LIOB Meeting April 27, 2004

Excerpt from Decision 04-02-057 on the Tier Exemption for Low-Middle Income Large Households, Now Known as the Family Energy Rate Assistance Program


a.
Tier Exemption for Lower-Middle Income Large Households

The record establishes that the average electricity use of households with three or more occupants is higher than the average usage of smaller households that are similar in other respects, with usage typically exceeding 130% of baseline quantities year-round and with higher use in peak summer months.  Large households are unlikely to be able to conserve as much as other households as a means of maintaining affordable energy bills.  TURN and LIF/Greenlining have made a convincing showing that many lower-middle income large households in PG&E, SCE, and SDG&E territories have difficulty paying their electricity bills, particularly when their usage falls within the higher tiers.  This evidentiary showing is buttressed by customers who wrote or otherwise contacted the Commission or who spoke at public participation hearings, many of whom complained about the unaffordability of their upper tier electricity usage.  Thus, we find that lower-middle income large households served by PG&E, SCE, and SDG&E have a need for electric rate relief in order to ensure the affordability of their reasonable energy needs.

TURN and LIF/Greenlining do not appear to contemplate, and the record does not support, application of a large household program to electric companies other than PG&E, SCE, and SDG&E.  No party has argued that affordability is threatened for customers of the smaller companies, which do not have upper tier rates comparable to those that burden customers of PG&E, SCE, and SDG&E. 

Having established need in the PG&E, SCE, and SDG&E territories, the next question is whether TURN’s large household proposal is an effective means of meeting that need.  The utilities’ estimates in Table 1 of average yearly savings per customer, while informative, do not convey adequately the relief that individual customers may realize due to a Tier 3 exemption.  Those averages encompass all climate zones, including more temperate zones with smaller baseline allowances, smaller tiers, and thus smaller savings potential under TURN’s proposal.  The averages also include customers who may seldom reach Tier 3 usage levels along with customers who routinely have Tier 4 and Tier 5 usage.

The following table indicates customers’ maximum annual savings available through TURN’s large household proposal, which would occur if a customer uses the full Tier 3 allotment each month.  The indicated ranges reflect the effect of different climate zones; the savings are based on tariffed baseline quantities and residential rates, with the AB 1X modification described above for SDG&E.  

Maximum Annual Bill Savings

Large Household Tier Exemption Proposal





Basic Customer
All-Electric
PG&E (Tier 3)

$121 - $201

$193 - $347

SCE (Tier 3)

$38 - $82

$58 - $133

SDG&E:

  Tier 3 only

$51 - $74

$61 - $111

  Tier 3 and Tier 4
$157 - $227

$190 - $345

TURN has established that the electricity usage of lower-middle income large household customers tends to extend into Tier 3, which encompasses usage near and somewhat above average consumption.  TURN’s Tier 3 proposal would provide bill savings to those customers, and the potential savings as indicated above are substantial enough to help ensure the affordability of these customers’ reasonable energy needs.  

The record does not contain evidence regarding the prevalence of Tier 4 usage by large households, and does not support a finding that rate relief is needed for Tier 4 usage.  As a result, TURN’s proposal that a Tier 4 exemption be provided for SDG&E customers should not be adopted.  We find instead that TURN’s Tier 3 proposal is reasonably targeted in a manner that provides effective rate relief while avoiding unnecessary revenue loss. 

TURN’s Tier 3 proposal is intended to provide greater rate relief where it is most needed.  In addition to climatological differences, the maximum savings under this proposal depend on how steeply tiered a utility’s rate design is, in particular, the amount by which each utility’s Tier 3 rate exceeds its Tier 2 rate.  Due to SDG&E’s lower Tier 2/Tier 3 differentials, the savings available to SDG&E’s customers are less than the savings available to PG&E or SCE customers, even in areas with comparable climates.  We note that, even with the AB 1X modifications, SDG&E’s Tier 1 and Tier 2 rates will be higher than those of PG&E and SCE and thus may impose greater burdens on vulnerable customers.  TURN’s proposal would provide needed rate relief to SDG&E customers, even if the savings are somewhat less than in other areas.  In future rate design proceedings, we may increase or decrease tier differentials as appropriate.  We may also reassess the need for Tier 3 rate relief if overall rates or tier differentials change significantly. 

We agree with TURN’s and LIF/Greenlining’s suggestion that outreach for a large household program does not need to be as extensive or as costly as for CARE.  Because eligible customers with little or no Tier 3 usage would see minimal benefit from a Tier 3 exemption, we would not expect participation to ever be as large as for the CARE program, nor would that be our goal.  

PG&E and SDG&E estimate annual administrative costs for TURN’s large household proposal to be between $10 and $15 per eligible customer.  Keeping in mind the imprecision of these estimates, as the parties have explained, and the fact that SCE did not provide cost estimates, administrative costs for TURN’s large household proposal appear to be reasonable relative to the expected rate relief.

We must also assess the effect on non-participants caused by the program’s revenue losses and administrative costs.  It appears that the utilities may have over-estimated potential revenue losses, due in particular to their assumption that all eligible customers would participate.  As discussed in Section V.A, we are deferring a determination of how generation undercollections resulting from today’s order will be allocated and reflected in rates.  Without pre-judging this issue, we note that PG&E’s estimated $26 million program cost, including revenue losses and administrative costs, is about 1.9% of PG&E’s Tiers 3 through 5 revenues and about 0.3% of total revenues from all customer classes excluding Tier 1 and Tier 2 residential revenues.  Because of the lower per-participant savings estimates for SCE and SDG&E, the impact on these two utilities’ non-participants likely would be somewhat less.  We conclude that TURN’s proposal would not impose unreasonable burdens on non-participants.

The proposed lower-middle income large household program is reasonably consistent among customers and utilities and is equitable.  The goal of ensuring the affordability of basic energy needs warrants a program targeted to lower-middle income large households.  This program would be available to all similarly situated customers of the three large utilities.  It is reasonable to exclude customers of the smaller utilities, since they do not appear to have a comparable need for rate relief. 

We turn next to the issues of understandability and administrative feasibility.  We believe that a large household program can be explained to customers in a way that minimizes misunderstanding.  The program should be no more difficult to understand than existing rate options and assistance programs.  The potential overlap in program eligibility due to CARE’s automatic enrollment program (which has not yet been implemented) does not concern us; customers automatically enrolled in CARE who inquire about or apply for the large household program could be informed that CARE is preferable because it provides greater benefits.  Nor do we see any insurmountable administrative difficulties.  With CARE, the utilities already have experience with administering programs for which eligibility is based on household size and income.  The existing procedures could be modified as needed for the large household program.

Finally, we have already discussed that the conservation principle in § 739(c) complements but does not take precedent over the goal of affordability.  We agree with TURN that keeping Tier 4 and Tier 5 rates in place would retain a sufficient conservation incentive for large households exempt from Tier 3 rates.  

Based on the foregoing assessment, we find that TURN’s proposed large household program is reasonable and should be adopted because it is consistent with the rate design principles in § 739(c) and would meet an identified need for rate relief in an effective manner consistent with the additional evaluation criteria described in Section III.B.  

We turn now to implementation and administration of the adopted program.  The large household program should use existing protocols and procedures already developed and found reasonable for CARE or other programs, to the extent feasible.  Information regarding household size and income is already gathered through the CARE process.  We see no need to deviate from CARE’s definitions, criteria, or verification procedures regarding household size or income.  Income guidelines for the large household program should be adjusted each year at the same time CARE income guidelines are adjusted, and using the same process.

All residential customers should be notified of the large household program through annual bill inserts.  In order to reduce costs, such bill inserts may combine notification of the large household program with comparable information regarding other customer assistance programs.  

Customer service representatives should provide customers with information regarding the large household program, but the program does not need to be mentioned during every customer contact as the utilities contemplate.  Customer service representatives should describe the large household program whenever service is initiated or upon customer request.  They should also inform potentially eligible customers of this program whenever a customer contact is related to affordability, e.g., calls about overdue bills, requests for level payment options, or inquiries about CARE or low-income energy efficiency programs.  The utilities’ web sites and their automated customer service prompts and scripts should be modified so that customers may obtain program information through these means comparable to the information available regarding other tariff options and assistance programs.    

Additional outreach should be undertaken when it can be done at little cost, e.g., a brief statement in literature related to CARE,
 low income energy efficiency programs, or level payment options that information regarding the large household program may be obtained by calling the utility. 

We agree that a workshop held by Energy Division is needed and should be held to finalize implementation and administrative procedures for the adopted large household program.  Issues to be addressed include details of the application process, coordination with CARE procedures and outreach, the extent to which applications and other program materials and outreach should be provided in multiple languages, and implementation in master meter situations.  While other issues may also be addressed, parties should not use the workshop to re-argue program provisions adopted by this order.

The large utilities submitted late-filed exhibits addressing implementation procedures and timeframes needed to implement each of the Phase 2 proposals.  The submitted estimates of implementation times for TURN’s large household proposal range between 16 weeks and 8 months.  Billing system modifications appear to require the most time, with estimates ranging up to 5 months.  Some of the necessary tasks can be performed concurrently.  Based on our review of the submitted information, it is reasonable to require PG&E, SCE, and SDG&E to implement the program for all customers within 20 weeks of the effective date of this order, with the first qualified customers who respond to bill inserts or otherwise request the program receiving reduced rates at least 4 weeks earlier than that.  The adopted implementation period will allow activities to proceed according to the following approximate schedule, based on the timeline submitted by PG&E:


Workshop and development of application, brochure, and bill insert.
10 weeks

Billing system programming and testing.
Concurrent

Customer service representative training; development of modifications for website and for customer service automated prompts and scripts.
Concurrent



Tariff modifications developed and advice letter filed and reviewed.
Concurrent

Bill insert production.
  2 weeks

Bill insert mailing begins; customer service representatives begin to offer program to customers; website and automated customer service prompts and scripts contain program information.
  1 week

Bill insert mailing continues.
  0 – 4 weeks

Upon customer request, company mails application to customer; customer completes and returns it.
  1 week

Company processes initial applications and first participants’ Tier 3 rates are changed.
 2 weeks




TOTAL IMPLEMENTATION TIME
16 – 20 weeks

PG&E, SCE, and SDG&E should file advice letters to implement the large household program within 60 days of the effective date of this order, with the tariff modifications to become effective no later than 16 weeks after the effective date of this order.  If implementation and administrative procedures are not resolved during the workshop to Energy Division’s satisfaction, it can address remaining issues when it reviews the companies’ advice letters.

While the large household program is not a baseline program, it is reasonable to allow the utilities to accrue program costs and related revenue losses in their BBAs, with the balances recoverable as described in Section V of this order.  Recognizing that the PROACT settlement adopted in D.03-07-029 provided for the elimination of SCE’s BBA, we authorize SCE to use its existing BBA or create a new BBA for the purposes of this order.







� Contrary to the inference that some parties appear to draw, we have no plans to curtail CARE outreach efforts after automatic enrollment is implemented.
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