Service Charge, and reconciliation of 2010 revenues, for the initial 2011 five month default rate period is 7.543¢/kWh, and, if the same spot market rates used as 10% of the above fixed-price rate is 6.04¢/kWh, and this rate is used as the foundation for the TOU rates, then the following table shows the effects of participation levels in the TOU program on fixed-price default service rates.  It’s important to note that these incremental differences would be accounted for in subsequent default rate period reconciliations, and not in the default rate period for which the above ¢/kWh numbers are applicable.
	TOU Participation Customer Levels
	Fixed Price Default Rate - ¢/kWh

	0
	7.543

	1,000
	7.545

	10,000
	7.559


As well, this structure has an inherent limit or ceiling on the number of customers who can participate in the program.  As addressed above, PPL projects that the spot market portion of default service load could service 107,000 average sized residential customers and 17,000 average sized small C&I customers.
Given the limited number of participants in PPL’s current TOU program, the increased level of generation shopping in PPL’s service territory, the minimal magnitude of effects that TOU participation will have on fixed-price rate after reconciliation, and PPL’s statement that it may make a contingent filing with the Commission in the event that TOU participation levels exceed the present participation ceiling, the Commission believes the proposed load source format is acceptable, and therefore approves the load source criteria as filed. 
However, the Commission sees inherent correlations in the structure and administration of a TOU program with other default service programs.  Therefore, the Commission directs PPL to include its future TOU program within the context of its next default service filing.  The Commission believes it would be prudent to analyze the advantages and disadvantages of a ‘spot plus’ product in future default service solicitation.  This type of product could entail a fixed percentage of the fixed-price load plus the load for all TOU customers.  A format like this may eliminate any relationship between fixed-price rates and TOU rate participation levels.
· Cost Recovery

Pursuant to the March 9 Order, PPL seeks authority to recover incremental costs associated with notification, enrollment, and customer education.  PPL submits that such costs will be less than $50,000 over the course of the TOU program.  
The Commission acknowledges that a successful TOU program will require active operational tasks from PPL.  Therefore, the Commission will permit PPL to recover the actual cost, up to $50,000, of implementing the following operations and activities for its TOU program: preparation and dissemination of press releases; revising, printing, and mailing brochures;  revising website content; revising welcome package content; employee costs for customer service representatives engaged in responding to customer inquiries and any employees who may be providing briefings to Community Based Organizations and local business/chamber groups.  In the event the actual costs exceed PPL’s estimated $50,000 level, the company may file to seek recovery at a later time.
Such costs shall be recovered from all residential and small C&I default service customers within the relevant GSC over the course of the TOU program.  The Commission believes this cost-recovery structure will create a more level playing field for potential Electric Generation Supplier (EGS) offers, as PPL customers will either pay for the default service that they use, or avoid these costs by shopping with a separate EGS. 
Conclusion



In light of the foregoing discussion, the Commission shall approve PPL’s Supplement No. 94 to Tariff Electric – Pa. P.U.C. No. 201 – Time-of-Use Rates, effective January 1, 2011, as filed.  THEREFORE;


IT IS ORDERED

1.
That PPL Electric Utilities Corporation Supplement No. 94 to Tariff Electric – Pa. P.U.C. No. 201 – Time-of-Use Rates is hereby approved as filed.


2.
That PPL Electric Utilities Corporation shall file a compliance Tariff identifying Time-of-Use rates for its initial Default Service Plan rate period, January 1, 2011 through May 31, 2011, a minimum of one week before January 1, 2011, and a minimum of two weeks before subsequent Default Service Plan quarters.


3.
That PPL Electric Utilities Corporation is permitted to recover the actual cost, up to $50,000, of implementing the following operations and activities for its Time-of-Use program: preparation and dissemination of press releases; revising, printing, and mailing brochures;  revising website content; revising welcome package content; employee costs for customer service representatives engaged in responding to customer inquiries and any employees who may be providing briefings to Community Based Organizations and local business/chamber groups.  In the event the actual costs exceed PPL’s estimated $50,000 level, the company may file to seek recovery at a later time.  Such costs shall be recovered from all residential and small commercial and industrial default service customers within the relevant Generation Supply Charge over the course of the Time-of-Use program.
4.
That the Petitions to Intervene of the Sustainable Energy Fund of Central Eastern Pennsylvania and Eric J. Epstein are herby granted.

5.
That PPL Electric Utilities Corporation shall include its next Time-of-Use Program within its next Default Service Filing.
6.
That the proceeding at Docket No. R-2010-2201138 be marked closed.
[image: image1.png]



BY THE COMMISSION,

Rosemary Chiavetta
Secretary

(SEAL)

ORDER ADOPTED:  December 2, 2010
ORDER ENTERED:  December 2, 2010
� Customers who are served under Rate Schedule GS-3 and those who take standby service for Rate Schedule GS-3 and have a demand less than 500 kW as determined pursuant to the terms of the DSP are also eligible.


� Customers who are served under Rate Schedule RTD(R) may participate in the TOU program by accepting service under Rate Schedule RS.


	�	Application of Pennsylvania Power & Light Company for Approval of its Restructuring Plan Under Section 2806 of the Public Utility Code, et al., Docket No. R-00973954, Final Order entered August 13, 1998.





	�	Joint Petition for Full Settlement of PP&L, Inc.’s Restructuring Plan and Related Court Proceedings, filed August 12, 1998 at Docket No. R-00973954.
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