Massachusetts Department of Public Utilities:

Electric Grid Modernization Steering Committee Meeting #2
Tuesday February 5, 2013
Federal Reserve Bank, Boston (4th Floor)
Final Meeting Summary

65 people comprised of Steering Committee members, alternates, and other interested stakeholders attended the meeting, which began at 9 and ended at 5.
Please see the website for the meeting agenda and all the PowerPoint presentations used during the meeting.
Below is a high-level summary of the meeting.  Appendix A contains running notes from the meeting (unedited) and Appendix B contains the meeting attendance.
9:00
Agenda Review, Additional Ground Rules – Dr. Jonathan Raab
Dr. Raab, as the facilitator, welcomed attendees and reviewed the day’s agenda.  Dr. Raab also highlighted the fact that the Working Group process is intended to be a fact based discussion on the full spectrum of potential options regarding Grid Modernization efforts, followed by negotiations and then presentation in the Final Report of both consensus recommendations and two or more alternative recommendations on issues where consensus doesn’t emerge.

Dr. Raab presented a draft of two additional ground rules (see slides) in response to a request by the Steering Committee members at the first meeting on January 9, 2013.  Dr. Raab stated that these additional draft ground rules had also been presented to both the Customer-Facing and Grid-Facing subcommittee members at the previous Subcommittee meetings.  The Attorney General distributed a redline of suggested changes to the ground rules which led to a discussion among the members regarding such things as DPU process of establishing timelines for comments on Final Report; establishing a protocol for agreements and consensus among Working Group members; and process for drafting and review of Final Report.

Members requested additional time to review the AG’s proposed changes.  Dr. Raab suggested he continue the discussion off-line with the Attorney General and will post proposed revisions in advance of the next Steering Committee for discussion at next Steering Committee Meeting.  
9:15
Grid Modernization Goals, Opportunities, and Barriers
Dr. Raab presented a draft document prepared by Dr. Raab and Tim Woolf (based mainly on the DPU’s NOI) in response to the members’ request at the first Steering Committee meeting to further develop goals of the Working Group and identify potential opportunities and barriers/challenges to implementing grid modernization activities. 
Steering Committee members engaged in open discussion surrounding questions such as: Are these the right goals and opportunities?  Do the WG goals need to be the same as those stated by the DPU in the NOI?  Do we want specific or broad goals? The Attorney General described some of their proposed changes to the document based on a redlining of the document that they brought to the meeting.  Other Steering Committee Members offered other proposed additional Goals or revised language as the discussion unfolded.  The facilitator, as well as some Members, noted that the discussion was veering away from identifying the goals and into “how” we are going to reach the goals.  In order to move from vision statement to goals, members identified the need for asking what are we trying to accomplish, over what timeframe, at what cost? Some of the specific goals requested by one or more Member to add to the pre-existing list included:

· Enhance the flexibility of grid

· Help meet state’s environmental and clean energy goals

· Support and sustain competitive market place

Members did not reach a consensus as to whether the above or other suggested goals should be added to the document.  

The discussion surrounding Opportunities touched on “prices” versus “costs”; clean energy, EE, hardening the grid; cybersecurity; and included numerous suggested wordsmithing.  
During the discussion, Dr. Raab revised the document in response to members’ suggestions.  The revised Goals/Opportunities/Barriers document will be posted on the website for the group to digest and will be discussed and refined at the next Steering Committee meeting.  However, the Committee did not have time to discuss the Barriers section of the document.
  10:15
Reports from Subcommittees (see slides)
Dr. Raab presented a summary report from the two Subcommittee Meetings but noted that future summaries would likely be presented by members of the WG. 
· Customer Facing Subcommittee (see slides) - presentations on utility pilots, metering technologies and costs, and ways to enhance AMR
· Draft of the next Customer-Facing Subcommittee agenda included alternative metering scenarios, functionality, & costs; TVR options and consumer protections around metering and TVR; principles and regulatory policies regarding TVR and advanced metering; planning the final two subcommittee meetings.  
· Grid Facing Subcommittee (see slides) - presentation on goals and objectives for grid modernization; visions of a modernized grid; and  utility distribution planning processes 
· Draft for the next Grid-Facing Subcommittee agenda included presentation by subgroup of draft matrix of framework for functionalities & outcomes specific to MA’ evaluation of regulatory options; and planning the final two subcommittee meetings (Note: this agenda has subsequently been revised—see website for most current agenda)
10:45
Break
11:00
Aligning Utility Rate Making w/ Grid Modernization Goals
Current Rate Making for MA Utilities – Ben Davis & Jeff Hall, MA DPU (see slides)
Ben Davis and Jeff Hall from the DPU presented an overview of current ratemaking policies.  The purpose was to provide a high-level introduction to ratemaking, including a snapshot of basic principles of traditional ratemaking as well as alternative regulatory approaches used in MA.  The stated objective was to provide a baseline of understanding to foster useful discussion
Hall and Davis described traditional ratemaking principles as well as performance-based ratemaking principles (i.e. performance-based rates (PBR) and Service Quality (SQ)), decoupling, trackers (i.e., the capital investment tracker), reconciling mechanisms and energy efficiency.  Question posed by DPU:  What box does grid mod fit into or do we need a different box?  Steering Committee members asked numerous questions about existing ratemaking practices.
Alternative Future Rate Making Options – Grid Facing Subcommittee WG Representatives – David O’Brien, Tim Woolf (slides) 
Tim Woolf of Synapse Energy Economics and David O’Brien, Bridge Energy Group presented a spreadsheet with a framework for comparing ratemaking and regulatory options for both Grid-facing and Customer-facing Grid Modernization investments.  Tim Woolf suggested that a grid modernization framework model could be designed to have a significant layer of regulatory oversight (i.e., the current energy efficiency model), very limited regulatory oversight (i.e., the service quality metrics model), or something in between and solicited feedback from the group re:  are these inclusive of what the group should be considering in terms of a regulatory framework or are there other options?   
Committee members discussed how grid modernization technologies and costs would fit into the two distinctly different approaches mentioned above. A committee member suggested a third approach that would require regulators to establish the goals and metrics for how utility grid modernization expenditures would be analyzed before utilities make investments.  Utilities would then decide how and what investments to make based on a known regulatory framework and metrics that their investments and performance would be measured against.  
Some comments made by one or member during the ensuing discussion included (note some of these points were made following lunch): 
· Other states such as RI and New York offer similar pre-approval versions of a regulatory approach to capital investments that allows utilities to have a plan reviewed and approved before it makes investments.  
· The 3 year forward capacity auction for suppliers, whereby a clearing price for supply is known and agreed to in advance, is another example of establishing reimbursement levels up-front
· A regulatory oversight model today must be more dynamic or companies will not invest in new technologies in MA and go elsewhere. A model that establishes goals and standards in advance of investments would provide a level of certainty to invest.
· Pre-approval approaches may not provide full disclosure of costs or benefits to customers as offered by the energy efficiency model or provide sufficient customer/consumer protections

· Historically the test has been that capital investments need to be “prudent, used, and useful, and this cannot necessarily be judged readily on a pre-approval basis
· Traditional ratemaking is anything but dynamic – doesn’t allow for steep technology curve
· Traditional ratemaking has a number of benefits, including providing utilities with incentives to make prudent investment decisions.
12:15 
Lunch

1:15 
Aligning Utility Ratemaking w/ Grid Mod Goal (continued)

After lunch, the Steering Committee continued its discussion on regulatory/ratemaking framework options.  Tim Woolf revised framework in response to Steering Committee suggestions/comments and will post on website.
The Steering Committee members agreed to offer more suggestions to fine tune the regulatory framework model, including: 

· NSTAR will provide a pre-approval regulatory model approach. 
· National Grid will add information from RI/NY regulatory models.  
· Clean energy coalition members will add a DG/EV model
Tim Woolf is running a conference call on 2/6 with subgroup to discuss and refine regulatory model further.
2:15 
Break

2:30 
Appropriate Cost–Effectiveness Framework for Analyzing GM
Tim Woolf of Synapse Energy Economics presented a cost effectiveness framework for evaluating Grid Modernization investments.  The framework presented was loosely modeled on the energy efficiency cost effectiveness framework. The spreadsheet listed different elements of potential cost-effectiveness tests and laid out the options of each element.  Tim commented that some of these decision points will be tough to answer without a regulatory model and clarified that each row is independent of the other (i.e. don’t read down the columns).  See Cost-Effectiveness framework posted on website.  

Committee Members discussed the framework and its applicability to Grid Modernization. Several members questioned the relevancy and objectives of the framework to Grid Modernization, and raised several challenges. Specifically members made the following observations:
· Benefits of grid modernization can sometimes be diffuse with many benefits not accruing directly to the utility or the customer. Other parties in the marketplace benefit from grid modernization. 
· Other benefits such as value of having power from an outage restored more quickly are difficult to quantify
· If grid modernization technologies have unknown but potentially adverse impacts on utility operations and reliability, how do we include these unforeseen costs in traditional cost-effectiveness analysis?

Members commented on the importance of creating a grid modernization platform or “Christmas Tree” approach – with the utilities/ratepayers investing in a grid modernization platform and then the market creating applications/ornaments (like Apple creating the iPhone but the market creating the apps).  Members discussed presenting to the Committee a vendor/third party technology panel from among the WG members on the platform required so that they can provide applications to compete in the market. Decision was made to add this to the next Steering Committee agenda.
Committee Members also commented during this discussion that we need to define the functionalities of a modern grid better before we can assess grid modernization regulatory and cost-effectiveness frameworks. The Grid-Facing Subcommittee is working on a functionality matrix, and the Customer-Facing Subcommittee is working on a separate matrix more narrowly focused on meter-related functionality. Some of this may be clearer once consensus on the Goals and Opportunities is reached, but the two discussions are occurring in parallel.  

Conclusion: Continue to discuss and refine cost-effectiveness issues as the Subcomittees report up the functionalities to the Steering Committee. 
4:30
Agendas for Next Steering Committee and Subcommittee Meetings and To Do List
Draft agenda for next steering Committee meeting was presented and discussed.  Edits made (see new draft agenda posted probably 2/14).  Will include more in-depth discussion on functionality including a panel of members; regulatory and cost-effectiveness frameworks; a speaker or two on cyber-security; and return to groundrules and Goals document.
5:00
Adjourn
To Do List
1) Draft Meeting Summary – Raab with DPU Staff

2) Prepare agendas for next Subcommittee Meetings and Steering Committee Meeting – Raab/Synapse

3) Line up speakers for next meetings and post required reading pieces– Raab/Synapse

4) Post Steering Committee documents, including revisions of documents used during discussion today – Synapse/Raab

5)  Coordinate with AG on proposed redline ground  rules and post revision on website in advance of next Steering Committee Meeting for final consideration--Raab
6)  Coordinate with WG members for Steering Committee member presentations on desired functionality for enabling clean energy future—Synapse/Raab & members
Continue work with subgroup on regulatory/ratemaking framework—Synapse & members

Appendix A: Running Meeting Notes (unedited)

9:00
Welcome, Agenda Review & Additional Groundrules – Dr. Jonathan Raab 
· Dr. Raab presented additional ground rules for Steering Committee’s review, see slides

· AG offered comments and passed out a redlined, strike-out version of the proposed ground rules. 
C:  Since AG’s proposed edits were not given to the members in advance, would like time to review edits to groundrules prior to approval by group

Q/Comment: Does DPU process need report to be complete to start process? Allowing everyone to review could insert more time and process
Q/Comment:  Curious about bullet #1 by AG – what process to establishing consensus did they have in mind? 
AGO: AG has a vote in mind.  Without protocol established, it may be difficult to get consensus 

C, Facilitator: groundrules on consensus are clear.  Review process not specified in groundrules and need more clarity on that. Groundrules were accepted last time. No need for voting the way its prescribed right now. 

Comment: DPU wants to ensure that process won’t go on indefinitely. 

AGO Comment: concern that summary & notes form basis of final report, but do not describe who made comments and what agreements & consensus were made.  

A: meeting summaries themselves are not going to be rolled into reports, but the documents generated at future meetings will. 

Comment: timing at the end of this process – CEC urges DPU to set immediate next steps with timeline for end of 2013. 

Comment: agrees with groundrules as originally approved; does not agree with voting. 

Conclusion/To Do: Continue discussion offline and will circulate revisions later for review.  

9:15 Grid Modernization Goals Opportunities & Barriers:

· Dr. Jonathan Raab presented document outlining Grid Mod Goals, Opportunities & Barriers for discussion

· At last mtg, group wanted more clarity on “what are we doing” and why? Objectives/goals.  Goals & opportunities are right out of NOI & barriers are from number of sources.  
· Are these the right goals and opportunities? Are there some missing?
Q/Comment: The DPU has its goals, does this group have to have same goals?  Statements have facts presumed not evidence. 

Q/Comment: Goals – 1 element not captured in other 3 bullets – integration of DG technologies, DR, other technologies utilities may use to operate more efficiently. Enhancing efficient operation of grid itself ( Maybe separate bullet?

A: One subcommittee comment that 1 goal was enabling 2-way power flow; is that the same? 

Comment: comments may be captured in first two bullets.  

Q: enhancing flexibility of the grid? 

Comment: “integration” is good 

Comment: would like to see reference to Clean Energy goals.  i.e. Coordinating these activities to reduce GHG emissions. 

A/Clarifying Q: clean energy goal or environmental goal? 

Comment: “meet the state’s environmental and clean energy goals”

Comment: Include broader Public Policy goals.  Important to include DG in goals and not in opportunities. 

Facilitator: starting to include “how” we’re going to meet goals, not sticking to what the goal “IS”

Comment: agrees with Facilitator. 

Comment: Refine “reduce electricity costs” – in near term may increase costs, but reduce costs in long-term.  Everyone wants to reduce costs. 

Comment: reiterate – not moving into the “how.”  Q around reliability: subcommittee is trying to define “reliability” and “grid modernization”

Comment: reduce electricity costs = reduce costs below what it might have otherwise been at given level service.  Do we want goals that are explicit or broad? 

Comment: another goal: affordability for LI customers. Need to have discussion of priorities and trade-offs. 

A/clarifying Q: “improve” affordability?

Comment: “achieve agreed upon levels of service at reduced cost”.  Flexibility is not a “how” but a separate goal. 

AG passes around suggested edits to Goals, Opportunities, & Barriers document.  See website.  Discussion on AG’s edits:
Clarifying Q: long-term cost effective? “Demonstrated?” 

Q: is “empowering customers etc.” a goal or a strategy.  

A/facilitator: DPU was specific in stating reduce electricity “costs” not “rates” – change may be controversial

Comment: agrees with AG’s proposed language on rates. 

Comment: Vision statement? To get to goals, questions need to be asked 1) what are you trying to accomplish? 2) relative to what? 3) over what timeframe, 4) at what cost, etc. This will enable to move from vision statement to goals.  See “Strategy/Implementation Questions.”
Comment: There other market participants besides DistCos which needs to be reflected. Add: To continue to support and sustain competitive marketplace in MA

Opportunities discussion:

Comment: #5 – “prices” vs. “costs” – from wholesale perspective, want to reduce wholesale power costs (capacity).  How wholesale costs translate to retail prices is another matter. 
Comment: #8 emphasize “peak generation”

Comment: broaden #7 – enhance success of clean energy and EE initiatives. 

Comment: advance measures to adapt and “harden” grid in response to storms and climate change threats.  

Comment: clarify 1&2: some cases they are “demonstrated” opportunities.  #2 draws a conclusion that more info will lower customer bills.  May not be the case.  Wouldn’t want to draw a conclusion here. 

A: edit to say “potentially use” in #2

Comment: does not capture previous comment.  Agrees with comment re: “demonstrated” language.  “Tools THAT empower them”  
Comment: #6 be broad about technologies. List should include fuel cell technologies. 

Comment: agrees that adding “potentially” does not capture his comment. 

Comment: Hardening bullet: scope doesn’t include – define “hardening” that is also included under “modernization”

Comment: making grid more secure or resilient against attach; cybersecurity not mentioned. 

A/clarifying Q: an opportunity would be to enhance the security of the grid? Meissner – yes.

Comment: bills vs costs in #2 or “usage”? Do energy bills come outside of bills as ppl privatize energy infrastructure?

Comment: “utilizing technology that has demonstrated its intended purposes…” lots of pilots we can glean info from. 

Response: these are opportunities that “might” occur not that will occur. Cautioning against overly wordsmithing. 

Comment: one could reduce bills by increasing usage at lower priced times i.e. shifting use. Ex: EVs. Not against reducing usage.  Grid mod has potential to use energy more efficiently which could mean using more at cheaper times. 

Conclusion/ to do: Group to digest, continue to discuss & refine.  See revised “Goals, Opportunities & Barriers” document.
10:15 Reports from Subcommittees, presented by Dr. Jonathan Raab

Dr. Raab recapped Grid-Facing (GF) and Customer-Facing (CF) Subcommittee meetings, and draft agendas for next subcommittee meetings.  See documents 
Discussion on draft agenda for CF meeting #2

Comment: wants EV rate info to be discussed at CF meeting 2.  Will provide info to distribute at mtg. 

Comment:  where does cybersecurity fit? A: cyber security is a steering committee issue and will be discussed at next SC meeting
10:45 Break

11:00 Presentation: Aligning Utility Ratemaking and Regulation for MA Electric Utilities: Ben Davis & Jeff Hall 
DPU staff presents on current utility ratemaking principles, methods, and regulatory approaches.  Purpose: to provide high level introduction to ratemaking, present snapshot of basic principles of “traditional RM, and alternative regulatory approaches us in MA,

Provide a baseline of understanding to foster useful discussion. Slides posted on website.
Jeff Hall provided overview on Traditional Ratemaking principles. 

Overview on performance based ratemaking, to increase incentive for Utilities to reduce costs. Also provides certainty of future rate increases. To ensure utility’s efforts to reduce costs do not result in reduction in SQ, DPU introduced SQ standards.  Explanation of price cap model.  

Ben Davis overview of SQ.  to measure day-to-day performance (major events excluded) 25 metrics, of which 10 have penalties associated with them. Regulatory framework for storms has evolved – legislation, regulations, investigations. 

Jeff Hall describes Decoupling and its mechanics.  Purpose is to remove barriers to Utilities aggressive pursuit of EE. 

Jeff Hall describes trackers and reconciling mechanisms.  Capital tracker allows company to recover certain capital investments in a manner similar to rate base on an annual basis outside of base rates. Reduces regulatory lag.  
Ben discusses EE and history of aligning ratemaking with policy goals.  

Ben: Time varying pricing – this presentation has discussed distribution rates only.  This is what DPU regulates.  Currently distribution rates are not time-varying.  Supply portion of the bill – i.e. basic service – is also not time varying.  DPU governs how utilities procur basic service.  DPU does not govern what rates competitive suppliers offer.  (most large customers on competitive rates)

Clarifying questions from group:

Q: still use historic test year?  A: yes

Clarifying comment re: basic service not time-varying rate:  Utilities have TOU peak/off-peak rate aready. Not heavily subscribed currently. 

Q: what’s status quo about where capital we are talking about here covered?  A: covered in base rates currently. Grid only utility that has capital tracker.  

Discussion:

Q/Comment: 1) where are you recovering costs of GM technologies? 2) Rate design issues. These are two different things.  Which rates time varying: distribution, supply, transmission… different than cost recovery.  

A: focus on cost recovery.  Does the current construct have the appropriate incentives? 

Comment: does not think current structure has appropriate incentives. Cost = Issue of risk for utility company.  Problem is benefits do not necessarily accrue to utility.  Some do, some don’t.  

Comment:  TVR for supply( Dept’s opinion on nudging people to competitive supply vs. basic service offerings? 

Response: Is the Q “does the DPU have specific policy of moving customers to competitive suppliers?” Answer, No. DPU Policy is to support competitive supply market, reduce barriers and allow customer choice

Clarifying question: how does DPU current ratemaking process to make meter upgrades & investments. 

A: depends on cost of add’l investment.  Utilities would come in for rate case to recover addl cost if not currently in rate base.  

Follow up- could capital tracker be used as transition to new meters? 

A: It could theoretically; depends, for example, Grid’s capex capped at $170m per year.  

Q: what investments could be recovered through rate case or capex?

A: investment must be “prudent, and used-and useful.”  For capex, has to be infrastructure investments.  Can’t make investments that are above what’s needed. 
AGO Comment: AG’s position in the past has been that cost trackers undercut the positive effects of regulatory lag.  Those sharing the benefits should also share the risks with ratepayers. 

Comment: Utility has significant incentives in place already.  

Comment:  even under decoupling and current rate structures and mechanisms, priced as an energy delivery service, based on volumetric charges.  Two way power flow, and concepts like that, service needs to change from less and less of delivery service to integration service.  

11:45 Presentation on Alternative Future Rate Making Options, GF Subcommittee
· Tim Woolf and David O’Brien present and discuss spreadsheet on framework for regulatory/ratemaking options. 

O’Brien:  divided world between GF and CF.  Layout current approaches and how various elements play out.  From there we can see where we need to keep, enhance, modify, etc.  

Woolf: Themes we should be thinking about: 1) could have a model that has a lot of regulatory oversight (like EE), or light regulatory oversight (SQ) where goals and metrics only are set.  Spectrum of options.  

Woolf: Need feedback: 1) column A- are these inclusive of what we should be considering for regulatory framework; 2) are there other options/regulatory models not mentioned here?

O’Brien: who holds the risk? How to deal with evolving world of technologies?
Comment: expand on Tim’s spectrum analogy…  What is “unacceptable?” What do we want to accomplish, outcome, specific benefit, etc.; Another option: utilities submit plan, compliance filing, asks for money to accomplish plan, then is evaluated on its performance relative to plan, i.e. traditional method.  

Response: hears that Larry’s proposal could be a 3rd model.  What are the differences, incentives for utilities to make the investments? Ex: In EE, get approval to make investment prior to spending money.  Old model: spend money, then seek approval.  Is utility more or less likely to make an investment in a technology under each model?

Comment: current models aren’t getting us where we want to be.  Presumes that goals/metrics Larry discussed would be part of the outcome of this.  Does a specific type of investment meet criteria of cost tracker or rate case.  Some may apply to different

AGO Comment: Where do customers fit in… who is going to pay for this? 

Clarifying comment re: cost-effectiveness requirement: compared to EE where there is a specific cost-effectiveness test.  Investment driven by reliability and safety, not necessarily cost effectiveness, but utilities look at least cost options to achieve their goals.  Under SQ investment is driven by reliability and safety.  Utility chooses best investment at lowest cost that meets the need. 
Response: Difference what’s presented here is C-E test publicly required & reviewed vs. Utility internal cost benefit analysis. 

Comment: supports NSTAR’s model and there is precedent for it, under vertically integrated days.  To AG’s comment, this whole exercise is about customers.  If benefits to consumers, then we should be including that.  If benefits accrued to utilities then they would do the investment.  Utility has to face prospect of having costs disallowed. Need process that allows full disclosure of full costs & benefits.  

Woolf: if there is a consumer protection element that needs to be added we can do that.  

12:30 Lunch
1:30 Continued Discussion of Alternative Future Rate Making Options
Comment: One reason why traditional model has been used is because Utilities know more than regulators.  Impossible to do prudence evaluations until after the fact. Only want to examine for prudence things that didn’t go right. Traditional model has benefits.

Q/Comment: CapEx model, these technologies we’re talking about aren’t just capital costs, but also O&M.  How is O&M cost recovery handled? 
A: should we add a row that discusses prudence review? 

Comment: if you shift the risk, what is the impact of cost of capital? A: put that under Shareholder Incentive (ROE).  

Comment: recognizes utilities should have certainty surrounding specifics of cost recovery; however, to try to suggest that traditional cost recovery methods is sufficient is fraught with risk. Grid mod is two things: empowerment and enablement.  Dynamic evolution of technologies & processes & traditional ratemaking is anything but dynamic.  Don’t have a dynamic mechanism today and NSTAR’s proposal may be shortsighted focusing on specific goals/technologies present today, that will likely evolve or be superseded in a couple years.

Response: do these comments represent the end of the spectrum that is light(er) on regulation?  A: Yes for both CF and GF technologies. 

Q: where do costs/benefits discussion fit in here? 
A: put “Net Benefits” in parens in the “cost-effectiveness” row, perhaps that captures comment? A: yes, and bill impacts as well

Response: Bill impacts are different

Comment: Seems that baseball card” approach for each option.  Suggest ranking how each option meets the goals specified.  A: that may be next step, but yes. 

Comment: CF models are not options just for CF, but could be for GF too.  Timing needs to be added as a row.  Has to be enough flexibility in this framework that allows for technological advances.  

Comment: Don’t know where stakeholders’ standards, such as low-income customer protections and affordability goes.  Add a new row.  

Discussion about whether the information filled in under each option is the right information.  Tim and David took a first pass based on their understanding, but if there are inaccuracies, please correct them.  
Clarifying comment: distinction between EE model and other models like capex where decisions are internal to utility until Utility makes filing to DPU.  

A: EE dollars do not touch utility – allocated to specific service.  Utility has fiduciary responsibility to provide power to customers meeting SQ perspective. 

Comment: see both points, EE model vs. SQ model.  Not recommending which model to use, but showing the differences of each. 

Facilitator Q to group: do we have enough tools in current toolbox to accomplish GM goals? Do we need to do something fundamentally different?  If no, then this is our opportunity to put an alternative on the table.  Ex: Herb is saying this is a dynamic universe and we need something to accommodate that.  Moving from historic test year to future test year? RIIO?  Let’s get stuff out between this meeting and the next to get it on the table. 

Comment: some investments make commitments for an extended period of time (billing system, communication network) vs. others that may evolve quickly – flexibility.  Response, Raab: So, how do we deal with lumpy, long term investments?

Woolf: Trackers allow for flexibility between rate cases for example.

Comment: In RI, Grid files capital plan 6 months before year begins. Negotiate and come to agreement.  Forward looking recovery w/ reconciliation.  NY: 3-yr plan, forward ratemaking, forward test year. Captl plan reviewed.  With forward test year, changes purview to what technologies are forthcoming.  In RI, timeline is important element of the plan.  
Yoshimura: What kicks off the process? In tradl process, filing kicks off process, DPU responds. Peter says in RI has capital expenditure review process requirement (annual).  In competitive market, competition forces company to innovate and invest.  Here in regulated monopoly there isn’t competition to force company, so would have to have a periodic review process. 

Comment: Follow up on previous comment, from perspective of EV market, idea of dynamic framework has most merit.  Should technology vendors, such as hers, educate working group on state of market? In order to anticipate outcome of GM, need to understand what’s going on currently in EV market, in solar market.  She would be willing to present some of these issues with a regulatory model that is going on in other states that they feel works.  

Response: 1) To the extent you want to provide empowerment, keep in mind ability to monetize the technology or service for end use customer.  2) Technology vendors bear risk of developing technology and services, but when deploying, look to regions/states that enable them to deploy them sooner.  Ex: for EE, if a state doesn’t recognize a service as qualifying for EE, then have to wait to deploy that service to those customers. Need a process that allows third party technology vendors and other businesses to invest in those technologies and services.  
Comment: Utilities are focused and know and understand current technology and state of market.  Review pilots across the country.  Vendors and suppliers come in constantly to showcase new technologies. Utility looks at what they are trying to accomplish and what’s important to customers when deciding on services to provide and implement those tools that accomplish those goals. 

Comment: Cost allocation missing from model.  Separate from that is rate design (per kWh, etc.)

Raab: are those independent from the model or do they differ among the models? 

Comment: DNA in innovative third party companies is different than the utility expertise in technology, not to imply that utilities aren’t knowledgeable about latest technology. 

Comment: lifetime of apparatus as one way of measuring costs & benefits.  Biased perspective: “keep rates low now and defer until later” so want to introduce concept of time. 

Conclusion/To Do: going to go forward with this model unless hear otherwise.  Have volunteers for new columns/models to add.  NSTAR will add their model. Grid will add information from RI/NY models.  EV member will add DG/EV model and fill in the blanks.  Lay out all the options, then we can move towards weighing pros and cons of each.  There is a phone call tomorrow among some committee members to discuss these further.  
2:30 Break
2:45 Appropriate Cost-Effectiveness Framework for Analyzing Grid Modernization 

· Tim Woolf presents cost-effectiveness framework/decision points spreadsheet.  Notes that some of these decision points will be tough to answer without a regulatory model.  
Group discussion & comments:

Q: 1) how do you evaluate C-E of TVRs? A: may not be evaluated from C-E perspective, but there could be costs & benefits associated with TVRs.  

2) Overlap of activities – unclear what that means.  A: CF measures might require meters, so you would have to combine C-E analysis of this overlap. 

Q:  Are we supposed to agree with what you’ve presented? A: no, just to make sure these are the right things to evaluate when we discuss C-E framework.  

Comment: study in IL, customers had individual benefit, but societal/market benefit from price suppression was 10x magnitude.
Woolf clarifies that each row is independent of the other rows.  There are no columns.  

Comment: The purpose of the tests is to determine what costs & benefits utilities should be looking at when they evaluate investments.  Missing from spreadsheet: 1) What information is needed to determine what costs or benefits should be included? 2) What is the timing of that info being available (e.g. pilots).  3) How would utility process change and what implications on other utility functions? 4) Cost allocation needs to be included somehow 5) What type of measurement and verification would be required? 
AGO Comment: Relative to cost-effectiveness, what differentiates “grid modernization” for a capital investment?  The chart doesn’t talk about differences between cost-effectiveness tests.  Also, what information do we need to determine costs/benefits?  I would add how the cost-effectiveness would impact decision-making.  Who’s bearing the costs?  What measurement and verification do we require?
Q/Comment: Unclear if we’re talking about individual strategies or making a comparison between alternatives.  How do the strategies or options compare to one another? 

Comment: Utilities struggle with complexity of allocating benefits and risks, not just allocating costs. They may not align and not sure how that would be reflected in the test.  

Q/Comment: How does this take into account whether customer wants it or not, even if measure is cost-effective? Response: in EE, utilities forecast # of participants which is an input into cost/benefit model.  Follow up comment: with GM, could be looking at stranded investment when you talk about meters, whereas in EE you don’t install equipment which customer doesn’t want.  In EE, all costs & benefits are accounted for.  
Woolf:  correct. DPU does other C-E analysis, ex: LTKs, where the Dept considers “non-quantifiable benefits”

Q/Comment: What is this analysis attempting to reveal about our options going forward?  For EE, the different tests, TRC, societal, etc., they make the implicit assumption there is a fixed amount of service that we have to meet.  Under TVR, that approach doesn’t work.  A different approach is needed for TVR or flat rates.  Under flat rates, the problem is under certain conditions, prices are too high relative to costs, and at other times, flat price is encouraging consumption when we have a scarcity condition and wholesale prices are height.  Causes inefficiency in two directions. Doesn’t send signal that there is scarcity/constraint in system ( Loss of social welfare.  Should send appropriate consumption signals.  Analysis of TVR needs to be modified to a social welfare analysis to reveal what benefit of moving to TVR vs. other rate designs.  

Comment:  EE experts should put together brief overview of each EE test.  But likely that none of those will be sufficient to capture all benefits re: GM.  

Response: at 1st SC meeting, we showed comparison of different EE tests.  RAP report on DR C-E is being released today and we will circulate that. Report shows big differences between C&B of EE and those of DR.  

Comment: unclear how EE C-E analysis is analogous to GM.  Worry about measuring value independent of what you want to accomplish (what you want to do with investment).  Legions of business cases re: Smart Grid/Grid Mod in public domain.  

Q/Comment: Comparison to EE is liable to get us off on the wrong foot.  Most benefits are not accruing to utility.  Other parties will spend money, not just utilities (re: costs).  What do you do when costs & benefits are out in marketplace? How do you evaluate evolving technologies? Trying to stimulate market. 
Woolf: so you think more of a societal test is appropriate?

Q/Comment: Different prices can assign different value to customers.  What is the value of investment that allows power to be restored quicker, stay on when it might otherwise have been out?  Very difficult to quantify many costs & benefits. 

Comment: Greater customer segmentation and greater level of granularity around that may be necessary when we talk about who benefits and who does not.  

Q/Comment: 1) a lot of merit to what’s been said, societal benefits that are hard to measure; don’t want to lose sight of potential increased cost to consumer and what is the benefit to consumer. 2)  Does this model contemplate any look back in future? 

Woolf: Should the results being reviewed by DPU prior to dollars being spent or after or both? 

Q/Comment: usure what purpose of this is. Can’t support it if the purpose is to determine if this is a cost effective program or not.  For AMI, it’s critical that we can read the meter that bills customer accurately, etc. critical service for customers.  Billing system touches every computer throughout the company.  If meter is changed and Utility can’t bill customer.  If it affects core business, risk is too high.  Can’t hold utility responsible/penalize utility if unable to read meters and bill accurately because of new meter.  Sometimes risk is higher than cost effectiveness. 
Comment: fundamental issue: where is interface of grid modernization? Where is beginning and end? IPhone is only as good as apps on it.  Iphone is the platform and the apps are the value to the end consumer.  GM is same issue.  It’s not the applications (technologies and services) that have to undergo C-E test unless specific program of utilities.  Regulatory oversight is on retail side, but will extend to wholesale/transmission side as well.  Don’t want to lose sight of that.  

Comment: risk is a cost and therefore has to be accounted for.  Not at odds with evaluating C-E.  Conflict: core function( there is technological change that is happening that would provide lower cost or more value to those core functions.  During restructuring, discussion was whether metering function should be under utility function.  Tension between innovation and conservatism.  In order to move industry forward, do we need to reconsider where metering function should reside? 

Comment: In GF subcommittee meeting talked a lot about functionalities and what we’re looking for from GM.  Hopefully the group comes to consensus and when we begin to define those, we can start answering some of these C-E questions Tim’s put forward.  

Comment: GM is a platform, we do have to assign some weight to the applications.  I’m not sure you can properly assess GM without weighting the functionality/applications by a more modern grid.  Agree that not every application may require C-E analysis.  However, without doing so, we will fail to recognize the cost of not moving ahead.  

Comment:  Re: metering, in the world of EVs, a meter on the customer side saves consumers $2-$6k if they are looking to EV rates.  Even if it’s not a utility-specific investment; there will be private investments.  If GM doesn’t leverage those private investment opportunities, they’ll go elsewhere.  And it may not show up in customer rates as its not utility spent investment.

Comment: $ on a new meter vs. $ on reducing customer outage ( may be difficult to make those relative comparisons. 

Comment: For example in EE, third party investments & benefits aren’t accounted for in current EE C-E analysis, so that stifles third party market/participation.  We are going to need to spend a lot of time really discussing benefits (more societal/abstract/unquantifiable benefits)

Q: How do we move forward on this? 

Response-Woolf: Next step on agenda today is to talk about next steps.  One option is to work offline and come back to committee.  Another option is for parties to submit options.  

Raab: we were hoping to get more into weeds today, but may not be able to do that today.  Open to group’s suggestions. Spend next few minutes discussing how to move forward.  

Comment: 1st item on list needs to be determined quickly.  Can’t get in the way of GF/ providing reliable service to customers.  

Comment: Agrees.  Link this discussion with what are we trying to accomplish with what ratemaking treatments are necessary or not.  C-E is ultimately ratemaking decision.  

Comment: Agree with both comments.  If we understand what we want the grid to do, then we can determine what analysis to perform. 

Raab: running parallel processes.  We started today discussing goals and opportunities.  We’re really trying to nail those functionalities down.  

Woolf: regulatory model may drive the extent of C-E analysis necessary.

Q/Comment: Tail wagging the dog.  Wouldn’t want model to dictate what we consider. Also would be useful to get education on EVs, CHP, third party functions.  Is everyone on board with same definition/vision of GM?  

Comment: have to look at C-E periodically, and will evolve over time and what does that mean to customer who has to bear the cost.  Be careful using same EE model and applying it here. 
Comment: Want to design GM that maximizes opportunities for new applications for benefit of customers.  Like the idea of panel on technologies  

Raab: We could have a very different C-E framework for GF and CF investments.  

Q: Where do we go with Tim’s C-E spreadsheet? Feel like spreadsheet has facilitated discussion.  Should we come back to spreadsheet after functionalities are defined? 

AGO Q/Comment: goals are aspirational.  What is baseline, what specifically do we want to achieve?  We need more detail.  What is the feasibility of getting to the desired functionality?  

Q/Comment: Are you asking about specific technologies? Or are you saying we stay somewhat high level and let utilities decide specifics how to get there? 

AGO Q/Comment: Ex, utilities have been deploying GF technologies for some time; what more do we want to do more of?

Comment: wouldn’t expect us to dictate technologies.  But, utilities do need to know what you want them to do.  
Comment: First, define functionality that is in alignment with the aspirations/goals.  Then define policies needed to implement in MA that will lead to functionality we are looking for (Cost-Recovery, C-E).  
Conclusion/To Do:  Revised framework document based on this discussion will be posted to website for review by SC members
4:30 Next Steering Committee Agenda and To Do List: 
Discussion on the agenda for the next Steering Committee meeting and identified To Do list for next meeting.  (See “Potential Steering Committee #3 Topics” for final version)
1. Revised groundrules ( still need agreement on additional groundrules. Move to end of agenda
2. Goals, opportunities, barriers ( move down to end.  
a. Functionality seeking ( get subcommittees to start doing some of this definition of functionalities 
3. Subcommittee pieces

a. CF

i. Metering options/Functionality/Costs (Report principles if ready for SC
ii. TVR ( Report principles for SC
b. GF

i. Framework/Typology

ii. Two-way communication/power flow (functionality; report up to SC
iii. Voltage reduction case study

4. Policies/Regulatory Framework ( volunteers to update both documents
a. Cost recovery framework 
b. C-E framework

5. Cyber security issues (potential speakers/panel?  Do we have expertise in group? 1 speaker.  Sue Tierney (policy issues), Andy Bachman, MIT SG security blog.  
6. Developing a Modernized Grid Platform/Tree for New Applications

a. Discuss Desired Functionality—Subcommittees Each ID functionality

b. Cover Open Architecture & Interoperability

c.  Participants—EV, DR, Competitive Suppliers

Discussion/Feedback on agenda:  

Comment: have someone pull together straw list of functionality and developing of platform element (Christmas tree analogy).  RefineGroundrules last.  Do homework between meetings on groundrules so ppl come next time close to agreement.  

Comment: Steering committee should determine/define functionalities because they flow to subcommittees.  Policy comes back to Steering Committee.  Do we need another Subcommittee to address cybersecurity issues – another policy level discussion?  
Response: policies are squarely with Steering Committee.  

Comment: interoperability needs to be included in platform/functionality – third party, open access.  Open architecture.  

Comment: incentives need to be added – how do you motivate outcomes you’re looking for.  

Comment: Panelists to discuss what functionalities do third parties need to have: EV, DR, Competitive Supplier.  Potential cost discussion.  
Conclusion/To Do: Revised agenda based on this discussion to be posted to website.
5:00 Adjourn
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