
MA Grid Modernization Work Group
Summary of Proposed Regulatory Models

For Discussion Purposes Only
April 22, 2013

	
	Bridge Energy – Enhanced PBR
	ENE – Grid Mod Advisory Council

	Customer-, grid-facing, or both:
	Both
	Customer-facing (or both) 

	Rationale for, Summary of, Model:
	Performance focus, Clarity of recovery to attract capital
	Grid Modernization Advisory Council (GMAC) helps facilitate stakeholder input before proposals reach the DPU. 

	Regulatory Oversight:
	
	

	Utility pre-implementation filing:
	MA Framework compliance, NPV analysis
	Multi-year plans and budgets filed with DPU, process for mid-course corrections. 

	DPU review and approval of filing:
	Yes at plan initiation, 
	Yes, in advance. 

	Utility request pre-approved budgets:
	Yes, must adhere to MA Framework, NPV Analysis
	Yes, from DPU 

	Stakeholder input 
	Yes, extensive.  During plan initiation and annual reports
	Yes, through GMAC 

	Utility reporting requirements
	Annual performance reports, capital plans, rate updates
	Annual to DPU and GMAC 

	Cost-Effectiveness:
	
	

	Explicit, public cost-effectiveness:
	Yes, MA Framework
	Yes, analytical model to be approved by DPU, also reviewed in advance by GMAC 

	Internal analysis by utility
	
	

	Ratemaking and Cost Recovery:
	
	

	General ratemaking (historic, future test years)
	Cap Ex based on annual projection & reconciliation
	

	Frequency of rate cases:
	Rate cases occur at initiation of plan, rates based on formula during plan.
	

	Cost recovery (base rates, riders)
	Base rates based on formula, cap ex rider based on annual projection
	Yes, DPU to determine depreciation schedules to limit ratepayer exposure, only net costs eligible for recovery. 

	Cost allocation (among customers):
	Traditional cost causation rate design
	Cost-recovery would reflect the benefits to an individual consumer and the electric system as a whole. 

	Cost assignment (e.g., to 3rd party)
	Traditional cost causation
	

	Rate design
	Diverse offering of dynamic rates (PTR, CPP, VPP)
	

	Utility shareholder incentives:
	Symmetrical ROE adjustment based on performance
	Yes, based on ROE with performance-based rewards and penalties determined by DPU 

	Performance Targets or Metrics:
	
	

	Role of performance targets
	Dictate level of ROE
	

	Performance targets used:
	Extensive covering operating efficiency, asset management, customer demand response, reliability & outage restoration, environmental, DG, customer satisfaction etc.  See Performance Measure Illustration
	The GMAC will provide recommendations to the DPU on performance targets and metrics. 


	
	Nat Grid – Demand Response Model w/ TVR and DLC
	Nat Grid - Metering Model

	Customer-, grid-facing, or both:
	Customer Facing
	Both

	Rationale for, Summary of, Model:
	Receive approval for plan to roll-out of new product opportunities (rate designs) to assist customers in managing their energy use
	Receive approval for plan to roll-out of new metering systems with associated communications capability

	Regulatory Oversight:
	
	

	Utility pre-implementation filing:
	File implementation plan for approval
	File implementation plan for approval

	DPU review and approval of filing:
	Yes
	Yes

	Utility request pre-approved budgets:
	Maybe: Depends on need for new technology, outreach efforts to customers
	Yes.

	Stakeholder input 
	Yes, during the regulatory proceeding
	Yes, during the regulatory proceeding

	Utility reporting requirements
	Determined during DPU proceeding, if necessary
	Annual

	Cost-Effectiveness:
	
	

	Explicit, public cost-effectiveness:
	Yes
	Yes

	Internal analysis by utility
	---
	---

	Ratemaking and Cost Recovery:
	
	

	General ratemaking (historic, future test years)
	Historic test year or forecast rate year method may apply
	Historic test year or forecast rate year method may apply

	Frequency of rate cases:
	Present rules apply.
	Present rules apply.

	Cost recovery (base rates, riders)
	These would be addressed in the context of the DPU proceeding.
	These would be addressed in the context of the DPU proceeding.

	Cost allocation (among customers):
	
	

	Cost assignment (e.g., to 3rd party)
	
	

	Rate design
	
	

	Utility shareholder incentives:
	
	

	Performance Targets or Metrics:
	
	

	Role of performance targets
	Determined during DPU proceeding
	Determined during DPU proceeding

	Performance targets used:
	---
	---


	
	Nat Grid – Distribution Rate Design
	LEAN – Low Income Considerations

	Customer-, grid-facing, or both:
	Customer Facing
	Both

	Rationale for, Summary of, Model:
	With advent of customer technologies, rate design for the distribution grid must recognize Distribution’s transformation from delivery to an integration of load and generation
	Affordability

	Regulatory Oversight:
	
	

	Utility pre-implementation filing:
	File proposal and implementation plan for approval
	Long-term planning could help prioritization determinations

	DPU review and approval of filing:
	Yes
	bill impact limits; prioritize desired investments; prudence (cost-containment)

	Utility request pre-approved budgets:
	Maybe: Depends on need for new technology, outreach efforts to customers
	

	Stakeholder input 
	Yes, during the regulatory proceeding
	essential

	Utility reporting requirements
	Determined during DPU proceeding, if necessary
	

	Cost-Effectiveness:
	
	

	Explicit, public cost-effectiveness:
	Yes
	explicit framework and standards, including affordability; also use for prioritization

	Internal analysis by utility
	---
	

	Ratemaking and Cost Recovery:
	
	

	General ratemaking (historic, future test years)
	Historic test year or forecast rate year method may apply
	(see regulatory review)

	Frequency of rate cases:
	Present rules apply.
	

	Cost recovery (base rates, riders)
	Addressed in the context of the DPU proceeding. Rate designs could be based on customer size, specific distribution services required, or other measures of distribution services.
	

	Cost allocation (among customers):
	
	(see rate design)

	Cost assignment (e.g., to 3rd party)
	
	(see rate design)

	Rate design
	
	match cost allocation with customer sector/sub-sector benefits

	Utility shareholder incentives:
	
	(see metrics)

	Performance Targets or Metrics:
	
	

	Role of performance targets
	Determined during DPU proceeding
	---

	Performance targets used:
	---
	expand SQ to include universal service metrics


	
	ISO-New England

	Customer- or grid-facing, 
	Both

	Rationale for, Summary of, Model:
	This regulatory model utilizes elements of pre-approval and performance-based ratemaking (PBR).  

Under the pre-approval element, the utility files its GM plan.  The DPU approves the plan if found to be cost-effective.  If the plan is approved, capital cost recovery (return of and on invested capital) is pre-approved.  Capital costs enter rates when authorized investments are used and useful.  Cost under- or over-runs are borne by the utility. 

Under the PBR element, operational costs are recovered with service quality adjustments to give utilities the incentive to improve service quality.  Cost under- or over-runs are borne by the utility during the tenure of its DPU-approved PBR plan.

	Regulatory Oversight:
	

	Utility pre-implementation filing:
	Yes.

	DPU review and approval of filing:
	The DPU reviews and holds a proceeding on the utility’s GM plan.  Alternative proposals may be filed by interveners.  Standard administrative procedures are followed.

	Utility request pre-approved budgets:
	As previously described, the GM plan will include a pre-approval request.

	Stakeholder input 
	Utilities should be required to present its GM plan to stakeholders before filing the plan with the DPU.  Utilities should be encouraged to modify plans based on stakeholder comments or proposals.  

	Utility reporting requirements
	Utility reports on progress on implementing the GM plan.  Rates adjusted to reflect used and useful investments.  Performance metrics filed in accordance with the PBR plan.

	Cost-Effectiveness:
	

	Explicit, public ananlysis:
	A societal approach to cost-effectiveness should be used.  The data and analysis used to develop each benefit and cost element should be provided, including risk elements.

	Internal analysis by utility
	Any relevant analyses by the utility are discoverable.  

	Ratemaking and Cost Recovery:
	

	General ratemaking
	Pre-approval approach with PBR element.

	Frequency of rate cases:
	Investment costs (depreciation and return components) enter base rates on a pre-approved basis once the investments are used and useful.  Operational costs are recovered as part of a Performance-Based Ratemaking (PBR) scheme – the frequency of rate review is determined by the DPU upfront in the PBR proceeding (e.g., the PBR plan should be revisited at intervals of about five years).

	Cost recovery
	Base rates

	Cost allocation
	GM investment and operational costs should be allocated to the customer classes that benefit from the investments/services.  

	Cost assignment 
	Not sure what this means.

	Rate design
	Default rates for all customer classes should be based on time-specific marginal costs for each function of service (e.g., customer, distribution, transmission, commodity) if the GM plan includes the installation of time-based metering.  

	Utility incentives:
	Standard ROE for regulated utility distribution service would be applied to the utility’s non-depreciated invested capital.  Utility must bear risk of cost overruns.

	Performance Targets
	

	Role of targets
	Give utilities incentives to improve service quality given the cap on the regulated portion prices/revenues.

	Performance targets used:
	Performance metrics should be modified to reflect the expected improved service quality resulting from GM investments.  


	
	Utility Proposal:

	Customer-facing, grid-facing or both
	Both

	Summary
	Utilities submit proposals for grid modernization investments prior to initiating plan.

	Regulatory Oversight:
	

	Utility pre-implementation filing requirement
	Filing required prior to implementation.  

	Regulatory review and approval of filing
	Yes. DPU review and approval of a utility GM proposal would occur in the context of an adjudicatory proceeding with set time frames for review and receipt of a final order to enable timely and efficient implementation of GM initiatives.

	Utility request for pre-approved GM budgets
	Yes.

	Stakeholder input 
	Yes.  During the DPU adjudicatory proceeding interested stakeholders can participate.

	Utility reporting requirements
	Annual or as determined during the DPU proceeding.  Utilities may report on progress (e.g., budget and installation status) as well as evaluation criteria.  Depending on the nature of the GM investment, a variety of reporting elements may be applicable.  

	Cost-Effectiveness:
	

	Explicit, public cost-effectiveness requirement
	Traditional standards for reviewing projects necessary to maintain the safety and reliability of service to customers would remain in place.  

Cost-effectiveness tests may be applicable for certain customer and grid-facing investments in order to demonstrate the benefits exceed the costs.  However, it is not appropriate to apply those tests uniformly across all investment types.  As such, these tests should be included in the context of a utility filing, as appropriate.  Following DPU approval of grid modernization initiatives, utilities shall pursue such initiatives efficiently.

	Internal analysis by utility
	Traditional standards for reviewing projects necessary to maintain the safety and reliability of service to customers would remain in place.  

	Ratemaking and Cost Recovery:
	

	General ratemaking (historic, future test years)
	General utility ratesetting uses the current process.  Base distribution rates will be set in the context of a general rate proceeding.  

	Frequency of rate cases
	Present rules apply.

	Cost recovery (e.g., base rates, trackers)
	As necessary, utilities should be permitted to request recovery of grid modernization investments through mechanisms outside of base rates, as determined by the Department.

	Cost allocation (among customer classes)
	This would be addressed in the context of the DPU proceeding.  A principle of the utility’s proposal will be to consider the need for affordability for low-income customers.

	Cost assignment (e.g., to third party)
	The beneficiary of an investment in grid modernization should pay the costs, wherever it is feasible to do so.  

	Rate design
	This would be addressed in the context of the DPU proceeding.  A principle of the utility’s proposal will be to consider the need for affordability for low-income customers.

	Utility incentives (e.g. ROE, rewards/penalties)
	This would be addressed in the context of the DPU proceeding.  

	Performance Targets or Metrics:
	

	Role of performance targets
	This would be addressed in the context of the DPU proceeding.  

	Performance targets that will be used
	Targets and goals would be an element of each utility proposal.  Given that grid modernization investments serve to accomplish a variety of targets and goals, these would vary depending on the nature, scope, size, and timing of the investment.  

	Comments/Major issues
	To enable timely implementation of grid modernization initiatives, specific timeframes should be established for DPU review and approval of utility grid modernization proposals.  
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