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Massachusetts Grid Modernization Working Group
Regulatory Model Option

Massachusetts - Utility Proposal
Title: Utility Proposal
Author: Northeast Utilities, National Grid, Unitil
Date: February 22, 2013
Table 1: Summary of Regulatory Model 

	Regulatory Elements:
	Description:

	Rationale for, Summary of, Model
	Utilities submit proposals for Grid Modernization investments prior to initiating the plan.

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

	Regulatory review and approval of filing
	Yes.

	Stakeholder input to filing
	Yes, during the DPU proceeding.

	Utility request for pre-approved budgets for GM measures
	Yes.

	Explicit, public cost-effectiveness requirement 
	Cost-effectiveness would be addressed in the DPU proceeding.  For safety and reliability investments, cost-effectiveness tests are not uniformly applicable. 

	Utility reporting requirements
	Annual or as determined during the DPU proceeding.

	Cost recovery mechanism (capital and O&M)
	Yes, separate mechanism.  

	Cost allocation (among customer classes)
	This would be addressed in the context of the DPU proceeding.


	Cost assignment (e.g., to third party)
	

	Rate design
	

	Utility incentives (e.g. ROE, rewards/penalties)
	

	Performance targets or metrics
	

	Ratesetting (general rates)
	Included in base rates in a general rate proceeding, otherwise separate funding mechanism applies.

	Frequency of rate cases
	Present rules apply.

	Comments/Major issues
	Duration of DPU review and approval process.


Description of Regulatory Model

Summary:

In order to account for the unique service territory characteristics and various technologies deployed by each utility, utilities should be allowed to submit plans to the DPU that meet the Department’s Grid Modernization objectives in a manner suitable for the unique characteristics of each system and rate plan.  After receiving a utility proposal, the DPU would open a proceeding to investigate the plan, including the expected customer benefits and the ability to achieve Grid Modernization objectives.   
This will allow for utility specific proposals to satisfy the DPU’s Grid Modernization objectives while providing the following regulatory process benefits:.
· Provide the DPU the opportunity for a full review of any proposal prior to implementation.

· Allow stakeholder input to the proposal via participation in the DPU proceeding. 
· This would provide an opportunity to address a number of stakeholder issues, for instance:

· Review of consumer protections and bill impacts; 
· Empowerment and enablement issues; and 
· Risks to various parties.
· Allow each Utility to expeditiously achieve Grid Modernization objectives by providing pre-approval of a proposal in a timely manner, and in a way that is suitable for the unique characteristics of each system and rate plan.
· Support innovation in the industry as a whole and by utilities individually by enabling a process separate from the current capital planning process and by providing cost recovery for additional spending.  It would also allow flexibility by the utility in the case of rapidly changing technologies since companies could revise their plans over time.
· Enable opportunities for review and approval of pilots of new technologies and innovative methods to provide safe, reliable service or to achieve other Grid Modernization objectives.
Establishing a separate mechanism and planning process, separate from the utilities current capital planning process, would recognize the utilities continued public-service obligation to provide safe and reliable service with continued service quality.  It would also establish a targeted mechanism to promote investment, while setting requirements for cost management.

Regulatory process:
Prior to initiating a plan, utilities would file proposals to the DPU that meet the Department’s Grid Modernization objectives in a manner suitable for the unique characteristics of each system and rate plan.    

The regulatory review process should provide reasonable review and approval timeframes in order that the plans be approved prior to implementation.  

Stakeholder input to filing:

Stakeholders would provide input to the filing by intervening in the docket before the DPU.  In this way, stakeholders would be entitled to file formal comments and briefs, and all other privileges afforded to interveners for consideration in the Department’s Order prior to implementation.
Cost effectiveness:
Cost-effectiveness tests are not uniformly applicable for all types of Grid Modernization investments.  Cost-effectiveness tests are not relevant for safety or reliability-based investments.  As such, cost-effectiveness tests should be addressed in each proposal and applied appropriately, as applicable. 
Utility reporting requirements: 
Reporting requirements should be specific to each plan but at least annually.  Depending on the Grid Modernization objectives ultimately endorsed by the Department, investments might span a variety of technologies and horizons, so allowing for flexibility to address in the context of a specific proposal is appropriate.

Cost recovery:
If additional spending is required for Grid Modernization investments, a separate regulatory review and recovery process should be established to provide funding for those investments.  The recovery mechanism should allow for timely recovery and be subject to reconciliation and prudence review.  
Utility incentives:
Incentives would be addressed in the context of the DPU proceeding and be specific to the nature of the investment.  
Comments/Major issues: 

Department review and approval process should be short in order to encourage timely Grid Modernization investments.  If approval of a plan is withheld for an excessive amount of time it could inhibit the ability for the utility to initiate Grid Modernization investments.
Table 2:  Summary Evaluation 

	Overarching Criteria:
	

	Ability to achieve Grid Mod Goals
	Good

	Feasibility; i.e., difficulty of implementation
	Good

	Timeframe for implementation and results
	Good

	Consistent with relevant statutes
	Good

	Timing & flexibility to address dynamic options
	Good

	Costs and Customer Concerns:
	

	Consumer protection - low-income 
	Good

	Consumer protection - other residential
	Good

	Consumer protection - C&I
	Good

	Customer class cross-subsidy impacts
	To be determined

	Likely bill impacts
	To be determined

	Utility shareholder impacts
	Good

	Address risks - to customers and to utility
	Good

	General Criteria:
	

	Empowerment (i.e., will it empower customers, utilities, vendors?)
	To be determined

	Enablement (i.e., will it result in a sufficient platform?)
	Good

	Support innovation by utilities
	Good

	Identify performance objectives, has transparent measurement and symmetrical rewards based on performance
	Good

	Provide process stability, lowers regulatory uncertainty
	Good

	Common value measurement model (e.g., business case, NPV to consumers, society)
	Good

	Risk - to different parties
	Good


Massachusetts Grid Modernization Working Group
Regulatory Model Option

Massachusetts - Metering Model 
Title: Metering model 





Date: 2/22/12
Author: National Grid

Table 1: Summary of Regulatory Model 

	Regulatory Elements:
	Description:

	Rationale for, Summary of, Model
	Receive approval for plan to roll-out of new metering systems with associated communications capability

	Utility pre-implementation filing requirement
	File implementation plan for approval 

	Regulatory review and approval of filing
	Yes

	Stakeholder input to filing
	Yes, during the regulatory proceeding 

	Utility request for pre-approved budgets for GM measures
	Yes.

	Explicit, public cost-effectiveness requirement 
	Yes

	Utility reporting requirements
	Annual 

	Cost recovery mechanism (capital and O&M)
	Yes, separate mechanism, forward looking

	Cost allocation (among customer classes)
	Determined as a part of regulatory proceeding


	Cost assignment (e.g., to third party)
	

	Rate design
	

	Utility incentives (e.g. ROE, rewards/penalties)
	

	Performance targets or metrics
	

	Ratesetting (general rates)
	Historic test year or forecast rate year method may apply

	Frequency of rate cases
	Present rules apply.

	Comments/Major issues
	Creates multi-year rate review


Description of Regulatory Model 

Summary:   
This model separates the decision to implement new metering and associated communications systems from the regulatory review of the remainder of the business. Thus, the provision of safe, reliable service to customers can continue while consideration of any proposal for these systems is underway.  This model simplifies the regulatory review by allowing focus on a metering/communication roll-out proposal. The review can consider the issues regarding timing of the roll-out, technology selection, cost, benefits from the technology (demand response, outage investigation, energy efficiency, etc).

Regulatory process:
Under this model, utilities would file a proposal once they determine a valid business case for the change in metering systems. This would allow regulatory review of each utility’s proposal to consider specific issues with any conversion and the specific benefits from the conversion to their customers. The filing would include a budget for every year of implementation as well as a request for cost recovery for the costs of implementation. The filing would also include a demonstration of the benefits to customers from the change in technology. Interested stakeholders could intervene and provide input to the plan in the form of testimony and briefs. 

 An alternative approach would be for the DPU to open an investigation into meter and communication deployment. A similar filing would be required from the utilities although time would be necessary to determine whether a business case exists for the conversion. 

Stakeholder input to filing:

Assuming the plan would be filed at the DPU first, stakeholders would provide input to the filing by intervening in the docket before the DPU.  In this way, stakeholders would be entitled to file formal comments and briefs, and all other privileges afforded to interveners for consideration in the Department’s Order prior to implementation.
Cost effectiveness:

Utility proposals would need to include justification for the conversion of metering technologies and associated communication technologies. A demonstration of benefit would be provided as part of the filing. The conversion should create enough benefits to justify the investment. 

If the DPU requests utility proposals, utilities would prepare a best case at the time which may or may not provide adequate benefits for customers.

Utility reporting requirements: 
Reporting requirements may be determined as a result of utility proposals and DPU deliberations in the proceeding.

Cost recovery:
Since utilities would be proposing a separate plan for implementation, utilities may choose to request a separate regulatory review and recovery process to provide funding for metering and communication investments.  The recovery mechanism should allow for timely recovery and be subject to reconciliation and prudence review.  

Utility incentives:
Incentives would be addressed in the context of the DPU proceeding and be specific to the nature of the investment. 

Comments/Major issues: 

If a plan is approved, this approach may result in a multi-year regulatory review of the implementation plan and subsequent cost recovery. In addition, benefits may be reviewed to ascertain success in delivery of those benefits. 
Table 2:  Summary Evaluation 

	Overarching Criteria:
	

	Ability to achieve Grid Mod Goals
	Moderate (meters only)

	Feasibility; i.e., difficulty of implementation
	Good

	Timeframe for implementation and results
	Good

	Consistent with relevant statutes
	Good

	Timing & flexibility to address dynamic options
	Good

	Costs and Customer Concerns:
	

	Consumer protection - low-income 
	Good

	Consumer protection - other residential
	Good

	Consumer protection - C&I
	Good

	Customer class cross-subsidy impacts
	To be determined

	Likely bill impacts
	To be determined

	Utility shareholder impacts
	Good

	Address risks - to customers and to utility
	Good

	General Criteria:
	

	Empowerment (i.e., will it empower customers, utilities, vendors?)
	To be determined

	Enablement (i.e., will it result in a sufficient platform?)
	Good

	Support innovation by utilities
	Good

	Identify performance objectives, has transparent measurement and symmetrical rewards based on performance
	Good

	Provide process stability, lowers regulatory uncertainty
	Good

	Common value measurement model (e.g., business case, NPV to consumers, society)
	Good

	Risk - to different parties
	Good


Massachusetts Grid Modernization Working Group
Regulatory Model Option

Massachusetts - Demand Response Model
Title: Demand Response Model including TOU and DLC 

Date: 2/22/12
Author: National Grid

Table 1: Summary of Regulatory Model 

	Regulatory Elements:
	Description:

	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

	Utility pre-implementation filing requirement
	File implementation plan for approval 

	Regulatory review and approval of filing
	Yes

	Stakeholder input to filing
	Yes, during the regulatory proceeding 

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

	Explicit, public cost-effectiveness requirement 
	Yes

	Utility reporting requirements
	Determined during DPU proceeding, if necessary

	Cost recovery mechanism (capital and O&M)
	Yes, separate mechanism, forward looking

	Cost allocation (among customer classes)
	Determined as a part of regulatory proceeding


	Cost assignment (e.g., to third party)
	

	Rate design
	

	Utility incentives (e.g. ROE, rewards/penalties)
	

	Performance targets or metrics
	

	Ratesetting (general rates)
	Historic test year or forecast rate year method may apply

	Frequency of rate cases
	Present rules apply.

	Comments/Major issues
	Interaction of proposed rate design and wholesale commodity prices


Description of Regulatory Model
Summary:   
Rate design options may be filed for approval included as part of a rate case or apart from a formal rate case. Rate design options could be filed as part of a proposal to convert metering to advanced systems with greater capability to provide certain opportunities to customers. These rate options would be designed to be revenue neutral to approved rates on a class basis. The rate options could include Time-of-Use rates such as fixed period TOU, fixed period critical peak pricing (CPP), variable period CPP, hourly pricing of demand response credits for load control options, etc.. 

Regulatory process:
A proposed rate design can be filed as a component of a rate case, a proposal for metering systems or independently. Utilities would file a proposal once they determine a valid business case for the rate design. The filing would include reasoning and analysis for the rate design accompanied by the a presentation of benefits to customers. 

 An alternative approach would be for the DPU to open an investigation into potential rate designs and their benefits/costs from implementation. 

Stakeholder input to filing:

Stakeholders would provide input to the filing by intervening in the docket before the DPU.  In this way, stakeholders would be entitled to file formal comments and briefs, and all other privileges afforded to interveners for consideration in the Department’s Order prior to implementation.
Cost effectiveness:

Utility proposals would need to include justification for the rate designs and associated costs for implementation, customer outreach and enabling technologies. A demonstration of benefit would be provided as part of the filing. 

Utility reporting requirements: 
Reporting requirements may be determined as a result of utility proposals and DPU deliberations in the proceeding.

Cost recovery:
Utilities may request recovery of costs associated with implementation of the rate design, outreach to customers and enabling technologies.  

Utility incentives:
Incentives would be addressed in the context of the DPU proceeding and be specific to the nature of the investment. 

Comments/Major issues: 

New rate designs have to consider the interaction of the rate design with the costs as incurred and billed in the ISO-NE wholesale market. This interaction creates risks that must be considered during any investigation. 
Table 2:  Summary Evaluation 

	Overarching Criteria:
	

	Ability to achieve Grid Mod Goals
	Moderate 

	Feasibility; i.e., difficulty of implementation
	Good

	Timeframe for implementation and results
	Good

	Consistent with relevant statutes
	Good

	Timing & flexibility to address dynamic options
	Good

	Costs and Customer Concerns:
	

	Consumer protection - low-income 
	Good

	Consumer protection - other residential
	Good

	Consumer protection - C&I
	Good

	Customer class cross-subsidy impacts
	To be determined

	Likely bill impacts
	To be determined

	Utility shareholder impacts
	Good

	Address risks - to customers and to utility
	Good

	General Criteria:
	

	Empowerment (i.e., will it empower customers, utilities, vendors?)
	Good

	Enablement (i.e., will it result in a sufficient platform?)
	Moderate

	Support innovation by utilities
	Moderate

	Identify performance objectives, has transparent measurement and symmetrical rewards based on performance
	Good

	Provide process stability, lowers regulatory uncertainty
	Moderate

	Common value measurement model (e.g., business case, NPV to consumers, society)
	Good

	Risk - to different parties
	Good


Massachusetts Grid Modernization Working Group
Regulatory Model Option

California Smart Grid Deployment

Title: California Smart Grid Deployment
Author: DPU Staff
Date: February 20, 2013

Table 1:  Summary of Regulatory Model 

	Regulatory Elements:
	Description:

	Rationale for, Summary of, Model
	Implement legislation requiring grid modernization

	Utility pre-implementation filing requirement
	10-year Deployment Plan, with Annual updates filed with CPUC

	Regulatory review and approval of filing
	Yes

	Stakeholder input to filing
	Yes, comment on Plans and cost-recovery in PUC proceedings

	Utility request for pre-approved budgets for GM measures
	Broad budgets approved in Deployment Plan

	Explicit, public cost-effectiveness requirement 
	Yes, broad cost effectiveness measurement in Deployment Plan, plus review of actual expenditures and benefits in Annual Reports

	Utility reporting requirements
	Yes. Annual Reports include metrics, as well as review for prudence during cost-recovery proceedings

	Cost recovery mechanism (capital and O&M)
	Rate Case or Tracker at utility discretion

	Cost allocation (among customer classes)
	using rate case principles

	Cost assignment (e.g., to third party)
	all costs to ratepayers

	Rate design
	using rate case principles

	Utility incentives (e.g. ROE, rewards/penalties)
	ROE

	Performance targets or metrics
	Yes

	Ratesetting (general rates)
	decoupling, forward test year

	Frequency of rate cases
	Every three years

	Comments/Major issues
	Functionalities and investment approval process established through legislation


Description of Regulatory Model 

In 2009 the California legislature passed a bill requiring the PUC to develop requirements for grid modernization and the IOUs to file 10-year Smart Grid Deployment Plans. The legislation laid out broad grid modernization functionalities for both customer-facing and grid-facing components and allowed the CPUC to develop standards for submission and review of the deployment plans. 

The legislation required all deployment plans be submitted by July 1, 2010. Each IOU submitted their plan which included: a Smart Grid deployment baseline; Smart Grid Vision Statement; Smart Grid Strategy and Roadmap, Grid Security and Cybersecurity strategy, Customer privacy strategy, an estimate of costs and benefits, customer outreach strategy, and performance metrics. 

The Deployment Plans laid out broad investment categories and infrastructure projects and prioritized them over the 10-year period. The plans did not specify specific technologies or provide detailed project implementation. The Deployment Plans did not contain AMI rollout, as this was mandated by a previous legislation. The IOUs conducted a broad cost-effectiveness analysis of their Deployment Plans over 5 and 10 years, as required by the PUC. IOUs must also file reports annually, laying out specific costs and benefits for the proceeding year and updating their Deployment Plan for future years.

Approval of the Deployment Plan does not substitute for approval of each investment within the Plan. Each IOU must seek recovery of costs following investment on specific projects either through a General Rate Case or a specific application mechanism. During cost-recovery proceedings, investments are reviewed for prudence by PUC staff and other stakeholders. Rate cases are conducted every three years using a forward test year.
Table 2:  Summary Evaluation 

	Overarching Criteria:
	

	Ability to achieve Grid Mod Goals
	Good

	Feasibility; i.e., difficulty of implementation
	Moderate

	Timeframe for implementation and results
	10 Years

	Consistent with relevant statutes
	N/A

	Timing & flexibility to address dynamic options
	Yes

	Costs and Customer Concerns:
	

	Consumer protection - low-income 
	Don’t know

	Consumer protection - other residential
	Don’t know

	Consumer protection - C&I
	Don’t know

	Customer class cross-subsidy impacts
	Don’t know

	Likely bill impacts
	Yes

	Utility shareholder impacts
	Low

	Address risks - to customers and to utility
	Moderate

	General Criteria:
	

	Empowerment (i.e., will it empower customers, utilities, vendors?)
	Yes

	Enablement (i.e., will it result in a sufficient platform?)
	Yes

	Support innovation by utilities
	Yes

	Identify performance objectives, has transparent measurement and symmetrical rewards based on performance
	Yes

	Provide process stability, lowers regulatory uncertainty
	Good

	Common value measurement model (e.g., business case, NPV to consumers, society)
	Moderate

	Risk - to different parties
	


Massachusetts Grid Modernization Working Group
Regulatory Model Option

Illinois Grid Modernization
Title: Illinois Grid Modernization
Author: DPU Staff
Date: February 20, 2013

Table 1:  Summary of Regulatory Model 

	Regulatory Elements:
	Description:

	Rationale for, Summary of, Model
	Implement legislation calling for investment in grid modernization

	Utility pre-implementation filing requirement
	File 10-year AMI deployment plan and 10-year Modernization Action Plan

	Regulatory review and approval of filing
	Yes

	Stakeholder input to filing
	Yes, for parties to the case, as well as Smart Grid Advisory Council for AMI and pricing issues

	Utility request for pre-approved budgets for GM measures
	Yes, in investment plan filings with opportunities for updates

	Explicit, public cost-effectiveness requirement 
	For AMI deployment plan only

	Utility reporting requirements
	As part of annual cost reconciliation

	Cost recovery mechanism (capital and O&M)
	10 year rate projection with annual reconciliation

	Cost allocation (among customer classes)
	using rate case principles

	Cost assignment (e.g., to third party)
	all costs to ratepayers

	Rate design
	using rate case principles

	Utility incentives (e.g. ROE, rewards/penalties)
	ROE with performance metric-based penalties

	Performance targets or metrics
	Yes. 10-year reliability and O&M metrics defined in legislation

	Ratesetting (general rates)
	decoupling, 10-year investment projection

	Frequency of rate cases
	10 year performance-based rates structure for utilities that voluntarily agree to certain investment levels

	Comments/Major issues
	Currently some issues between Illinois legislature and PUC concerning rate increases associated with investment plans


Description of Regulatory Model 

In 2011 the Illinois legislature passed a bill that allowed utilities to voluntarily agree to invest a certain amount of money into infrastructure over 10 years. Utilities that opt-in may move to a 10-year performance-based rate structure to recover costs.

The legislation included specific technology types and expenditure levels for customer and grid-facing Smart Grid investments, as well as distribution system upgrades and hardening. The legislation allows the utilities that participate to recover costs through a performance-based formula rate structure. The formula rate includes incentives for the utility meeting certain metrics that include utility operations, reliability, safety, customer service, productivity, and environmental compliance. 

Utilities that opt in to the rate must submit an investment plan to the PUC that includes scope, schedule, and staffing for how the utility will satisfy the investment requirements, and includes, at a minimum a schedule and expenditure for the next calendar year. Annually, utilities must file any plan updates, prior year actual expenditure, and a schedule for the next calendar year. Stakeholders can comment on both the 10-year plan and annual updates through the regulatory process. Prudence of expenditures can be evaluated through approval of the 10-year plan as well as through review of annual reports.

The legislation lays our 10-year performance metrics that a utility must show annual progress towards meeting. Failure to meet any annual performance metric is subject to a penalty to a company’s ROE.

In addition, the legislation requires utilities to file an AMI deployment plan to roll out AMI to all customers. The plan must include an AMI vision statement, 10 year AMI investment strategy, and education plan. The PUC must approve the investments in the Plan if they are cost-effective and consistent with the legislation. 

The legislation also establishes a Smart Grid Advisory Council made up of stakeholders to advise utilities on customer education, pilot programs, and AMI rollout. Annually, utilities must file a report with the Council and the Commission detailing expenditures to date and progress toward meeting AMI performance goals. 

Utilities are also required to file an opt-in PTR rate with the PUC for residential customers.
Table 2:  Summary Evaluation 

	Overarching Criteria:
	

	Ability to achieve Grid Mod Goals
	Good

	Feasibility; i.e., difficulty of implementation
	Difficult

	Timeframe for implementation and results
	10 years

	Consistent with relevant statutes
	N/A

	Timing & flexibility to address dynamic options
	Yes

	Costs and Customer Concerns:
	

	Consumer protection - low-income 
	Don’t know

	Consumer protection - other residential
	Don’t know

	Consumer protection - C&I
	Don’t know

	Customer class cross-subsidy impacts
	N/A

	Likely bill impacts
	Yes

	Utility shareholder impacts
	Moderate

	Address risks - to customers and to utility
	Moderate

	General Criteria:
	

	Empowerment (i.e., will it empower customers, utilities, vendors?)
	Good

	Enablement (i.e., will it result in a sufficient platform?)
	Good

	Support innovation by utilities
	Good

	Identify performance objectives, has transparent measurement and symmetrical rewards based on performance
	Good

	Provide process stability, lowers regulatory uncertainty
	Good

	Common value measurement model (e.g., business case, NPV to consumers, society)
	Moderate

	Risk - to different parties
	Moderate


Massachusetts Grid Modernization Working Group
Regulatory Model Option

Maryland AMI Deployment

Title: Maryland AMI Deployment
Author: DPU Staff
Date: February 20, 2013

Table 1:  Summary of Regulatory Model 

	Regulatory Elements:
	Description:

	Rationale for, Summary of, Model
	Approve AMI deployment

	Utility pre-implementation filing requirement
	Yes, through business case

	Regulatory review and approval of filing
	Yes

	Stakeholder input to filing
	Yes, for parties to the case

	Utility request for pre-approved budgets for GM measures
	Yes

	Explicit, public cost-effectiveness requirement 
	Yes, TRC test

	Utility reporting requirements
	For cost-recovery as part of future rate case

	Cost recovery mechanism (capital and O&M)
	base rates

	Cost allocation (among customer classes)
	using rate case principles

	Cost assignment (e.g., to third party)
	ARRA grants

	Rate design
	using rate case principles

	Utility incentives (e.g. ROE, rewards/penalties)
	ROE, shared risk of O&M benefits

	Performance targets or metrics
	

	Ratesetting (general rates)
	

	Frequency of rate cases
	as requested by utility

	Comments/Major issues
	


Description of Regulatory Model 

The Maryland PSC received applications from two utilities to deploy AMI meters. These applications were for matching funds as part of ARRA grants for Smart Grid investments. Applications included a business case, which laid out costs and benefits using the TRC test. The PSC approved the applications following stakeholder input as part of their regulatory process. However, the PSC declined to allow the utilities to recover any of their investment through a tracker, instead requiring them to recover ratepayer funds through base rates. All expeditures on AMI will be reviewed for prudence when a utility seeks recovery of costs in a rate case.

The utilities agreed to share the risk for O&M benefits, guaranteeing a certain amount of savings that will be returned to customers. However, customers bear the risk for peak demand and energy reductions that must occur in order for the AMI deployment to be cost-effective.
Table 2:  Summary Evaluation 

	Overarching Criteria:
	

	Ability to achieve Grid Mod Goals
	Moderate

	Feasibility; i.e., difficulty of implementation
	Good

	Timeframe for implementation and results
	4 years

	Consistent with relevant statutes
	N/A

	Timing & flexibility to address dynamic options
	Yes

	Costs and Customer Concerns:
	

	Consumer protection - low-income 
	Don’t know

	Consumer protection - other residential
	Don’t know

	Consumer protection - C&I
	Don’t know

	Customer class cross-subsidy impacts
	Don’t know

	Likely bill impacts
	Yes

	Utility shareholder impacts
	Low

	Address risks - to customers and to utility
	Moderate

	General Criteria:
	

	Empowerment (i.e., will it empower customers, utilities, vendors?)
	Good

	Enablement (i.e., will it result in a sufficient platform?)
	Good

	Support innovation by utilities
	Moderate

	Identify performance objectives, has transparent measurement and symmetrical rewards based on performance
	N/A

	Provide process stability, lowers regulatory uncertainty
	Moderate

	Common value measurement model (e.g., business case, NPV to consumers, society)
	Good

	Risk - to different parties
	Moderate


Massachusetts Grid Modernization Working Group
Regulatory Model Option

New York Model
Title: New York Model - Forward Looking Rate Year                                               Date: 2/22/12
Author: National Grid

Table 1: Summary of Regulatory Model 

	Regulatory Elements:
	Description:

	Rationale for, Summary of, Model
	To allow regulatory review and approval of forward looking investments and ability to provide safe, reliable service and modernize the grid.

	Utility pre-implementation filing requirement
	Full rate case filing   

	Regulatory review and approval of filing
	Yes, review by DPU under statutory guidelines.

	Stakeholder input to filing
	Yes, during the rate case proceeding 

	Utility request for pre-approved budgets for GM measures
	Yes.

	Explicit, public cost-effectiveness requirement 
	Reliability and safety effectiveness, demonstration of need and reasonableness on project cost estimates  

	Utility reporting requirements
	Annual 

	Cost recovery mechanism (capital and O&M)
	Yes, base rate changes

	Cost allocation (among customer classes)
	As decided by the DPU during the rate case proceeding


	Cost assignment (e.g., to third party)
	

	Rate design
	

	Utility incentives (e.g. ROE, rewards/penalties)
	

	Performance targets or metrics
	

	Ratesetting (general rates)
	Forward looking rate year

	Frequency of rate cases
	Present rules apply, long-term settlements possible

	Comments/Major issues
	It is a full rate case with the potential for approval of longer-term plans than one year.


Description of Regulatory Model 

Summary:   
In this model, the utility files a full rate request which includes a forecasted plan for capital investments, including specific grid modernization measures. Known and measurable changes to elements of costs could be requested including those for O&M on the system, tree trimming and capital investment. The process would follow the statutory guidelines for timing. It allows full participation by stakeholders as interveners to the case. If possible, settlements could be agreed that allow for multi-year approvals of capital and O&M spending and the revenue allowance to operate under these plans.  

The approval of the utility’s plan results in a rate change to recover the costs of the plan beginning on the first day of the proposed rate year. Cost allocation and rate design issues, including new rates, would be proposed, reviewed and decided as part of the case.

The review of the rate case encompasses the reliability and safety goals of the plan as well as concerns over rate impacts to customers.

Grid modernization would, by definition, be included in the rate case. Any specific additional investments or pilots would be included as part of the rate case.

The benefits of a forward looking rate year include:

· Allow each Utility to propose the costs to operate a safe, reliable electric system while meeting service quality targets using forecasts of load changes and investment/operation needs.

· Allow for approval of investments that facilitate Grid Modernization goals by providing pre-approval of a plan in a timely manner, and in a way that is suitable for the unique characteristics of each system and rate plan.

· Support innovation in the industry as a whole and by utilities individually by enabling a process that encompasses the complete forecasted investment planning proposal and by providing cost recovery for the investment and O&M commencing with the start of the plan.  It would also allow flexibility by the utility in the case of rapidly changing technologies since companies could revise their plans over time.

Regulatory process:
The regulatory process would be in the forma of a standard  rate case procedding meeting statutory requirements for timing.

Stakeholder input to filing:

Stakeholders would provide input to the filing by intervening in the docket before the DPU.  In this way. stakeholders would be entitled to file formal testimony and briefs, and all other privileges afforded to interveners for consideration in the Department’s Order prior to implementation.
Cost effectiveness:
Since this model requests approval of a company’s investment plan, the focus of review is on the amount of investment, the priority of the projects to deliver safe, reliable service and reasonableness of estimates for the larger projects. Cost-effectiveness tests are not relevant for safety or reliability-based investments.  Cost effectiveness should be a consideration when reviewing alternatives among competing solutions to provide safe, reliable service. As such, cost-effectiveness tests should be addressed in each proposal and applied appropriately, as applicable. All costs, e.g. back office, IT system upgrades, associated with grid modernization investments must be included in any cost-effectiveness assessment.

Utility reporting requirements: 
Reporting requirements should be specific to each plan. The investment plan in the rate case would be provide to facilitate any Grid Modernization objectives ultimately endorsed by the Department with allowance for investments that might span a variety of technologies and horizons, so allowing for flexibility to address in the context of a specific plan is appropriate.

Cost recovery:
Cost recovery begins upon the effective date and in the amount approved by the DPU based upon the evidence in the proceeding.  

Utility incentives:
Incentives would be addressed in the context of the DPU proceeding and be specific to the nature of the investment. 

Comments/Major issues: 

This is a full rate case using a forward looking forecast rate year based upon an historic test year of data. Thus, given the forward look, the case opens an opportunity to investigate multi-year settlements which encompass more than one year of any Grid Modernization program.
Table 2:  Summary Evaluation 

	Overarching Criteria:
	

	Ability to achieve Grid Mod Goals
	Good

	Feasibility; i.e., difficulty of implementation
	Good

	Timeframe for implementation and results
	Good

	Consistent with relevant statutes
	Do not know

	Timing & flexibility to address dynamic options
	Good

	Costs and Customer Concerns:
	

	Consumer protection - low-income 
	Good

	Consumer protection - other residential
	Good

	Consumer protection - C&I
	Good

	Customer class cross-subsidy impacts
	To be determined

	Likely bill impacts
	To be determined

	Utility shareholder impacts
	Good

	Address risks - to customers and to utility
	Good

	General Criteria:
	

	Empowerment (i.e., will it empower customers, utilities, vendors?)
	To be determined

	Enablement (i.e., will it result in a sufficient platform?)
	Good

	Support innovation by utilities
	Good

	Identify performance objectives, has transparent measurement and symmetrical rewards based on performance
	Good

	Provide process stability, lowers regulatory uncertainty
	Good

	Common value measurement model (e.g., business case, NPV to consumers, society)
	Good

	Risk - to different parties
	Good


Massachusetts Grid Modernization Working Group
Regulatory Model Option

Rhode Island Model
Title: Rhode Island model                                                                                    Date: 2/22/12
Author: National Grid

Table 1: Summary of Regulatory Model 

	Regulatory Elements:
	Description:

	Rationale for, Summary of, Model
	Pre-approval of annual capital investment plan including O&M plans for inspection and maintenance and tree trimming

	Utility pre-implementation filing requirement
	Informal review with R.I Division of Public Utilities and Carriers (“RIDIV”) staff and consultants to arrive at agreed upon Plan.  Plan filed with R.I Public Utilities Commission (“RIPUC”) for approval  

	Regulatory review and approval of filing
	Yes, Plan must be submitted no later than 90 days prior to effective date of proposed rate change for approval by the RIPUC. 

	Stakeholder input to filing
	Yes, informal review process designed to reach consensus on plan ultimately submitted with the RIPUC. Public comment during RIPUC review.

	Utility request for pre-approved budgets for GM measures
	Yes.

	Explicit, public cost-effectiveness requirement 
	Reliability and safety effectiveness and reasonableness on project costs estimates  

	Utility reporting requirements
	Plans filed annually, with quarterly performance reports during plan year. 

	Cost recovery mechanism (capital and O&M)
	Yes, separate mechanism for incremental investment with real time recovery of associated revenue requirement in year of investment

	Cost allocation (among customer classes)
	Individual class kWh charge based on last approved rate base allocator until rolled into base rates as part of a full rate case.  Annual charge represents cumulative revenue requirement of all prior plan years’ incremental investments since the Company’s last base rate case  

	Cost assignment (e.g., to third party)
	

	Rate design
	

	Utility incentives (e.g. ROE, rewards/penalties)
	

	Performance targets or metrics
	

	Ratesetting (general rates)
	Forward looking rate year

	Frequency of rate cases
	Present rules apply.

	Comments/Major issues
	Duration of review and approval is necessarily compact.  Full reconciliation to actual investment.


Description of Regulatory Model 

Summary:   
In this model, the Company’s investment plan is reviewed informally first by the Division of Public Utilities and Carriers (Division)
 in an effort to reach agreement on the plan for next year. Once a settlement has been agreed, the settlement is filed with the Rhode Island Public Utilities Commission (RIPUC) for public review. This settlement must be filed no later than 90 days prior to the beginning of the Company’s fiscal year. RIPUC review must conclude within 90 days as required by statute. The key to success for this process is the informal review process undertaken by the Company and the Division along with the Division’s consultant. The consultant has significant distribution engineering design and construction experience. If agreement is reached between the company and the Division, the settlement is filed with the RIPUC for its review in a public proceeding. Otherwise, the Company would file its annual plan for approval by the RIPUC and the Division advocate would present its position during the RIPUC review.  

The plan includes Operations& Maintenance expense for inspection and repair of company equipment and tree trimming.
The review of the plan encompasses the reliability and safety goals of the plan as well as concerns over rate impacts to customers.

Grid modernization would, by definition, be included in the plan. Any specific additional investments or pilots would be included as part of the plan and reviewed by the Division’s consultants as to the validity of the project and the appropriate cost of the project.

Regulatory process:
The regulatory review process is described above.

Stakeholder input to filing:

The Division provides input to the plan prior to filing. Once the plan is agreed with the Division , a review process is available for public comment with other stakeholder involvement. if necessary.
Cost effectiveness:
Since this model requests approval of a company’s investment plan, the focus of review is on the amount of investment, the priority of the projects to deliver safe, reliable service and reasonableness of estimates for the larger projects. Cost-effectiveness tests are not relevant for safety or reliability-based investments.  As such, cost-effectiveness tests should be addressed in each proposal and applied appropriately, as applicable. 
Utility reporting requirements: 
The Company provides quarterly updates on progress of its plan and an annual filing to the Commission.  

Cost recovery:
The approval of the utility’s plan results in recovery of the planned investments commencing concurrent with the year of investment. This allowance in rates is reconciled against actual in-service investment at the end of the investment year. Any differential from the original approval is either refunded to customers or charged to customers as appropriate. Over time, the annual charge represents cumulative revenue requirement of all prior plan years’ incremental investments since the Company’s last base rate case  

Utility incentives:
The utility earns its allowed return on equity and recovery begins immediately without regulatory lag.  

Comments/Major issues: 

The informal process and Commission review and approval process is compact to ensure workplans can be accomplished to improve service as designed in the plan.
Table 2:  Summary Evaluation 

	Overarching Criteria:
	

	Ability to achieve Grid Mod Goals
	Good

	Feasibility; i.e., difficulty of implementation
	Good

	Timeframe for implementation and results
	Good

	Consistent with relevant statutes
	Yes

	Timing & flexibility to address dynamic options
	Good

	Costs and Customer Concerns:
	

	Consumer protection - low-income 
	Good

	Consumer protection - other residential
	Good

	Consumer protection - C&I
	Good

	Customer class cross-subsidy impacts
	Good

	Likely bill impacts
	Good

	Utility shareholder impacts
	Good

	Address risks - to customers and to utility
	Good

	General Criteria:
	

	Empowerment (i.e., will it empower customers, utilities, vendors?)
	Good

	Enablement (i.e., will it result in a sufficient platform?)
	Good

	Support innovation by utilities
	Good

	Identify performance objectives, has transparent measurement and symmetrical rewards based on performance
	Good

	Provide process stability, lowers regulatory uncertainty
	Good

	Common value measurement model (e.g., business case, NPV to consumers, society)
	Good

	Risk - to different parties
	Good


�	Choose one of the following: good; moderate; bad; don’t know; not applicable; to be determined.


�	Choose one of the following: good; moderate; bad; don’t know; not applicable; to be determined.


�	Choose one of the following: good; moderate; bad; don’t know; not applicable; to be determined.


� 	Choose one of the following: good; moderate; bad; don’t know; not applicable; to be determined.


� 	Choose one of the following: good; moderate; bad; don’t know; not applicable; to be determined.


� 	Choose one of the following: good; moderate; bad; don’t know; not applicable; to be determined.


�	Choose one of the following: good; moderate; bad; don’t know; not applicable; to be determined.


� The Division acts as consumer advocate and staff for the Commission in regulatory matters according to RI law.


�	Choose one of the following: good; moderate; bad; don’t know; not applicable; to be determined.
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