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RESPONSE OF THE COLORADO OFFICE OF CONSUMER COUNSEL TO COMMISSION DECISION C08-1198

Pursuant to Decision No. C08-1198, Order Scheduling Workshop and Determining Workshop Content, issued by the Colorado Public Utilities Commission (“Commission”) on November 14, 2008 (“Order”), the Colorado Office of Consumer Counsel (“OCC”) submits the following response to some of the questions via the link in Paragraph Seven of the Order.  We have provided responses to the questions where we have an interest and believe that our comments can further the Commission’s understanding.  The OCC hopes that our response provides further beneficial information to the Commission and we look forward to attending the panel discussions and/or workshops discussed in the Order.  

OPENING COMMENTS

The Commission requested comments on five different areas:  1) Tiered (inverted block) rate design; 2) Time-of-Use rate design; 3) Rate design as a method of providing assistance to low-income customers; 4) Rate design as a method to encourage agricultural use of on-site renewable generation; and 5) The content and detail of current billing statements, particularly regarding rate adjustment factors.  

As a supplement to our previously filed comments
, the OCC provides these additional comments.  We wish to emphasize that our responses are from the residential customer perspective and are not intended to address the large or industrial customer perspective unless specifically stated.

Policy Area Identified: Tiered (Inverted Block) Rate Design for Electricity
Proposed additional criteria that should the Commissioners apply; when deciding whether to implement this policy:

· Should the objective of a tiered/block rate structure be:

· reducing existing usage (overall per capita decreases);

· offsetting new usage (per capita decreases as necessary to accommodate new customers, holding overall system size constant);

· addressing seasonal peak usage; 

· increasing incentives to install energy efficiency measures; or

· some other outcome

Probably the most widely cited source for appropriate rate structure objectives is contained in Professor James Bonbright’s classic text, Principles of Public Utility Rates.  His analysis and resulting recommendations have become the standard adopted by most analysts and utility regulatory bodies.  In general, the primary rate structure objectives proposed by Professor Bonbright are that rate structures should (1) provide an opportunity for the utility to earn sufficient revenue, (2) provide structures that are equitable between and among the various customer types, and (3) provide a signal that encourages the efficient use of resources.
  The OCC believes that these objectives continue to be the most appropriate objectives to apply in deciding whether to and how to implement tiered rates.  We believe that the Commission identified “outcomes” suggested above are too narrow and will not result in just and reasonable rates that are in the public interest. While any or all of the outcomes mentioned in the question may in fact be an outcome of improved pricing practices, there is no obvious reason that any single one of them is an objective that is in the public interest. 

In our previous comments, we stated that an inclining block structure (“IBS”), if properly designed, does meet the objectives cited by Professor Bonbright, with the proviso that a rate option(s), such as a critical peak pricing (“CPP”) option, is also made available for medium and large residential customers. An important consideration in this determination is that the cost of the additional infrastructure necessary to implement more advanced, i.e. time varying, rate structures likely exceed the benefits that most of the smaller customers will realize. An IBS is clearly inferior in terms of providing an appropriate price signal as well as customer equity.  For most medium and larger customers, the benefits of the improved price signal will exceed the cost of the increased infrastructure and therefore make sense.  These customers should have the ability to choose a rate structure that is more appropriate and likely to provide system benefits.  In contrast, a mandatory IBS for all residential customers would not be consistent with the important objectives proposed by Professor Bonbright. 
· How should the first block be defined:

· as a percent of average usage; 

· as a percent of a targeted usage level;

· as a “lifeline” level of usage;

· at a level that yields acceptable (higher) bills for large users in a class; or

· some other amount?
Recognizing that an important objective of rate design is to provide structures that encourage the efficient use of resources, the OCC recommends that the first block of an IBS be established at a relatively low usage level.  This would ensure that as few customers as practical consume all of their electricity entirely in the first block.  The rationale for this recommendation is that users who consume entirely in the first block would receive a price signal that is not reflective of the appropriate costs, i.e. it is too low. Of the five definitions identified in the question above, having the first block end at some percent, perhaps 40% - 50%, of average usage, would likely have an intended outcome of encouraging efficient resource use.

· Should the low-income customer segment’s needs be factored into the definition of the first block (in effect, a lifeline definition of the block), or should low-income needs be addressed separately?
The OCC does not support implementing a lifeline concept as a means of establishing the size of the first block.  As described above, in the interest of the efficiency objective the OCC supports creating a block size small enough that few users’ consumption will be less than or equal to the size of the first block. Furthermore, attempting to address low-income customer needs through rate structure will likely result in many customers, who are not low-income, receiving the intended benefits.  This is problematic since the additional expense created by these non low-income customers will also be borne by low-income customers due to the circular nature of cost allocation and rate design.  
There are also some practical considerations that argue against establishing the first block size based upon the concept of a “lifeline” amount of electricity.  The lifeline amount would be arbitrary and is highly dependent on exogenous factors such as family size, heating source, efficiency of the home structure and appliances, and a number of other factors.  For all these reasons, the OCC believes that the issue of low-income assistance should be handled outside of the rate structure.
· How should the various measures of cost (e.g., average, marginal, long-run) be used to design a tiered rate structure?
The OCC believes that the rate structure principles described above will be best adhered to by following these implementation steps in designing a tiered rate structure:

1. The second/tail-block should be set at long-run marginal capacity and energy costs.

2. Seasonal differences in marginal capacity costs may result in a seasonally differentiated tail-block.

3. The first block should be established to recover the appropriate remaining revenue requirement.
· If the objective is to encourage conservation/efficiency (and target peak usage, such as residential A/C), how can a tiered rate design be implemented as an incentive to participate in demand response programs (such as Savers Switch)?  
As stated above, the OCC does not support such a narrow objective as to encourage conservation or to target peak use.  Having said that, the OCC believes that the proposal that we have recommended, with a tiered rate structure with a relatively low threshold for getting into the second/tail-block and a seasonally differentiated price on the second/tail-block should provide sufficient incentive for customers with residential A/C load to choose whether they wish to move to a critical peak pricing option.  A CPP option would provide the framework for customers to participate in various demand response programs including Savers Switch and other technology based programs.
· Should the result of a tiered/block rate design (after factoring in elasticity of demand) be revenue neutral, or generate additional revenue (such as to fund energy efficiency investments)?

The OCC believes that any plan to intentionally implement a rate structure that will collect some arbitrary amount of additional revenue above the amount traditionally considered “cost-of-service” is not in the public interest.  Energy bills for customers are already expected to continue to increase significantly for the foreseeable future. We are also concerned that ratepayers would be expected to fund essentially research and development of new experimental technology.  While ratepayers have historically paid to cover the utility’s dues to trade associations like the Edison Electric Institute, it is unclear how, under this new program to generate additional revenues, ratepayers would receive such royalties or financial rewards for putting their money at risk in research and development projects.  That said, to the extent that the Commission approves additional specific investments for any utility, those costs should be recovered in the normal fashion consistent with the rate structure objectives described above, not as a surcharge that will have unknown distributional effects.

Policy Area Identified: Time of Use (TOU) Rate Design

Proposed additional criteria that should the Commissioners apply; when deciding whether to implement this policy:

· Should implementation of a TOU rate be “tabled” until the results of a pilot study are available (such as via the Smart Grid project)?
  

The OCC believes that there is already enough information available to begin to make substantive improvements in the rate structures of residential and commercial customers.  Public Service Company of Colorado has already filed one electric rate increase request and is expected to file another sometime next year that will likely include a Phase 2 rate structure consideration.  This upcoming Phase 2 rate case will provide the Commission with the opportunity to seriously consider what improvements can be and should be made to the existing rate structures.  We note that both Public Service and Black Hills are also in the process of planning significant investments in both supply- and demand-side resources.  

Identify the primary objective to be achieved through implementing a TOU rate.

· Is the objective of a TOU rate to reduce peak demand, encourage energy conservation/efficiency, improve inter-customer equity or all three? 
The OCC previously described its recommendation for the appropriated objectives of a sound rate structure.  As stated above, the primary objectives should be equity and efficiency.  Although it may be that reducing peak demand and encouraging energy conservation/efficiency are subsumed under the efficiency objective, we believe that the efficiency objective is a broader goal and is the appropriate objective to use in designing rate structures.

· Regarding peak demand, should the focus be on seasonal behavior or year-round?
Avoided capacity costs, and to a lesser extent marginal energy costs, tend to exhibit seasonal differences.  Rate structures should reflect these differences to the extent practical.  A CPP program would provide the appropriate focus on these differences in that most, if not all, critical periods would likely occur in the higher cost season.

· Compare/contrast the various TOU strategies.  (Real time pricing, critical peak etc.)
· Assess the pros and cons (costs/benefits) of various strategies and determine which one(s) best fit to the desired objective.
For most residential and small commercial customers the added complexity and expense of real time pricing is not appropriate.  It is likely that these consumers will not benefit from such an attempt to complicate their lives with hourly decisions regarding changes in price.  In the real world, no such complex model exists for goods that consumers typically buy.
  Without technology to automate the customer’s decision-making process, most customers will find the frequent price changes too much trouble to monitor and will simply ignore the structure.

The OCC believes that a TOU structure with two or three periods and a critical peak component that would be declared for a limited number of hours at the discretion of the utility would be an appropriate balance of complexity.  Although enabling technology has been shown to improve the price response of customers, even without such technology the CPP structure has proven to be understood and accepted by many residential customers.  Although it is admittedly less precise in tracking cost than the real time pricing structure, the CPP structure will receive much wider acceptance.
· Incorporate the experience of other jurisdictions that are piloting or have fully implemented TOU rate mechanisms.
· What metering infrastructure changes are necessary to support implementation of a TOU rate?

For residential and small commercial, some level of advanced metering would be required.  The OCC does not believe that the significant expenditures required to fully implement a “Smart Grid” have been justified, however the changes necessary to support two or three pricing periods and a declared critical peak are significantly less costly and hold lots of promise for an improved rate structure.

· Can some form of TOU be implemented without infrastructure changes?
Probably not beyond seasonal differences in an inverted block structure.

· Can lifeline rates be integrated into a TOU scheme?

The OCC does not have any ideas on how this could happen.
Policy Area Identified: Low-Income Electric Bill Assistance

The OCC has provided its thoughts on low-income issues and comments in our previous submittals to the Commission in this docket and the companion investigatory docket on utility incentives.
  The OCC is participating in an advisory capacity with Public Service’s pilot low-income program.  It is anticipated that this pilot program will provide valuable information to the feasibility of a method to provide direct financial assistance as opposed to a rate design approach.

Policy Area Identified: Agricultural Use of On-Site Renewable Generation

The OCC re-emphasizes that if a change in policy for the Public Service/San Luis Valley matter results in a subsidy from the general body of residential (and potentially all other consumers) to the San Luis Valley customers, then the OCC would oppose the initiative.
Policy Area Identified: Billing: content of current bills; level of detail regarding rate adjustment
factors

Proposed additional criteria that should the Commissioners apply; when deciding whether to implement this policy:

· What is the purpose of the detailed information about cost adjustments found on the monthly customer bill?
The intent is to provide additional customer information, much of which has its genesis in the “retail unbundling” era…that is, to anticipate the concept which has not yet materialized in Colorado.  
· What information do customers want on their utility bill?
The majority of customers merely want to easily get the bottom line…how much do they owe for that month’s energy usage.
· What changes are necessary to give customers their preferred information on the bill?

Tariff filings will be necessary in order to collapse the various rate riders into fewer lines on the bill and additional customer education through bill stuffers, articles in monthly newsletters or posting on the utilities’ and Commission’s websites.
· If rate adjustment factors were combined into one (or a few) line items on the bill, how much additional information is necessary elsewhere on the bill to explain this line item?

The OCC would suggest that a link to the specific utility’s website where further detail on the adjustment factors would be made available.
· What are the impacts upon billing systems and related operations resulting from removing/combining rate adjustment factors on utility bills?

The OCC will defer to the utilities to answer this question.
CONCLUDING COMMENT

The OCC appreciates the opportunity to submit these comments and we look forward to attending the Workshop scheduled for December 2, 2008.


DATED this 1st day of December, 2008.

Respectfully Submitted,

JOHN W. SUTHERS

Attorney General
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� The OCC’s initial comments were filed on October 31, 2008.


� Bonbright p 385.  Professor Bonbright calls these Capital Attraction, Consumer Rationing, and Fairness to Ratepayers and also mentions some ancillary goals including rate stability, simplicity, and ease of administration.


� This should include a reasonable estimate of environmental cost, consistent with the Commission’s practice in resource planning processes.


� Note: the Commission is interested in how the Smart Grid project can be optimized to provide the best information concerning the effectiveness of TOU rate structures 


� We note that the Colorado Department of Transportation has varying charges on their HOV lanes depending upon the time of day, but a typical commuter only has to make two decisions per day - what time will they go to work and what time they will come home from work.


� Docket No. 08I-133EG.  The OCC comments were submitted on May 29, 2008 and September 22, 2008.
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