
Distributed Resources theDistributed Resources, the 
Decoupling Model, and the 
G C i i AGreen Communities Act
Paul J. Hibbard, Chairman
Massachusetts Department of Public Utilities

Roundtable
September 2008



Disclaimer
Comments reflect my personal 

observations and do not necessarilyobservations, and do not necessarily 
reflect the position of the Commonwealth 
of Massachusetts the Department ofof Massachusetts, the Department of 
Public Utilities, or other members of the 
Commonwealth Utilities CommissionCommonwealth Utilities Commission



Overview
• The electric and natural gas pricing 

contextcontext
• How the Green Communities Act 

d t th i i h llresponds to the pricing challenge
• Decoupling

– Explanation of decoupling model
– Procedural History of D.P.U. 07-50



Energy Pricing Context and 
the Green Communities Act



Pricing
• What are our key electricity and natural 

gas pricing challenges?gas pricing challenges?
• How does the GCA address these 

h ll ?challenges?



Proportional Components of Electric Rates 
(Example using MECo (NGrid) rates, 5/2007)

•Energy, capacity sold via 
competitive regional electricity

64%

Commodity

wholesale price of electricity (or natural 
gas)

competitive regional electricity 
markets
•Natural gas key – driven by 
national and international market 
forces

•Significant new transmission 
infrastructure in development

gas)

infrastructure in development
•Rates regulated by FERC
•Changes must be passed through 
in MA customer bills8% Transmission

High-voltage interstate transmission lines

•MA DPU regulated piece
•Distribution infrastructure critical 
to local service quality
•Distribution and administrative 

24% Distribution

Low-voltage, local power lines

charges include billing, metering, 
SBCs, transition charges, etc.

4% Administrative



Sample Electric Bill:  
MECo Low-Income Customer

Commodity

Transmission

Distribution

Administrative



How Has This Changed in Recent Years?
Trajectory of Rates (MECo, since 1998)

MECo Residential Rates
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Trajectory of Rates (WMECo, since 1998)
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How Will It Change in the Future?

--Peak load approaching 
35 GW
--15 years? 20 years?

Natural Gas:  Delivered to Electric Power Consumers
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Gas will be on the margin in almost every hour

Source:  ISO NE Scenario Analysis, EIA



Transmission Rate Increases on the Horizon…

• Cost of current reliability 
transmission projects onlytransmission projects only
• Does not include future 
reliability, or proposed merchant 
or generation interconnections 
under Attachments N & K

Source:  ISO NE



SAME STORY FOR NATURAL GAS
Combined Gas and Electric Monthly Bills

Medium C&I Customer Gas/Electric Bill Analysis
6,000 (NGRID/KeySpan, since 1999)
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Pricing
• Prices have increased dramatically in 10 

yearsy
• Every reason to believe price increases and 

volatility will continue
• Main price drivers are beyond our control

– National/international natural gas commodity 
marketsmarkets

– FERC-regulated transmission
• …EXCEPT

– Maintain discipline and efficiency in distribution 
rates
Reduce demand add local and regional renewable– Reduce demand, add local and regional renewable 
resources to lower bills, moderate influence of 
commodity prices



Focus on Distributed Resources

Prices EnvironmentPrices
(natural gas & 

electricity; business 
competitiveness, 

Environment
(CO2, criteria 

pollutants; 
liquid/solid waste;

consumer impact; low-
income/shutoffs)

liquid/solid waste; 
land use, etc.)

Distributed Resources
Reliability

(summer peak; 
winter cold snap)

•Efficiency
•Demand response
•CHP
•Distributed renewable 
generation



Response:  Green Communities Act

The Green Communities Act directs the DPU to 
review and implement new programs andreview and implement new programs and 
regulations for distributed resources and 
renewable energy:

– Expanded energy efficiency plans
– Net metering for distributed generation
– Ownership of solar generation by electric distribution 

companies
Long Term Contracts for renewable energy– Long-Term Contracts for renewable energy

– Energy Pay and Save pilot programs for customers
– Smart Grid pilot programsp p g



So, Will GCA Help Reduce Demand, Add Local 
Renewable Resources?

• Yes
• Virtually all 

i i i t

GCA Provision Demand

Local, 
Regional 

Generation Involvement

Utilities DOER EEAC provisions point 
in the right 
direction from a 
price and cost 

All Cost Effective Energy 
Efficiency

Utilities, DOER, EEAC 
members, gas/electricity 
customers

Long-Term Contracts Utilities, local renewable 
developers p

control 
perspective

• Utility
i l t

Solar Generation Ownership Utilities

Building Efficiency Codes Developers, residents

involvement 
and 
commitment 
will be critical to 

State Building Efficiency, 
Procurement

State agencies, 
competitive suppliers

Net Metering Utilities, customers

Utiliti DOER be c ca o
the success of 
the GCA, and 
to the long-term 
moderation of

RPS, AEPS Utilities, DOER

Green Communities Municipalities, MRET

Voluntary Green Programs Utilities competitive moderation of 
energy prices

Voluntary Green Programs Utilities, competitive 
suppliers

Smart Grid, Energy Pay & 
Save

Utilities, EOEEA, 
customers



MA Renewable Potential

• Navigant study of MA renewable potential
• Commissioned by DOER and MRETCommissioned by DOER and MRET
• Focus:  solar, wind, biomass, river, and ocean renewable 

resources in MA (9 technologies)
• Different development perspectives

– Theoretical Potential:  total renewable resources in MA
– Technical Potential: accessible resources not excluded due to– Technical Potential:  accessible resources not excluded due to 

land use restrictions, shipping lanes, protected habitats, etc. 
– Economic Potential: accessible resources in pipeline, or that may 

be economic relative to prevailing electricity prices over timebe economic relative to prevailing electricity prices over time

• Findings:
– Significant theoretical, technical potential
– Economic potential sufficient to meet MA RPS by 2020

• 3,500 MW, with annual generation of about 10 TWh 



Can We Eliminate Growth?
MA  Energy Consumption (GWh)

70000

• Tripling of energy 
efficiency – ?

• Net metering to 1%
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65000

Actual

Forecast
4,052 GWh

Net metering to 1% 
of peak load – ?

• State buildings, 
building codes - ?
G iti

50000

55000

• Green communities, 
smart grid, pay & 
save - ?

• Distributed 
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generation (RPS, 
EE, etc.) - ?

Source data:  ISO-NE CELT

• Time will tell
• Will depend on effectiveness of GCA implementation, constructive 

participation of utilities non utility parties communities consumersparticipation of utilities, non-utility parties, communities, consumers
• At least a significant moderation for some period of time



The Decoupling Model



Traditional Ratemaking

STEP ONE:  Identify Annual 
Revenue Requirement (RR)

($)

STEP TWO:  Allocate RR 
to classes of customers

($ per customer class)

STEP THREE:  Design rates to 
recover customer class revenues

(Customer charge, demand 
charge energy charge)

Future
Years

($)

TEST YEAR EXPENSES:
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The Decoupling Concept 

STEP ONE:  Identify Annual 
Revenue Requirement (RR)

($)

STEP TWO:  Allocate RR 
to classes of customers

($ per customer class)

STEP THREE:  Design rates to 
recover customer class revenues

(Customer charge, demand 
charge energy charge)

Future
Years($)

TEST YEAR EXPENSES:

•Wages and Benefits

•Annually-recurring expenses
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D.P.U. 07-50
• Purpose of investigation

Eliminate potential barriers to aggressive– Eliminate potential barriers to aggressive 
pursuit of demand resources

• Main Principles of decoupling• Main Principles of decoupling
– Sever utility revenue recovery from sales 

volumesvolumes
– Meet statutory obligations and precedent of 

fairness equity continuity etcfairness, equity, continuity, etc.



Commenters and Participants in D.P.U. 07-50

• Electric & Gas Distribution Companies (8) and 
Consultants (2)Consultants (2)

• Consumer Groups for small customers (1)
• Consumer Groups for large customers (9)• Consumer Groups for large customers (9)
• Environmental Advocates and Associations (6)
• Demand Response Service Providers (4)• Demand Response Service Providers (4)
• Retail Competitive Suppliers/Aggregators (4)

Government Entities (2)• Government Entities (2)



Procedural History of D.P.U. 07-50
• Notice of Investigation Issued – June 2007
• 1st Round of Written Comments Filed• 1st Round of Written Comments Filed -

September 2007
• Five Days of Panel Hearings• Five Days of Panel Hearings –

October/November 2007
• 2nd Round of Comments Filed• 2nd Round of Comments Filed –

December 2007 
• Department Order issued July 16 2008• Department Order issued July 16, 2008
• Motions for Reconsideration and/or 

Clarification filed August 2008Clarification filed August 2008
– As a result, remains a pending matter



Wrap-up
• Rates paid by electricity and natural gas 

customers in Massachusetts are intensely y
affected by movements in natural gas 
commodity markets, and growth in transmission

• Expansion of distributed resources will be key 
to future trajectories of price, reliability, and 

i t l i t f tenvironmental impact of energy systems
• Governor Patrick and the Legislature have 

acted to unleash distributed resources andacted to unleash distributed resources and 
chart a lower-cost, greener energy future for our 
regionregion

• Now, the difficult work begins…



Paul J. Hibbard, Chairman
MA Department of Public Utilities
One South Station
Boston MABoston, MA 


