BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION



Office of Small Business Advocate			:
							:
			v.				:		C-2013-2367475
							:
PPL Electric Utilities Corporation			:
		


INITIAL DECISION


Before
David A. Salapa
Administrative Law Judge


INTRODUCTION


The complaint alleges that an electric distribution company’s (EDC’s) reconciliation, filed pursuant to 66 Pa.C.S. § 1307(e), has resulted in high and unstable rates for Small Commercial and Industrial-Fixed (Small C&I) customers.  This decision approves a joint settlement petition filed by the parties that addresses the issues raised in the complaint.


HISTORY OF THE PROCEEDING


On June 6, 2013, the Office of Small Business Advocate (OSBA) filed a complaint with the Pennsylvania Public Utility Commission (Commission) against PPL Electric Utilities Corporation (PPL).  OSBA filed the complaint against PPL’s Generation Supply Charge-1 Reconciliation Report (GSC-1 Reconciliation Report) filed on May 17, 2013, for the period May 1, 2012 through April 30, 2013.  The complaint alleges that the GSC-1 Reconciliation Report has resulted in high and unstable rates for Small C&I customers.

The complaint requests that the Commission 1) require PPL to provide a detailed explanation as to why actual Small C&I costs far exceed expectations during the reconciliation period; 2) direct PPL to evaluate its cost forecasting procedures to identify improvements that can be made to reduce the high error level related to Small C&I default service costs; 3) direct the Commission’s Bureau of Audits to evaluate whether PPL’s assignment of costs to Small C&I customers for the reconciliation period is reasonable, and if found to be unreasonable, order appropriate refunds; and 4) grant such other relief as may be necessary or appropriate.

On June 24, 2013, the Office of Consumer Advocate (OCA) filed a notice of intervention and public statement in this proceeding.

PPL did not file an answer to OSBA’s complaint.

By notice dated June 28, 2013, the Commission scheduled a prehearing conference to be held on July 9, 2013 at 10:00 a.m. in Hearing Room 4 of the Commonwealth Keystone Building in Harrisburg.  I issued a prehearing conference order on June 28, 2013, setting forth the procedural matters to be addressed at the prehearing conference.

I conducted the prehearing conference as scheduled on July 9, 2013.  Participating were counsel for OSBA, OCA and PPL.  As a result of the prehearing conference, I issued Prehearing Order #2 on July 9, 2013.  Prehearing Order #2 established a litigation and briefing schedule.

By notice dated July 16, 2013, the Commission scheduled initial hearings for this matter on October 9 and 10, 2013 at 10:00 a.m. in Hearing Room 2, Commonwealth Keystone Building in Harrisburg.

On August 16, 2013, OSBA served prepared direct testimony on the parties.

On September 6, 2013, PPL served prepared rebuttal testimony on the parties.

On October 1, 2013, OSBA served prepared surrebuttal testimony on the parties.

On October 9, 2013, the parties informed me that they had reached an agreement in principle, settling all the issues in these proceedings and requested that I suspend the litigation schedule.  The parties represented that they would file a signed written settlement agreement shortly.  By order dated October 9, 2013, I suspended the litigation schedule set forth in Prehearing Order #2 and cancelled the hearings scheduled for October 9 and 10, 2013.

On November 5, 2013, OSBA filed a joint settlement petition signed by counsel for PPL, OCA and OSBA.  Attached to the settlement petition are statements in support of the settlement petition by OCA, OSBA and PPL. 

Also on November 5, 2013, OSBA filed a motion for admission of testimony and exhibits and stipulation for admission of testimony and exhibits.  The motion states that the parties have stipulated to the authenticity of the statements and exhibits listed in the stipulation and waived cross examination of the witnesses sponsoring those statements and exhibits.  The motion requests that the Commission admit the statements and exhibits listed in the motion into the record in this proceeding.  The motion states that copies of the statements and exhibits listed in the stipulation will be filed with the Commission’s Secretary after the motion is granted.

OSBA served a copy of the joint petition for settlement and attachments and the motion for admission of testimony and exhibits and stipulation for admission of testimony and exhibits on each of the parties.  I have not received any written comments or objections from any of the parties opposing the joint settlement petition as of the date of this initial decision.

The record closed on November 5, 2013, the date OSBA filed the joint settlement petition.  For the reasons set forth below, I recommend that the Commission approve and adopt the joint petition for settlement.



DISCUSSION

Commission policy promotes settlements.  52 Pa.Code § 5.231.  Settlements lessen the time and expense the parties must expend litigating a case and at the same time conserve precious administrative hearing resources.  The Commission has indicated that settlement results are often preferable to those achieved at the conclusion of a fully litigated proceeding.  52 Pa.Code § 69.401.

In order to accept a settlement, the Commission must first determine that the proposed terms and conditions are in the public interest.  Pa. Pub. Util. Comm’n v. York Water Co., Docket No. R-00049165, (Order entered October 4, 2004); Pa. Pub. Util. Comm’n v. C S Water and Sewer Assoc., 74 Pa. PUC 767 (1991).  For the following reasons, I find that the joint petition for settlement, which is unopposed by any party, is in the public interest.

BACKGROUND

On June 6, 2013, OSBA filed its complaint against PPL’s GSC-1 Reconciliation Report for the period May 1, 2012 through April 30, 2013, alleging that the GSC-1 Reconciliation Report has resulted in high and unstable rates for Small C&I customers.  The parties served testimony and have engaged in settlement negotiations in order to fully resolve the issues identified by OSBA in its complaint.  OCA, OSBA and PPL have agreed to a settlement of all issues.  OCA, OSBA and PPL agree that the settlement is lawful, serves the public interest and advances the Commission’s policies.



TERMS OF THE SETTLEMENT

		Having provided a brief discussion of the Commission’s criteria for accepting a settlement and a brief background of the proceeding, I will now address the terms of the proposed settlement.  According to the joint petition, the terms of the joint settlement petition reflect a carefully balanced compromise of the interests of the parties in this proceeding.  OSBA, OCA and PPL request that the joint settlement petition be approved as specified below:

		1.	PPL will review its residential and Small C&I GSC-1 cost forecasting procedures and modify them as necessary so that PPL’s GSCfp costs, as defined in PPL’s tariff, fully reflect the estimated costs associated with distribution line losses.

		2.	PPL will confirm that it is crediting Small C&I net metering generation against its Small C&I load obligation in its forecasting model, and that its actual Small C&I net metering generation properly offsets its actual Small C&I kWh purchases and costs.

		3.	PPL will continue to monitor the operation of its GSC-1 and will continue to evaluate means to improve the operation of the GSC-1, as necessary to improve the accuracy of its forecasts.

		4.	PPL will work with the OSBA and OCA to identify and provide information relative to the actual costs incurred by PPL and reflected in PPL’s quarterly and/or annual GSC-1 filings to enable the OSBA and OCA to evaluate PPL’s cost forecast and the operation of the Company’s GSC-1, including, where practical, the following:

			a.	Reconciliation Filings:
1)  Actual monthly kWh purchased under full requirements contracts;
2)  Actual monthly costs incurred under full requirements contracts;
3)  Any other costs included in the “Energy Procurement” line item in the report;
	4)  Actual monthly kWh obtained from net generation suppliers;
5)  Accrued costs, if any, associated with kWh obtained from net generation suppliers;
6)  Billed kWh, segregated if possible between kWh billed at prior quarter GSC-1 and current quarter GSC-1.

b.	GSC-1 Quarterly Rate-setting Filings -- monthly detail for:
	1)  Forecast purchased kWh for full requirements contracts;
	2)  Forecast full requirements contract costs;
	3)  Forecast billing kWh;
	4)  Forecast net metered kWh purchases;
	5)  Forecast accrued costs for net metered purchases.

OSBA, OCA and PPL will monitor and assess the continuing need to provide this information.

EVIDENTIARY STIPULATIONS

		OSBA, OCA and PPL have filed a joint motion for admission of testimony and exhibits identified in the attached stipulation for admission of testimony and exhibits.  Pursuant to the stipulation, the parties have stipulated to the authenticity of the statements and exhibits listed and waived cross examination of the witnesses sponsoring those statements and exhibits.  The parties stipulate to the admission of the following testimony and exhibits into the record in this proceeding:

OSBA Statement No. 1; Direct Testimony of Robert D. Knecht and Exhibits
OSBA Statement No. 2; Surrebuttal Testimony of Robert D. Knecht and Exhibits
PPL Electric Statement No. 1-R; Rebuttal Testimony of Bethany Johnson
PPL Electric Statement No. 2-R; Rebuttal Testimony of James Rouland

I will grant the joint motion for admission of testimony and exhibits and admit the above-referenced documents into the record as stipulated to by PPL, OCA and OSBA.

PUBLIC INTEREST

Having set forth the terms of the joint settlement petition, I will now address why approving and adopting the joint settlement petition is in the public interest.  First, I will provide a brief explanation of the genesis of the OSBA complaint.  PPL purchases electric power and transmission services on behalf of its default service customers.  The electric power costs are recovered from residential and Small C&I customers through a reconcilable tariff mechanism called the Generation Supply Charge-1 or GSC-1.

For each rate class, the GSC-1 charge is a flat per-kWh charge, consisting of a “C-Factor” component and an “E-Factor” component.  OSBA St. 1, p. 1.  The C-Factor represents PPL’s forecast for per-kWh electric power costs for the quarter to which the charge applies.  The E-Factor is the reconciliation component of the GSC-1, and it is designed to recover/refund net prior period under/over-recoveries over a three-month period.  OSBA St. 1, p. 2.  The E-Factor contains a one month lag.  For example, the E-Factor for the June to August quarter is based on the net under or over recovery position at the end of April.  OSBA St. 1, p. 2.

PPL has generally forecasted that the cost to provide service to residential and Small C&I customers would be reasonably similar in magnitude, as well as being reasonably stable from quarter to quarter.  E-Factor charges for residential customers have been relatively low and relatively stable over the past 2½ years, with changes generally below 1 cent per kWh from quarter to quarter.  OSBA St. 1, p.2.  However, the Small C&I E-Factor charge has varied widely from quarter to quarter, with swings of more than 3 cents per kWh.  OSBA St. 1, p.2.

The Small C&I E-Factor had generally been a substantial charge in the past 2½ years, meaning that PPL was generally under recovering its reported costs with its C-Factor charge.  OSBA St. 1, p.2.  Between June, 2012 and May, 2013, the total E-Factor billings to Small C&I customers came to over $21.8 million, before gross receipt taxes, or 1.35 cents per kWh.  Even with the E-Factor credit in the last quarter, the E-Factor represented, on average, a nearly 20 percent markup above the C-Factor charge revenues over the past 12 months.  OSBA St. 1, p. 2-3.  OSBA alleges that it filed its complaint in order to obtain an explanation for these high variances and consistent cost under recoveries for the Small C&I customers, especially as compared to the relatively stable residential E-Factor.

Having provided a brief explanation of the genesis of the OSBA complaint, I will now discuss how the joint settlement petition addresses OSBA’s concerns and why approving and adopting the joint settlement petition is in the public interest.  In its statement of support, OSBA states that through testimony, informal and formal discovery, and settlement discussions, PPL offered additional information that provided a reasonable explanation for the E-Factor variability, as well as a significant amount of the under recovery of costs.  OSBA points out that in rebuttal testimony, PPL identified primary factors causing the variability of the E-Factor, including the effect of actual versus forecast sales, accounting treatment of net-metering customers, billing versus calendar month differences, the lag in calculating the E-Factor, pro-rations of bills (unbilled revenues), and quarterly reconciliation.  PPL St. 1-R, p. 4.

OSBA states that it was not only concerned about the variability of the E-Factor.  Rather, its primary concern was the substantial and consistent under-recovery of forecast costs from Small C&I customers in the 2012-2013 period.  Of the factors that PPL identified as contributing to E-Factor volatility, OSBA contended that only the accounting of purchases from net generators could contribute to the large and consistent under-collection from Small C&I customers over this period.

In its statement of support, PPL points out that, as an electric distribution company, it is required to purchase excess generation from its net metering customers.  PPL purchases the excess generation at its Price To Compare (PTC).  PPL St. 1-R, p. 13.  Net-metering customers’ account balances are adjusted monthly to reflect monthly usage and generation.  PPL pays net-metering customers annually each May for any net excess generation over the prior 12-month period.  PPL St. 1-R, p. 12.  These payments are reflected as an expense for the corresponding default service customer class, and the excess generation is credited against the amount of default service supply that otherwise would have been purchased for that group.

Historically, PPL reflected the net-metering cash out payments as a GSC-1 expense at the time payment was made in the May/June time period on an annual basis.  However, this approach resulted in an under collection in the next quarterly reconciliation period.  According to PPL, the impact of this approach has been exacerbated by an increase in the number of Small C&I net metering customers and the generally declining number of Small C&I default service customers.  PPL St. 1-R, p. 12.  To address this issue, PPL revised its procedures and, in September, 2013, it began to accrue, on a quarterly basis, the estimated cash out payments to its three largest net-metering customers, which contribute approximately 85% of all net-metering load in the Small C&I customer class.  PPL St. 1-R, p. 5.  The joint settlement petition reaffirms PPL’s treatment of net-metering cash outs going forward.  As a result of this modification, PPL asserts that GSC-1 revenues and expenses will be more closely matched and GSC-1 E-factor variability should be reduced.

It appears that PPL’s revision to its treatment of net metering cash outs will allow GSC-1 revenues and expenses to be more closely matched, leading to reduced fluctuations in the GSC-1 E-Factor.  Providing for reduced fluctuations in the E-Factor means that PPL’s Small C&I customers will benefit from more stable rates than might otherwise be the case.  More stable rates are a benefit for Small C&I customers and serve the public interest.

PPL subsequently identified certain additional factors that contributed to the  under forecasting of costs.  According to OSBA, it appears that PPL’s cost forecast did not include making an adjustment to wholesale power purchase prices for distribution losses.

PPL observes that the joint settlement petition modifies its residential and Small C&I GSC-1 forecasting procedures to more closely track actual costs.  Specifically, through discovery and settlement discussions, it was determined that PPL’s forecast of GSC-1 costs did not adjust wholesale power purchase prices for distribution losses.  By not including the distribution loss factor in its forecasting, PPL understated its forecasted GSC-1 costs, resulting in an under collection of costs.  The joint settlement petition modifies PPL’s GSC-1 cost forecasting to include estimated distribution line losses.

OCA in its statement of support states that the movement of distribution line loss costs into the projection of generation costs, rather than fully recovering those costs solely through future reconciliations, is an improvement to setting default service generation rates.  OCA supports this change in cost forecasting to the extent that it improves the accuracy of default service rates for all customers.

OSBA contends that fully reflecting the estimated costs associated with distribution line losses will decrease variability in the GSC-1 rates for Small C&I customers in the future.

It appears that revising PPL’s forecasting procedures to more closely track actual GSC-1 costs by adjusting wholesale power purchase prices for distribution losses will improve the accuracy of its forecasts and reduce the under collection of costs.  Providing for reduced under collections means that PPL’s residential and Small C&I customers will benefit from more stable rates than might otherwise be the case.  Again, more stable rates are a benefit for both residential and Small C&I customers and serve the public interest.

The joint settlement petition also provides that PPL will continue to monitor and evaluate the operation of the GSC-1 for accuracy of forecasts.  The joint settlement petition provides for ongoing communication among PPL, OCA and OSBA regarding the reconciliation of the GSC-1.  The additional information agreed to be provided by PPL will allow OSBA and OCA to better evaluate individual reconciliation submissions and more quickly identify the problems, like those that occurred in 2012-2013, that gave rise to OSBA’s complaint.

[bookmark: _GoBack]OCA also points out that the joint settlement petition provides both OCA and OSBA with actual cost information that impacts PPL’s GSC-1 filing.  This information will enable OSBA and OCA to evaluate PPL cost forecasts and the operation of PPL’s GSC-1.  OCA states that regular access to cost data will allow the parties greater opportunity to recognize and rectify areas where future improvements may be needed.

PPL asserts that the joint settlement petition provides that it will continue to monitor the GSC-1 filing process and evaluate means to improve the operation of the GSC-1.  The joint settlement petition provides that PPL will identify and provide OSBA and OCA with information relative to the actual costs incurred by PPL so they will be able to evaluate the operation of PPL’s GSC-1.  By establishing an ongoing dialogue between PPL, OSBA and the OCA with respect to reconciliation of the GSC-1, the joint settlement petition will enable OSBA and OCA to continue to monitor and evaluate the operation of PPL’s GSC-1.

It appears that PPL providing cost information to OBSA and OCA will enable the OCA and OBSA to evaluate that information on a regular basis.  This ongoing evaluation should enable the parties to recognize and correct problems more quickly than would otherwise be the case.  More timely recognition and correction of problems should lead to more stable rates than might otherwise be the case and benefit PPL’s residential and Small C&I customers.  More stable rates for both residential and Small C&I customers serve the public interest.

It appears that the terms of the joint settlement petition will help promote more accurate energy cost forecasts for Small C&I customers.  Providing more accurate energy cost forecasts for Small C&I customers means that PPL’s Small C&I customers will benefit from more stable rates than might otherwise be the case.  More stable rates are a benefit for Small C&I customers and serve the public interest.

Finally, approving and adopting the joint settlement petition is in the public interest because accepting the settlement will avoid the substantial time and expense involved in litigating the proceeding.  Accepting the settlement will negate the need to examine or cross-examine witnesses, prepare main briefs, reply briefs, exceptions and reply exceptions and possibly file appeals.  Avoiding these expenses serves the interests of OCA, OSBA, PPL and PPL’s customers and therefore is in the public interest.

CONDITIONS OF SETTLEMENT

The settlement is proposed by the parties to the settlement to settle all issues in the instant proceeding.  The settlement is made without any admission against, or prejudice to, any position which any party may adopt in the event of any further litigation of this proceeding, or in any other proceeding.

The settlement is conditioned upon the Commission’s approval of the terms and conditions contained in the settlement without modification.  If the Commission modifies the settlement, any party may elect to withdraw from the settlement and may proceed with litigation and, in such event, the settlement shall be void and of no effect.  Such election to withdraw must be made in writing, filed with the Secretary of the Commission and served upon other parties within three (3) business days after the entry of an Order modifying the settlement.

The settlement is proposed by PPL, OCA and OSBA to settle all issues in the instant proceeding.  If the Commission disapproves the settlement or any party elects to withdraw as provided above, the parties reserve their respective rights to fully litigate this case, including but not limited to presentation of witnesses, cross-examination and legal argument through submission of briefs, exceptions and replies to exceptions.

The joint settlement petition does not establish precedent and neither the joint settlement petition nor Commission approval of the joint settlement petition shall be cited in other proceedings. 

The Commission’s approval of the settlement shall not be construed to represent approval of any party’s position on any issue, except to the extent required to effectuate the terms and agreements of the settlement in these and future proceedings involving PPL.

If I adopt the joint settlement petition without modification, the parties waive their rights to file exceptions and reply exceptions.  However, the parties do not waive their rights to file exceptions with respect to any modifications to the terms and conditions of the settlement, or any additional matters proposed by me in my recommended decision.  The parties also reserve the right to file replies to any exceptions that may be filed.

CONCLUSION

For the reasons set forth above, I find that the proposed settlement is in the public interest.  Accordingly, I recommend that the Commission approve the proposed settlement.

CONCLUSIONS OF LAW

	1.	The Commission has jurisdiction over the subject matter of and the parties to this proceeding.

		2.	The joint petition for settlement filed on November 5, 2013, among PPL, OCA and OSBA is in the public interest and should be approved by the Commission.

ORDER


		THEREFORE,

		IT IS ORDERED:

		1.	That the joint settlement petition among PPL Electric Utilities Corporation, the Office of Consumer Advocate and the Office of Small Business Advocate filed on November 5, 2013 at C-2013-2367475 is hereby approved and adopted.

2.	That the motion for admission of testimony and exhibits is granted and the following documents are admitted into the record as stipulated to in the motion for admission of testimony and exhibits:

OSBA Statement No. 1; Direct Testimony of Robert D. Knecht and Exhibits
OSBA Statement No. 2; Surrebuttal Testimony of Robert D. Knecht and Exhibits
PPL Electric Statement No. 1-R; Rebuttal Testimony of Bethany Johnson
PPL Electric Statement No. 2-R; Rebuttal Testimony of James Rouland

		3.	That PPL Electric Utilities Corporation shall comply with all directives, conclusions and recommendations in the joint settlement petition as approved and adopted in this Initial Decision that are not the subject of individual ordering paragraphs as fully as if they were the subject of specific ordering paragraphs.

		4.	That the docket at Docket No. C-2013-2367475 is marked closed.


Date: November 13, 2013						/s/				
							David A. Salapa
							Administrative Law Judge
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