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Proposed Changes to “Time of Use” Periods Will Reduce the 
Value of Existing and Future California Solar PV 

by Tom Williard, Principal – Sage Renewable Energy Consulting 

There has been a lot of action – and inaction – at the CPUC over the two months concerning 
the TOU (Time of Use) guidelines rulemaking. This proceeding will have a dramatic impact on 
the value of energy produced by solar PV systems in California for both existing and future 
solar customers. Sage anticipates that the ruling will dampen the market for solar PV 
development in California, especially in the important commercial sector.  

Background 
With the advent of large solar and wind projects producing ever more energy during the 
middle of the day, the peak grid load that must be managed with “dispatchable” generation 
(generation resources that can be easily turned on and off to match demand changes) has 
shifted into the early evening when solar PV production dramatically drops off and residential 
usage goes up. The CPUC and electrical utilities want to change TOU peak periods to better 
match today’s grid loads so that customers are given price signals to use energy at times 
when it is abundant and cheap.  

Adapting TOU periods to changing load conditions makes sense from a policy perspective. 
However, the impact of changing the TOU peak periods from the middle of the afternoon 
into early evening will have outsized effects on the economics of solar PV systems by 
reducing the value of energy they produce.  

This change will impact existing solar customers that invested in solar based on the 
assumption that the returns from these systems would remain reasonably constant. To some 
extent, solar customers have been led to believe that their investments would continue to be 
protected by the State and the CPUC, with incentives to install solar systems (SGIP and CSI 
programs, solar-friendly tariffs, etc.), 20-year grandfathering of Net Energy Metering (NEM), 
and by holding TOU periods steady while grid loading has changed over the last decade. 

Due to the complexity and potentially significant market impacts of TOU period changes, the 
CPUC created a proceeding in late 2015 to establish guidelines for how and when TOU 
periods could be changed (R.15-12-012). During 2016, the CPUC held workshops and 
solicited comments from interested parties. 
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Proposed Decision, 11/1/16 
On November 1, 2016, the CPUC release a Proposed Decision (PD) in the proceeding that 
offered several important guidelines for changes to TOU periods: 

• TOU Grandfathering – a 5-year grandfathering of TOU periods for existing solar PV 
customers from the date of initial system operation. Residential solar customers 
already had been granted a 5-year grandfathering period in a separate proceeding.  

• Marginal Cost Consideration – utilities must consider the full marginal cost of energy 
delivery, not just purchased energy cost, in shifting TOU periods. When transmission 
and distribution costs are factored in with energy cost, the cost peak does not shift 
quite as far into the evening hours. 

• Rate of TOU Adjustment – the PD envisions one big adjustment of TOU periods to 
align these with current usage/costs which will take place beginning in December 
2017, and then refinements to the TOU periods every two general rate case cycles (6 
years) thereafter. 

• The PD only addressed TOU periods – it did not address rate tariffs and structures, the 
actual costs customers pay for energy. Electricity rates can still change and may 
change dramatically even if TOU periods are grandfathered.  

The November 1st PD was scheduled to be heard and acted upon by the Commission at their 
December 1, 2016 meeting. However, CALSEIA (California Solar Energy Industries 
Association) requested that the rulemaking be postponed because it felt that the rulemaking 
was out of scope of the original order that created the proceeding. CPUC staff agreed to 
hold the decision until and next CPUC meeting on December 15, 2016, pending a review of 
CALSEIA’s comments.  

Revised Proposed Decision, 12/14/16 
On the afternoon of December 14th, CPUC staff issued a revised Proposed Decision in the 
TOU guidelines proceeding. The revised PD introduced significant changes from the original 
draft of the PD issued on November 1st: 

• 10-year grandfathering for commercial customers with existing solar PV systems – the 
5-year grandfathering on current TOU periods from date of interconnection for 
existing and future commercial solar customers was removed and replaced a 10-year 
grandfathering for existing commercial customers who have applied for 
interconnection and have signed off final building permits by June 30, 2017, 
grandfathering not to exceed June 30, 2027.  

• 5-year grandfathering for residential customers with existing solar PV systems – 
existing and future residential solar customers will be grandfathered on their existing 
TOU periods for 5 years, grandfathering not to exceed June 30, 2022. 
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• No grandfathering for future commercial customers – commercial customers who 
don't meet the June 30, 2017 deadline will NOT have their TOU periods 
grandfathered.  

• Rate tariffs and structure are NOT grandfathered – the PD is quite explicit in stating 
that rates and rate structures are not grandfathered and will be set in utility rate cases.  

What the PD TOU guidelines mean for solar customers: 

• There is a big TOU shift coming in December 2017. This will move summer peak into 
the late afternoon and early evening. There are also likely to be super-off-
peak periods during the middle of the day in winter and on weekends when the 
transmission grid is most likely to experience overgeneration.  

• Changes to TOU periods will also be accompanied by changes to the rate tariff 
structures with lower differentials between on-peak and off-peak rates.  

• The above two changes will result in much lower value for Net Energy Metered (NEM) 
solar PV produced energy in the future. This will be for both existing customers (when 
their grandfathering period ends) and future customers. When the full changes take 
effect, Sage has modeled that commercial customers such as school districts will see a 
reduction of energy value of 20% - 40% compared with the current TOU periods and 
rate structures in PG&E territory. 

In this revision of the PD, 5-year grandfathering from date of PTO for all current and future 
solar customers has been “traded” for 10-year grandfathering of current commercial 
customers but no grandfathering for future solar customers. The CPUC is sending a clear 
message that they are done grandfathering or protecting solar customers from changes in 
TOU periods or rate tariffs.  
 
Current Status of the TOU Proceeding 
At the December 15th CPUC Commissioner's meeting, the rulemaking was put on hold until 
the next Commissioner’s meeting on January 19, 2017. The hold is to allow CPUC staff to 
address a "typo" in the rulemaking, an oversight that resulted in dropping TOU period 
grandfathering for agricultural customers. This will be restored to the PD for the January 19th 
meeting.  

At the December 15th meeting, solar industry advocates asked the Commissioners to extend 
the commercial customer final permit deadline until the end of 2017 (Sage asked to extend it 
to 2018 at the meeting) due to the long implementation time frames of public agency 
customers. However, a formal request to open the proceeding back up for changes seems 
unlikely. 
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Probable Outcomes 
As of this writing (December 27), it is impossible to predict if the PD will be modified to 
extend the final permit deadline until January 1, 2018. With that possible exception, we don’t 
expect significant changes from the PD released on December 14. Projects implemented 
outside the TOU grandfathering window will be subject to the very dramatic changes that will 
be implemented in the current IOU rate cases.  

Thus far, PG&E is the only IOU to have submitted proposed rate tariffs to accompany TOU 
shifts. Sage’s modeling shows significant reduction of PV energy value with the proposed rate 
restructuring. We anticipate 20% - 40% reduction in solar PV energy value in Pacific Gas & 
Electric (PG&E) territory beginning in 2018, with as much at 50% reduction in energy value for 
RES-BCT projects. 

Won’t This Be Good For Batteries? 
The fact that solar PV energy is less valuable does not necessarily mean energy storage is 
more valuable. In fact, the tariff changes proposed by PG&E in their 2017 rate case do not 
significantly increase the value of energy storage. The rate structures put forward to 
accompany TOU shift flatten out differentials between peak and off-peak energy cost, making 
energy storage arbitrage less compelling. Southern California Edison (SCE) has not 
published its proposed rate tariffs in their 2018 rate case, but they have asked to CPUC to 
allow them to spend $2.3B on grid modernization to support “smart grid” services. Facilities 
upgrade costs will be recovered primarily through increased demand charges, which should 
make energy storage more valuable. 

Sage believes that there are market drivers that will make energy storage systems (ESS) 
increasingly valuable and competitive. In the near term, these are increasing demand 
charges associated with utility facilities upgrade costs necessary to implement smart grid 
services, and rapid reduction in the installed cost of ESS systems. Longer term, grid services 
such as demand response, load firming and energy arbitrage will provide added benefit. 

To stay current on charges to utility tariffs and policies that affect solar PV projects in 
California, bookmark sagerenew.com and subscribe to our newsletter for updates.  
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