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Re: AB 377

This is the supplemental information requested during the
hearing February 22, 1979 relative to this bkill.

The information was supplied tc the committee members from
the office ¢f Mr. Branch of Sierra Facific Power Company.
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Sierra Pacific Powvwer Company

February 23, 1979

To: Vince Laveaga
From; B1ll Branch

Subject: Lifeline Rates

As requested by Assemblyman Horn during the course
of yesterday's hearings relating to lifeline rates (A.B. 377),
I am attaching copies of certain studles and other articles of
information referred to in my testimony.

During the course of my testimony, I mentioned the
study on lifeline consumption made by PG&E. That study was
quite voluminous and was borrowed from PG&E and, unfortunately,

returned to them. If the committee wishes, I can contact PG&E
and get a copy.

Additionally, if there is anything else I can provide

the committee, please let me know.

P. 0. BOX 10100 / RENO, NEVADA 89510 / TELEPHONE 702/789-4011
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December 15, 1976

To: John Nunn
From: Bill Branch

Subject: Lifeline Rates

I just received some information concerning lifeline
rates which was developed by the National Association of
Regulatory Commissioners (NARUC) following a survey of a number
of state regulatory commissions. The attached extracts provide
some interesting insights into the basic impacts of lifeline
rates in the states of New York, Ohio, Oregon, Rhode Island, and
West Virginia, »

I suggest you retain this information in your lifeline
rate file since I am certain we will be faced with this situation
in Nevada some day.
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NEW YORK

Summary of Testimony by Joe D. Pace on Lifeline Rates.

In testimony before the New York Commission, Joe D. Pace
presented information on lifeline rates (Case No. 26806). He
computed the effect of lifeline rates on residential bills with
revenue recovery from all classes (Table JDP-3 of his testimony).

"For convenience, throughout the rate discussion, I will
focus on data specific to the Long Island Lighting Company (LILCO).
Data relating to the other New York utilities are summarized in
Exhibit (JDP-3).

"The residential rates offered by LILCO as of August 1, 1975,
and approved by the New York Public Service Commission resulted '
in an average charge of 5.67 cents per kilowatt-hour for kilowatt-
hours billed at or below the 300 per month level. LILCO's average
cbargg, therefore, was above the 300 kilowatt-hour illustrative
}1fellne rate level by 2.67 cents. In order to determine the
impact on LILCO's revenues of reducing rates for all kilowatt-
hours under 300 by this amount, one must know the number of
kilowatt-hours the Company sells in this range. This can be deter-
mined by consulting the Company's bill frequency analysis which
shows the total number of residential kilowatt-hours billed within
specified consumption ranges. The bill frequency analysis for
1974 shows that LILCO sold 2.46 billion kilowatt-hours at the
rate applicable to the first 300 Kwh of residential
use per month. ' This constituted 47.4 percent of LILCO's total
residential sales during this period and 21.6 percent of its total
sales to ultimate customers.

"LILCO's lifeline revenue loss thus would come to $65,856,580
(2.46 billion kilowatt-hours x 2.67 cents per kilowatt-hour). To
offset this, an additional charge of 0.74 cents per kilowatt-hour
would be required on the approximately 8.93 billion kilowatt-hours
sold to residential customers above the 300 kilowatt-hour a month
level and to other retail customers.

"A little mathematical exercise reveals that the breakeven _
point is approximately 1,350 kilowatt-hours~-that is, a residential
customer using less than this amount would experience a reduction
in his electricity bill. he LILCO bill frequency analysis indicates
that, in 1974, 96 percent of the residential bills were below the
breakeven level, and these bills accounted for 79 percent of the

“kilowatt-hours sold to residential customers. In short, virtually
all residentlal customers would see their bills reduced. Such a
lifeline proposal merely would shift rate burdens from the residential
class as a whole to the commercial, industrial and other classes."



Pace indicated that a lifeline rate with recovery drawn from
all classes, would give most residential customers a benefit:
"This results simply from the fact that only residential customers
will benefit from the 1lifeline rate scheme, but other customer
classes typically pick up between one-half and two-thirds of the
tab for the program."

Pace investigated the incidence of a lifeline rate with
revenue recovery from only the residential customer class (JDP-5).
Under such a proposal customers using cven modest amounts of
electricity--such as 600 Kwh--could find their bills increased.

In order to determine what effects a basic lifeline plan
might have on various income groups in New York State, Pace
examined the 1970 Census data. "In general, the available evidence
for New York State indeed does indicate that, for a number of
reasons, a substantial segment of the poor would not be helped by
a basic lifeline plan, while a significant number of more affluent
customers would benefit." TFactors which could result in the poor
not benefiting from a lifeline rate included the following:
electricity included in rent payments with landlord billed on a
commercial schedule; substantial use of electricity (water heating,
cooking, space heating, large family home occupancy).

"In sum, a lifeline rate focused only on small residential
users of electricity in New York State will fail to reach the
renting poor whose utility costs are included in their rent payments,
those who pay their own electricity bills but have electric water
heating and possibly as well those with large families living in
single-family dwelling units. The Census data indicate that at
least 25 percent of the poor fall into these categories and thus
would be bypassed by a lifeline rate plan. In contrast, perhaps
30 percent of the affluent would be subsidized.

"Also, it should be stressed that a crucial defect of all
lifeline rate proposals is that they are unable to prov1de any
major assistance to those who heat with fuel oil. Yet it is pre-
cisely this group, into which 55.8 percent of the poor in New York
State fall, that has been hardest hit by rising energy costs.
Moreover, this is a problem that can be expected to worsen as time
passes. The moratorium on attaching new gas customers which pre-
vails throughout the State means that, regardless of income, anyone
occupying a new dwelling unit will have to use fuel o0il or electricity
for space and water heating and electricity for cooking. Under a
lifeline rate plan, then, such customers would be doubly discriminated
against--in addition to having no access to existing relatively
low-cost natural gas supplies, they are unlikely to have access to
any lifeline rate savings."

Pace advocated the use of income tests rather than lifeline
rates in cases where the policy goal is to relieve the electricity
cost burdens borne by the poor. He suggested this could be done
through the use of energy stamps. He noted the advantages of
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energy stamps: 1low administration costs in conjunction with
existing food stamp programs; benefits based on income rather

than electric usage; use for fuel o0il bills as well as electricity;
and a potentially greater level of aid. He also noted the dis-
advantages: difficult funding; possible low rate of participation.

He examined the relationship between marginal cost pricing and
lifeline rates.

"Turning then to the first cost argument for lifeline, the
basic marginal cost line of reasoning is one with which I agree.
Economic efficiency is best served by rates based on marginal
cost and such rates should be considered for this reason. If
marginal cost does exceed average revenue requirements, then
economic theory does teach that rates should be reduced most be-
low marginal cost where demand is least affected by rates. Since
the customer charge level may have little effect on kilowatt-hour
consumption, the elimination of the customer charge provides a
logical and convenient way to reduce rates below marginal cost if
necessary in order to comply with the revenue constraint. Something
- like a simple lifeline rate structure (perhaps a flat per kilowatt-
hour charge with little or no customer charge) could result from
the application of marginal cost pricing principles. Adopting the
marginal cost approach then, given the right cost conditions,
could offer a way to reduce the bills paid by low-use customers,
encourage 'conservation' by higher use customers, and maintain the
economic integrity of the rate structure.

"In all fairness, however, marginal cost pricing, which is
justifiable on other grounds, cannot be viewed as either a
universal or a perfect solution to the energy cost problems faced
by the poor and the elderly. This is so for several reasons. First,
it should be noted that the marginal cost approach offers potential
relief to low-use customers only i1f marginal cost in fact exceeds
average revenue requirements. This cost situation may not prevail
for some companies. Second, if the customer charge acts as a
revenue adjustment lever, small disagreements with regard to the
true marginal cost level could yield dramatic swings in the rate
burden borne by low-use customers. Third, obviously the marginal
cost methodology must be applied to all rates and classes. To the
extent that the residential class in general and small residential
customers specifically have been undercharged in the past, they
may be no better off after all marginal cost rate adjustments have
been carried out. Finally, the marginal cost approach may not meet
" all of the objectives of the social ratemakers. In particular, the
marginal cost approach may not be consistent with giving longer
lifelines to customers using electric water or space heating. Thus,
the low-income or elderly customers who are not low-use customers
may face 1ncreased bills.

"In sum, it seems clear that the marginal cost approach, under
some circumstancces, does offer the potential for simultancously
rationalizing rate structures and meeting the lifeliners at least
halfway. However, the degree an’ stability of relief (if any) that
might be expected are open to question in each case."
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RATE EFFECTS ON LIFELINE DESIGN WITH REVENUE RECOVERY FROM ALL CLASSES

Present Average Revenue from Kwh
Billed Below 300 Kwh Level (¢/Kwh)

Lifeline Rate (¢/Kwh) ‘
Loss Per Kwh (¢/Kwh) !
Total Lifeline Revenue Loss ($ Million)
Required Surcharge (¢/Kwh)
Effect on Residential Bills:
300 Kwh
500 Kwh
750 Kwh
1,000 Kwh
1,500 Kwh

Broakeven Point (Kwh)

. DPaneont

- e

™y

ci Bills Tclow Brealisven

Average Increase in Nonresidantial Rates

251

300 Kwh/3¢ Plan

New York Orange Rochester
Central Con Niagara State Electric and Gas &
LILCO  Hudson Ed Mohawk & Gas' Rockland Electric
(1) (2) (3) (4) (5) (6) (7)
5.67¢ 6.21¢ 8.67¢ 4.50¢ 3.94¢ 7.232 4.66¢
3.00¢ 3.00¢ 3.00¢ 3.00¢ 3.00¢ 3.00¢ 3.00¢
2.67¢ 3.21¢ 5.67¢ 1.50¢ 0.94¢ 4.23¢ 1.66¢
$65.9 $16.0 $ 312.5 $ 49.4 $15.3 $ 15.1 $ 11.8
0.74¢ 0.62¢ 1.18¢ 0.26¢ 0.22¢ 1.08¢ 0.33¢
$-7.71 $-8.75 $-15.57 $ -3.66 $-2.36 $ -11.87 $-4.52
-6.24 -7.50 -13.21 -3.14 -1.93 -9.71 -3.85
-4.40 -5.95 -10.26 -2.50 -1.38 -7.02 -3.04
-2.55 -4.39 -7.31 -1.85 -0.83 -4.32 -2.22
1.13 -1.27 -1.42 -0.56 0.26 1.06 -0.58
1,348 1,704 1,529 1,718 01,379 1,401 1,675
2.C% 95.0% 3C.2% 25.5% 92.2% 96.6% 27.2%
15.53% 16.41% 15.83% 13.40% 9.34% 29.15% C.5I%
| 1preliminary.
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RATE EFFECTS OF LIFELINE DESIGN WITH REVENUE RECOVERY FROM RESIDENTIAL CLASS

300 Kwh/3¢ Plan

Present Average Revenue from Kwh

Billed Below 300 Kwh Level (¢/Kwh)

Lifeline Rate (¢/Kwh) ‘
Lecss Per Kwh (¢/Kwh) ‘ o
Total Lifcline Revenue Loss ($ Million)

Required Surcharge (¢/Kwh)

Effect on Residential Bills:

300 Kwh
500 Kwh
750 Kwh
1,000 Kwh
1,500 Kwh

Breakeven Point (Kwh)

Percent of Bills Belo.w Breakeven

CAsimans
sk ey

New York Orange | Rochester
Central Con Nisgara State Electric and Gas &
LILCO  Hudson Ed Mohawk & Gas'! Rockland Electric
(1) (2) (3) (4) (5) (6) (7)
5.67¢ 6.21¢ 8.67¢ 4.50¢ 3.94¢ 7.23¢ 4.66¢
3.0u¢ 3.00¢ 3.00¢ 3.00¢ 3.00¢ 3.00¢ 3.00¢
2.67¢ 3.21¢ 5.67¢ 1.50¢ 0.94¢ 4.23¢ 1.66¢
$ 65.9 16.0 $ 3125 § 49.4 $ 15.3 $ 15.1 $ 11.8
2.41¢ 2.44¢ 13.69¢ 1.35¢ 0.95¢ 4.18¢ 1.69¢
$-7.71  $-8.75 $-15.57 ¢ -3.66 $-2.36 $-11.87 $-4.52
-2.89 -3.86 11.80 ~-0.96 -0.47 -3.52 -1.15
3.13 2.24 46.03 2.42 1.91 6.92 3.07
9.16 8.35 80.25 5.79 4.28 17.36 7.29
21.21 20.56 148.70 12.54 9.02 38.23 15.72
620 658 414" 571 549 584 568
65.4%  72.3% 82.0% 71.1% 68.8% . 75.0% 70.9%

1Preliminary.

Currently cffective rotc sehcdules and 1874 billing records supplicd by individual utilities

ALITD o




...g z...

CENSUS DATA RELATING TO ELECTRICITY USE IN NEW YORK STATE

1970
_ ‘ Total
. Long New York Westchester New York
, Island City & Rockland Upstate State
—=——--=---==-Z(As a Percent of Total SEEEIT:T---—:::::
., (1) (2) (3) (4) (5)
Low-Income Families (Income Less Than $4,000)
Electric Payments Included in Rent 9.1 18.9 ; 17.5 15.3 17.0
Pay for Electricity and Use Electricity For:
Water Heating o . 7.8 1.2 2.8 17.1 7.3
Cooking 22.1 1.4 6.7 24.2 11.0
Space Heating 1.8 0.8 1.4 1.7 1.2
Cooking Only 18.3 1.2 3.5 13.3 6.6
Live in Single-Tamily Home 70.7 6.4 22.4 . 45.8 24.8
Five or More Persons in Family 9.3 7.1 4.6 5.7 6.7
High-Income Families (Income Exceeding $20,000)
Use No Major Electric Appliances® 44.6 81.1 . 67.9 31.3 59.3
Live in Multi-Pamily Home - 4.9 " 60.9  14.8 5.5 29.4
One or Two Persons in Family ' 20.4 39.5 26.1 26,5 30.5

! Electricity not used for space heating, water heating or cooking.

Al 8
8T

Source: U.S. Bureau of the Census, Public Use Samples of Basic Records from

the 1970 Census, computer tape.
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OHIO

Summary of Information furnished by the Ohio Public Utilities Com-
mission based on "Lifeline Rates and an Economically Justified Rate
Structure" by S. Enkara and R. Wayland

"The concept of lifeline rates was originally developed by
the Vermont Public Intercst Research Group in 1973. Applied to
electricity rates, lifeline would charge cach residential customer
a relatively low uniform rate per KWH for the first several hundred
kilowatt-hours consumed monthly."

 ew e em e ee e em e e

"More specifically the proposed lifeline rate approaches are
aimed towards offering two major social advantages: 1) Help the
poor, by assuring that each household obtains the minimum amount of
energy required for 'a decent standard of living.' 2) Promote con-
servation, by rewarding customers consuming small amounts of
electricity and punishing large users.

"The Lifeline Rate Bill, as it is presently being presented
in Ohio, would guarantee a minimum rate as follows:

"A. To the first 400 KWH of usapge, for all residential
customers other than total of electric dwellings.

"B, To the first 1,200 KWH of usage, for totally electric
dwellings.

YThe minimum rate would be the lowest unit rate charged to
any customer, in any block-of the rate structure. Ftor example, in
the case of Cleveland Llectric IllumlnaLlnb Company, for the general
residental customer category, the minimum rate would be the electric
furnace operation tariff.

"Base rate *+ Fuel Cost Adjustment

1.1 + .01333 = 1.113 ¢/KWH to the first 400 KWH of
electric energy usage."

The authors noted that the immediate short-run effect of the
implementation of the lifeline rate would be a revenue displacement
for the utility companies. The authors calculated the displacement
by consulting the utility companies' bill {requency distribution,
calculating total revenues under the proposed lifeline rates, and
comparing them with the total revenue under the present rate structure.
Based on calculations using the Bill Frequency module of the PUCO
Corporate Finance Model for Ohio Power Company and Cleveland Electric
Illuminating Company and based on calculations by Cleveland Electric,
Columbus and Southern Ohio, Ohio Power, Cincinnati Gas and Llectric,
Ohio Edison, and Dayton Power and Light of calculations of the recvenue
displacement which would be incurred due to lifeline rates, Enkara
and Wayland developed the following table. In the calculations all
customers were assumed to continue to consume the same amount of
electricity as if -there had been no price changes: there was no
adjustment for changes in quantities demanded due to price changes.
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Residential Residential

" Revenues Revenues % of Present

Present Rates Lifeline Displacecuent Revenues
Ohio Power 136.228 64.859 71.369 53%
Dayton P&L 86.777 52.334 34.443 40%
C&S - 93.895 52.062 41.833 45%
Cleveland El. 145,791 71.265 74.526 52%
CG&LE 105.581 59.678 45.903 447
Ohio Edison 193.736 96.384 97.352 51%
Toledo Edison 65.174 33.499 31.675 L8%
Total 827.182 430.081 397.101 48%
$: 1 x 106

Since the proposed lifeline rate would apply to the first
400 XWH (1200 KWH for all electric homes) consumed per month by
every residential customer on the system, residential customers
using more than 400 KWH would not necessarily find their electricity
bills increased. The authors determined the "break even" level
of consumption for the six major electric utilities.

"We determined the break-even level of consumption for the
six major electric utilities in Ohio. The process involved:
1) The estimation of residential 'humpback rates' by dividing the
revenue displacement figures by non-lifeline residential KWH, and
adding this revenue recovery factor onto the remaining blocks of
» the current tariffs, 2) the estimation of the revenue distribution
that resulted from the humpback rates.

"The break-even level of consumption for the general residential

category on the average is 670 KWH, and for the all electric 2,260
KWH. In detail: o , ,

“General Residential: -

: : % of %z of

Lifeline Requirad Breakeven bills bills

Rate Displacement Surchazge Point above below
¢/kwh $:1 x 100 ¢/ kwh kwh Breakeven Breakev:

Ohio Power 1.380 40.775 5.766 612 . 29.4 . - 70.6
DPSL 0.600° 23.108 2.420 729 26.0 74.0
C&S 1.246 37.843 4,807 645 32.2 67.8
Cleveland El. 1.100 68.451 6.188 . 627 21.6 78.4
CGS&E 1.126 42,227 2,921 - 754 29.7 70.3
Ohio Edison 1.231 90.188 5.335 639 31.2 68.8
Average . 1,114 50.432 4.573 668 28.4 71.0

-2 7 -
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The authors noted that 70% of the residential customers were
below the break-even point.

"The above figures indicate that under the basic lifeline
rate approach, benefits are not restricted to low use residential
customers only. Thercfore, the approach would not provide an
efficient instrument for transferring benefits from high to low
users, presupposing, of course, that low users are also low income
customers."”

The authors indicated that based on a study by Columbus and
Southern Ohio using data on the low income group obtained from
the Franklin County Welfare Department, there is a low correlation
between low income and low usage of electricity. The study indicated
that 50% of low income bills are over 500 KWH per month, while only
4y% of the total residential class bills are over 500 KWH. Based
on this data it was concluded that low usage does not imply low
income.

Noting that the costs of electricity vary with capacity,
volume, and time the authors indicated that peak users should be
charged for the sum of peaker running costs and the incremental
capacity costs because they contribute directly to a system's
need for capital investment in generation transmission, and dis-
tribution capacity.

"However, the current structure of rates deviates substantially
from the above mentioned norms. The low income electricity user,
whose use 1s primarily off-peak is now paying a full share of
generating and transmission capacity at a time when his contribution
to peak is either zero or trivial. A rate structure which will
reflect the peak-off peak cost differential would lower electricity
bills for the low income off-peak consumer, and at the same time
provide the incentive for the peak consumers to try and lower their
electricity bills as well.

"To the extent that the price elasticity of electricity demand
is larger than zero, the peak-off peak price differential would
also help promote conservation in the sense that: 1) future capacity
increases in generation and transmission will be curtailed, 2) an
increased utilization of existing capacity will result, and 3) in
the long run the capacity mix will be altered to include more base
units with relatively low running costs.

- "Lifeline rates or any other inverted rate structure completely
ignore the above mentioned cost and demand consideration, and in
that sense tend to distort the efficient operation of utility markets."

o
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OREGON

Before the Public Utility Commissioner of Oregon. Investigation
of rgduged rates for energy consumed by certain persons (on the
Commission's own motion).

Pursuant to ORS 756.515, on September 8, 1975,
the Public Utility Commissioner [Commissioner]) issued Order
$75-781, and began this rulemaking investigation to resolve
whether the Commissioner should order reduced rates for
energy consumed by poor persons and senior citizens.l The

order made every Oregon energy utility regulated by the
Commissioner a respondent. '

arees a— -~ -

The Problem

Intense demand existed for -this investigation. 1In
Oregon, since 1970, while inflation has reduced purchasing
power, some energy utility rates have increased almost 100
per cent. Although it is not clear whether poor persons use
more energy than other citizens, all parties agree the poor
and aged, especially those on fixed incomes, pay dispropor-
tionate shares of their income for essential utility services,
and are most in need of help.

It also is understandable that pressure for
relief focused upon the Commissioner, for it is his statutory
responsibility to assure utility rates are just and reasonable,
and to oversee the different rates which utilities apply to
their different customers. The Commissioner, however, is
not alone in considering this problem. In Oregon, the Joint
Interim Committee on Trade and Economic Development also is
investigating utility rates charged the poor and elderly.
Several bills are pending in Congress which_directly address
the issue of poor persons and energy costs. Various federal
agencies, especially the Federal Energy Administration, are
engaged in rate reform programs throughout the country.

The Proposals

_ The proposed solutions took two basic forms:
Discounts for eligible poor persons; and reduced rates for
all residential customers for minimum "essential" quantities
of energy. Both so}utions raise difficult legal and eco-
nomic issues. Utility stamps or increased welfare benefits .
require action by the Legislative Assembly, which will not
reconvenc until January, 1977. Discount rates would help
the poor, but might be outside the Commissioner's juris-
diction. Lifeline rates might penalize rather than benefit
some poor persons. Descriptions of the various proposals
received, and the legal and economic issues raised, follow.

—— o p— e e e A
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The Commissioner's Authority

Discount rates clearly discriminate in favor of
poor persons., No party offered evidence in this proceeding,
nor is the Commissioner aware=-of evidence from any other
proceeding, in Oregon or eclsewhere, which indicates it costs
less to serve poor or aged residential customers than it
does to serve average and above-average income customers of
any age. '

The Commissioner represents the entire public, and

must obtain for all customers of regulated utilities adequate

service at fair and reasonable rates. ORS 756.040.4 He

must classify each utility's services using reasonable
criteria, and each regulated utility must conform its rate
schedules tg the Commissioner's classifications. ORS
757.230(1).

— — — —_— —_— ——— a—

Discount rates would provide direct aid to needy
customers of Oregon's regulated utilities. To establish
eligibility standards and administer the discounts would
be possible, However, such a program may be implemented

only if the Commissioner has authority to discriminate

between customers on the basis of income levels. That is,
to authorize lower rates for poor persons than for persons
who are not poor.

— —— — — —— — —

The Commissioner rejects the argument that the
statutes cited above forbid discrimination by utilities but
permit the Commissioner himself to discriminate. This
argument implies the "“reasonableness" of a rate depends
wpolly on who proposes it. If the Commissioner might order
dlscr;m}natory rates because such rates are forbidden only
to utilities, might the Commissioner order utilities to
provide special rates to political candidates because ORS

757.305, which forbids such discounts, refers only to utilities?

Tbe answer is obvious. The sta ute which requires the Com-
missioner to provide reasonable classifications of service,
ORS 757.230(1), must be read in conjunction with the statute
which forbids utilities to charge different rates for identi-
cal service under like conditions. ORS 757.310(1) (b). The
Commissioner must provide reasonable rates to the public,
based upon reasonable classifications of service, and reason-
aple rates are the same for different customers served under
like conditions. The Commissioner must prescribe only reason-
able rates, gnd no discriminating rate is reasonable.

Thus, any consideration which would impose different
rates for "like and contemporaneous service" is unreasonable
and, if such considerations are unrecasonable, the Commissioner
had no authority to impose such rates. ' '

— — - — —— —— —
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Oregon is not the only jurisdiction to have con-
sidered this question. Other courts and commissions have
reviewed regulatory statutes similar to Oregon's and uni-

- formly have held that commission-ordered discount rates
based upon age or income are discriminatory and, therefore,
illegal. Moore v Gilbert, 131 Vt. 545, 310 A 24 27 (1973);
Washington Utilities & Transportation Comm. v Pacific Power &
Light Co., 10 PUR4th 449 (Wash. U&TC 1975); Re Central
Vermont Public Service Corp., 7 PUR 4th 67 (Vt. PSBd. 1974);
Re Public Service Co. of New Hampshire, 95 PUR3d 401 (N.H.
PUC 1972); Public Utility Comm. v Philadelphia Electric Co.
91 PUR3d 321 (Pa. PUC 1871); Re New England Telephone &
Telegraph Co., 89 PUR3d 417 (R.I. PUC 1971; Re New England
Telephone & Telegraph Co., 84 PUR3d 130 (Mass. DPU 1970);

Re Potomac Electric Power Co., 84 PUR3d 250 (D.C. PSC 1970);
Re Louisville Transit Co., 82 PUR3d 1 (Ky. PSC 1969);

Re Mountain States Telephone & Telegraph Co., 2 PUR3d 123
(Utah PUC 1954).

The cases cited by Legal Aid for the proposition
that the Commissioner may discriminate are not on point. No

jurisdiction with statutes simllar to Oregon's has implemented.

discount rates based solely on age or income. The Commis-
sioner is charged to protect the public generally from
unjust and unreasonable practices. ORS 756.040(1). The
case law and statutes make clear that discriminatory rates

are unjust and unreasonable and therefore beyond the Com-
missioner's power.

U PSS ——— — —_—

The Commissioner began this investigation because
he wanted to help the poor and aged who cannot easily afford
essential utility services. However, the Legislative Assembly
has not delegated to the Commissioner the power to impose
discriminatory rates. Regardless of how desirable such
rates might be as social policy, benefits to the poor and
elderly which do not reflect the cost of service must come
from the Legislative Assembly.

e a— ——— —— v ——

Although the Commissioner is powerless to impose
" discount rates himself, he will seeck legislative action on
this subject and will participate directly and vigorously
in the Interim Committee's work, in the coming legislative
session, and in the programs offered by Congress and the
federal administrative agencies.

e ~ — — e

With clear authority to establish social welfare
policy, the Legislative Assembly also can monitor all state
and federal welfare programs and the sources and extent of
aid given to different groups. Without such overview, as
independent agencies aid various segments of society, the
total aid given each group is unknown, and unequal treatment
of different groups becomes 1likely.

-32~
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The Commissioner wants relief for the aged and
poor, regardless of whether that relief takes the form of
increased cash grants, utility stamps, or some other legis-
lative proposal which equitably effects the desired solution.

Lifeline Rates

Some proposals advan.ed in this investigation
would not require the Commissioner to discriminate on the
basis of age or income. The-major proposal of this nature
was the lifeline rate advanced by Legal Aid.

A "lifeline" rate provides all residential customers,
whether poor or rich, with a minimum amount of energy at a low
uniform rate. In theory, it assures all customers the ability
to obtain essential energy services at low cost. Revenues lost
by lowering the cost of the lifeline amount are recovered by
increasing the cost per unit of energy consumed by other cus-
tomers in excess of the minimum amount. Some lifeline pro-
posals also require commercial and industrial customers to
pay increased rates which contribute to recovery of the lost
lifeline revenues. :

However, Legal Aid did not support its lifeline
proposal’ solely because it thought it would benefit the
poor and elderly. Legal Aid asserts its lifeline proposal
is cost justified and more properly reflects correct pricing
than the utility rate schedules now in ecffect.

Legal Aid's proposal includes seasonal rates,
higher in winter than in summer. It reduces customer minimum
charges and increases the cost of energy used in the highest
guantity block (the tail block), to 100 per cent of Long Run
Incremental Costs, [LRIC].8 The ultimate is a severely in-
verted average unit cost schedule which charges full LRIC
for all tail block use.

It must be repeated that Legal Aid's llfellne
proposal was designed to encourage conservation, not to bene-
fit any particular customer class. Legal Aid supports this
lifeline rate because Legal Aid believes it will serve the
interests of the poor and the elderly by prov1d1nq low users
of energy with reduced rates.

Opponents to Legal Aild's lifeline proposal contend
the evidence shows it would not necessarily bencfit the poor
or elderly, but might in fact raise their rates. The Utilities
and the Staff dispute Legal Aid's methodology in assigning
LRIC to electric tail block rates and in its treatment of
customer costs. The Utilities and the Staff contend Legal
Aid's proposal is inapplicable to Oregon's natural gas
industry and, as to Oregon's electric utilities, would not
enhance conservation efforts,
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The Hearings Examiner found these objections valid
and proposed the Commissioner reject Legal Aid's lifeline
proposal as inequitable and ill-advised.

The lifeline proposal does not offer help to the
poor and elderly. Reduced rates for small users and in-
creased rates for large usexs will bencfit the poor and
elderly only if they, as a class, use less energy than other
customers. The evidence presented in this proceeding did
not support this contention,

Legal Aid assumes a high correlation between low
income and low energy consumption. This contention, however,
is based upon average use by income class. It does not con-
sider the substantial discrepancies in energy use by indi-
vidual low-income persons. This high correlation also is °

disputed by studies in the record’ and in the published
literature which establish high correlation between family
size and energy use but not between encrgy consumption and
income class.

Oregon's heritage of low-cost hydroelectric power
has led to heavy reliance on electric appliances to meet
essential needs of both poor and average income groups.
Substantial numbers of utility customers in all income
groups use electricity for cooking, water heating, and space
. heating. According to one exhibit (Ex. 28), 17 per cent of
PGE's welfare customers heat their homes with electricity.
These welfare customers use 43 per cent more energy than the
system average of all PGE customers. Based upon 1970 census
data, 71.6 per cent of low-income Oregon households use
electricity for water heating, and 24.4 per cent use elec-
tricity for space heating. 24.9 per cent of elderly families
pay their own electric bills and use electricity for space
heating.

Dr. Joseph Pace, Vice President of National
Economic Research Associates, testified for Pacific Power &
Light Company in opposition to Dr. Coyle's lifeline pro-
posal. He presented persuasive testimony that a substantial
number of low income persons use enough energy to place
themselves in the middle or upper usaage blocks in Oregon.
Dr. Pace's testimony and exhibit (Ex.22) make clear that the
poor cannot be identified by the amount of energy they
consume, and that Legal Aid's lifecline proposal does not
offer meaningful aid to Oregon's poor and needy.

9pawrence Pinson, a consulting ecconomist, testified on behalf
of OCFEUR. He described a 1973 study of Seattle Clty'nght'S
residential customers which found only a .65 correlation
between income level and energy consumed. Floyd Keller,
Commercial Manager of Clark County PUD, estimated 20 to .40
per cent of the poor would not benefit from Legal Aid's

lifeline proposal. .
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The Commissioner concludes that, although Legal
Aid's lifeline proposal would reduce rates to every low
income customer who uses little encrgy, it would do so at
the expense of equally needy persons who must use more than
minimun amounts of energy. This investigation should not
help some of the needy at the expense of others equally in
need. N

Legal Aid's proposal rests on two premises.
First, customer charges, as typically imposed, are too high
and include cost components not properly applicable to
individual residential customers. Second, full incremental
pricing should apply at the highest usage level of all cus-
tomer classes so as to communicate. to all customers the
expected future cost of energy. Only thus can the public
make economic plans for the future. Because full incremental
costing for all energy sold would produce excess profits,
Dr. Coyle reduces the unit cost of earlier consumption
levels, including the customer charge, according to the rule
- of inverse elasticity. The ultimate schedule is a severely
inverted average unit cost schedule which charges full LRIC
for all tail block use. :

In his early testimony, Dr. Coyle and Legal Aid
seemed unaware that the Commissioner already had adopted
LRIC as the relevant economic method by which to set prices.
They also seemed not to realize the Commissioner already had
directed Oregon's major electric and gas utilities away from
declining block price schedules. Their belief that Oregon's
energy utilities still promote energy usage is totally
incorrect. Since the energy crisis began, Oregon's energy
utilities vigorously have encouraged customer conservation.

Legal Aid's proposal might be relevant and inno-
vative for a state which still maintains declining block
rate schedules, load growth promotion, and uneconomic rate
structurcs which do not reflect the rising cost of electrical
energy. However, the basic theoretical assumptions on which
Legal Aid based its lifeline proposal alrcady control utility
rates in Oregon,

Certain aspects of Legal Aid's LRIC lifeline rate
differ from the LRIC rates which the Commissicner already
has adopted. Legal Aid believes electric utility rate
structures should be further inverted by reducing customer
charges and applying LRIC principles only to the tail block.
The Staff and the Utilities contend present customer costs
are more accurate than those in Dr. Coyle's proposal and
that it is more appropriate to apply incremental pricing
to broader usage levels than the tail blocks alone.

+

The proper customer charge for residential cus-
tomers of Oregon's major electric utilities has been con-
sidered in past hearings. Legal Aid's proposed reduction
results from adjustments to pres :nt cost allocation methods
and because all prices including customer charges are

reduced so as to offset the excess revenues which would .
otherwise flow from full LRIC charged at the tail block.
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There was not sufficient evidence to indicate
present treatmert of distribution system costs, industrial
customer costs and other factors should be changed by this
investigation. These matters werc discussed at length in
the record and the briefs, and the Commissioner finds the
record in this proceeding does not present sufficient evi-
dence to justify recomputation of the customer charge for
each electric utility. However, they will be examined
closely in future individual rate cases. If evidence
justifies reduction in customer charges for residential
customers, such reductions will be ordered.

The Commissioner also rcjects Dr. Coyle's proposal
to impose full incremental costs in the tail block of all
customer schedules. The proposal rests primarily on the
assumption today's load growth occurs at the tail block as
present customers increase their usage. This 1s incorrect.
The evidence showed very significant load growth occurs as
new customers appear and other customers increase usage below
tail block levels. Dr. Coyle's proposal would present an
inappropriate economic message at all consumption levels
other than the highest, and would provide incentive for
increased consumption rather than conservation.

Full incremental pricing clearly encourages con-
servation, above the tail block level. This may be true
particularly for residential space-heating customers who
would be encouraged to shift from electricity to fuel oil
and natural gas for heating. Today's natural gas and fuel
0il shortage weakens any rate proposal which would increase
consumption of fuels likely to be in short supply.

The evidence shows that the present LRIC-based
rate structures offered by Oregon's major electric utilities
are more economically appropriate than Legal Aid's proposal.
Present rates spread incremental costs properly to all usage
levels and thus distort resource allocation less than would
Dr. Coyle's proposal.’

Dr. Coyle designed Legal Aid's lifeline proposal
for application to electric utilities. Yet Legal Aid pro-
posed to apply this proposal to gas utilities also. The
record shows necither Legal Aid nor Dr. Coyle were familiar
with the peculiarities of the Pacific MNorthwest's gas
situation.

Legal Aid's proposal to raisc the cost of gas for
industrial use by. increasing interruptible gas costs to the
level of firm gas costs also is inappropriate as it would
not reflect, in any manner, the lower quality of service
provided interruptible gas customers.
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Incremental costs of the gas industry generally,
and particularly of the Pacific Northwest's distribution
companies, are not related to production costs, but pri-
marily to world-wide commodity costs of fuel oil and non-
regulated natural gas. Costs primarily depend not on con-
servation but on the Canadians' ~rice for gas at the border.

Legal Aid and its experts understandably concen-
traded on electric rates and seem to propose changes in gas
rates almost as an afterthought, without regard to the
nature of Oregon’s gas supply. On this basis, it would be
inappropriate to make any changes in Oregon's gas rate
schedules based upon Legal Aid's proposal.

.Legal Aid's lifeline proposal will not be adopted
in this proceeding. The Commissioner finds insufficient
evidence lifeline rates would benefit the poor and elderly.
As a proposal to change Oregon's gas utilities' rates on
economic grounds, the proposal has no relevance and 1is
inappopriate. As a proposal to change Oregon's electric
utilities' rates, Legal Aid's proposal is not wholly without
merit. Much that Legal Aid proposes has alrcady been adopted,
but. further investigation and possible implementation of
some aspects, as proposed, will be reserved for future
individual rate cases. :
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OREGON

Furnished to NARUC by the. Public Utility Commissioner of Oregon:
Report to Francis J. Ivancie, Commissioner of Public Utilities,
City of Portland on "Residential Consumption of FRlectricity in
Portland, Oregon and Lifeline Llectrlc Rates ;" by Morton Paglin
and Glles H. Burgess.

Summary

In order to evaluate a lifeline rate proposal the authors
analyzed the soclio-economic characteristics of residential elec-"
tricity consumption in Portland, Oregon. The average electricity
consumption in Portland is 1200 Kwhs per household, with a wide
variation.

A random sample of more than 6,000 PGE residential customers
was selected to estimate the average household consumption repre-
sentative of each census tract in the city. For 101 census tracts
the model was used to estimate the relationship of electricity
consumption to a number of variables. A linear relationship was
investigated using least squares regression.

The equation examined was:

E=b, +DbC+DbH+DbY*bF+bS
E denotes the household electricity cbnsumption in kilowatt hours
in an average month.

C is the "degree of dependence" upon electricity for cooking
(variables may take on values of either 0 or 100 percent for any
single household, but may take on any value within that range as
the household average for each census tract observation).

H is the "degree of dependence" upon electricity for heating (vari-
able is defined in the same fashion as C).

Y is the family income (medidn income issued to measure the house-
hold average for each census tract).

F is the family size (average family size is used as the basis
for each census tract observation).

S is the propensity to occupy single family dwelling units (variable
may take on values of either 0 or 100% for any single houschold,

but may take on any value within that range as the houschold average
for each census tract observation).

The study was based upon cross sectional data reported in the
1970 U.S. Census of Population. Census units containing 1200 to
1500 households located in compact, contiguous areas within major
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census divisions and reflecting a high degree of homogeneity in
thelr composition with respect to income, housing, and population
characteristics were uscd. Variables C,H,Y,F, and S were obtained
from the 1970 Census. The dependent variable, elecctricity con-
‘sumption or E, was independently estimated for each of the census
tracts by means of a random sample on the 1971 residential billings
of customers served by Portland General Electric.

THE RESULTS

The coefficients of Equation 1 were estimated by ordinary least
sguares regression procedures. The results of the regression are re-

ported in summary as Equation 2 below:

E =.-220.225 + 4.449C + 4.404H + 0.018Y + 191.385F + 3.8648S
(1.637) (2.188) (1.519) (2.295) (3.187)

Figures in parenthesis are t-ratios.

The analysis of variance is reported in Table 6. The regression is
statistically significant at the 99.9 percent lcvel of confidenee

and reveals that RZ = .602, i.e. 60.2 percent of the variation, in
average monthly household electric consumption is accounted for by
the explanatory variables in the regression. The sample means and
standard deviations of the six variables for the cross—-section are

shown in Table 5,

TABLE 5. SAMPLE MEANS AND STANDARD DEVIATIONS FOR TIIE
SAMPLE OF 101 CENSUS TRACTS IN .THE CITY OF PORTLAND,

Variable Mean Standard Deviation
E - 1089.75 297.73
C 84.44 12.11
) 16.32 11.24 <
Y 7463.83 2571.44
F . 2.37 0.34 .
S 71.75 25.77
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ANALYSIS OF VARIANCE OF THE REGRESSION.

sum of Squarces

Mean
Squares

TABLE 6.

Source ~ Degreces of Frecdonm
Regression S
Residual 95

Total 100

F-ratio = 28.79

*Contains rounding error.

FINDINGS

We bave found that the lifeline rate proposal would

5,340,203.01

3,523,900, 51

8,864,104 .02%

1,068,040.50

37,093.69

fail to

achieve ils major purpose of providing rate relief to low and Tixed

income

families.

It has been the assumption of the advocates of

lifeline rates that the rates would help low inconme electricity users.

However, we find that many low income persons would,

in fact, pay

significantly higher clectric bills because of their relative de-

pendence upon electricity for such uses as home heating,

while many

high income persons would receive a subsidy due to their relatively
low dcpendence upon clectricity.

The establishment of electric rates in this manncr - to levy
taxes and 1o provide subsidies - would,

and regressive tax on consumption.

in effect,
Those

families- -witlh

produce an unfair
the least

- ability to pay (that segment of the population who are low-middle
and middle income families and who are heavy users of electricity)
would be required to bear the lalgcst rc]itlve burden of the shirft

in the

In the remaining sections of this rcport,
following:

1.

rate schedule.

b

we present the

Our study of the relationship between residential electri-
city consumption and five important socio-economic factors

that "explain" it

“Our analysis of the lifcline rate proposal us1ng the in-
formation generated in our study, and

The supporting data and analysis used in our study which

appears as an appendix,

—hn
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APPLYICATIONS OF THE ANALYSIS TO TIE LIFELINE RATE PROPOSAL

The lifeline rate proposal has as its main purpose a shift of
benefits to low income households by a 25 percent reduction in the
rate for the first 800 kwhs of monthly elcctricity consumption to
all residential customers, and an increcase in the rates for higher

consumption b]ockst

Under the existing rate structure, there is a $3.85 minimum
charge for the first 50 kwhs of electricity consumption with an in-
cremental charge of 1.254¢ per kwh up to 900 kwhs per month. A
rate of 1.837¢ per kwh is charged for 2all consumption above 900 kwhs.
In the lifeline rate proposal considered in this paper, the charges
for the first 50 kwhs would fall to $2.89 and the incremental charge
from 50 to 800 kwhs would be set at $.94 per kwh. This charge in-
creases to 1.86¢ from 800 to 900 kwhs and recaches a top rate of 2.74¢
per kwh for consumption blocks above the 800 kwh monthly level.” Un-
der this proposed lifeline rate, with the present pattern of residen-
tial consumption, the revenue losses in the lower brackets would be
offset by gains in the higher consumption brackets, leaving total
revenues unchanged. Hence, no outside subsidy from other classes of
users would be required to implement the proposal.

The efficiency and equity of the lifecline rate scheme depends
upon the extent to which electi™c power consumption is related to in-
come., Insofar as other factors such as electric heating and cooking,
type of living unit and family size markedly affect clectric usage,
lifeline rate schemes are comparable to highly inequitable tax and
transfer measures in which many recipients of the itransfer are unin-
tended beneficiaries while many other .families are unlntentlonally
"tfaxed with higher rates.

The recsults of our statistical analysis reveal the source of
probable inefficiencies and inequities contained in the lifeline rate
proposal: (1) Our multiple regression analysis shows that income is
the weakest of the five independent variables in delermining clectri-
city consumption. This means that family size, type of cooking and

heating units, and type of residence are far more significant in de-
termining the amount of electricity used than is family income. Yet
few persons would argue that families should be subsidized or taxed
with higher rates simply because they live in apartments or houses
which use electricity for cooking and heating rather than other ener-
gy sources. (2) The study indicates that there is almost no correcla-

tion between electric heating and income in the Portland aren. This
is indicated by the low correlation coefficient between electric
heating and income which is estimated to be ,0464. (3) ramilics,

including many with below median incomes and consuming more than the
average 1200 kwhs per month would, in effect, be taxed with higher
electric rates. (4) There would also be mnny unintended benefici-
aries. Typically, these would be small families with above average
incomes who reside in homes or apartments served by natural gas "and/or
0il as the main energy source,
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RHODE ISLAND

Excerpt from the testimony of John W. Wilson before the Public
Utilities Commission of Rhode Island, Blackstone Valley Electric
Company, Docket No. 1185.

Q. ELECTRICITY RATE STRUCTURE INVERSION HAS ALSO BEEN
PROPOSED AS A MEANS OF IMPROVING INCOME DISTRIBUTION.
ARE ARGUMENTS OF THAT TYPE ECONOMICALLY FERITORIOUS?

A. They are, to the extent that present rates are out
of line with actual costs and tend to favor high income
groups. A regressive situation of that type would be
economically unjustifiable and socially objectionable
as well. However, the basic opbservation that large
volume users obtain service at lower average wunit costs

* . than small volume users does not necessarily prove that
regressive inceme redistribution 1is taking place. As I
have indicated previously, there are some cconomies of
scale inherent in off-peak increased consumption by on-
line customers, and apparently discriminatory rates may
merely be a reflection of that cost phenomenon. In
general, it can be argued that income redistribution ,
objectives should be pursued more directly and, that aside,
there are reasons to believe that this social objective
would@ not necessarily follow from rate inversion.

/. To the extent that substantial rate inversion provides
an economic incentive for large volume users whose
demands‘were re}atively-more Price elastic, to turn to
energy alternatives in order to avoid paying premium tail
Séoig ggtgs.for electrig power service, their demands
sy:tem ;glzlsgoigd Sisngizsoverall economlies on the

/ . ult, average unit costs would
rise. To the extent that current incremental rates
exceed the marginal or "out-of pocket" costs of service,
discouragement of large volume off-peak loads such as
water and space heating by rate inverstion would reduce
‘the revenues available for covering fixed costs. Small
appliance and lighting customers, whose demands are
comparatively inelastic, even in the long run because
there is little opportunity to substitute other fuels,
would then be burdened with a larger share of capital
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costs, including fixed charges for periods when
generating facilities were under-utilitized.

Secondly, to the extent that inverted rate structure
proposals transcend the residential customer class,
certain industrial and commercial electricity ex-
penditures could rise substantially. Thexre can be
little doubt that the bulk of these higher production
costs would be tranlated into higher prices for
products and sexrvices. Thus, to the extent that low
incoma groups spend a relatively largex percentage of
their incomes on immediate consumption needs, the
ultimate impact would bce similar to that of a regressive
sales tax. Ironically, the burden of inversion could
fall more heavily on those consumers who are supposedly
to benefit from the rate design change.

A final criticism of rate inversion, as a means of
improving income distribution, depends on a broader
view of American political economy. Income maintenance
programs such as social security, unemployment compensa-—
tion, progressive income taxes and direct income support
payments are generally accepted as a necessary exception
to a pure market eccnomy. The design of each of these
programs focused on-the primary intended cffect: income
distribution. ©Not ignoring the possible shortcomings

of specific programs, these measures are explicit means
designed to improve the lives of those citizens who

reguire such ‘assistance. It is a similar intention which

has lead some to advocate rate structure inversion as a
means of accomplishing income redistribution objectives,
but the practicel disadvantages of this approach are
important and should be considered. The problems of
regulation would be greatly compounded. Under current
regulatory requirements rate design must not be unduly

or unjustly discriminatory nor detached from the cost of

service. Inversion, hegever, would diverge from the cost

-

of service princiole. Incowe transfer programs arc a
separate considerat ion requlvlng social and political

juégment as well 2s economic analysis. Using rate design

s a means of alucrinj income distribution would remeve
incones policy from the social and political faum wvhere

these determinations are propervly made, and where income

oo

re-

distribution decisions can be made independent of electric

utility rate structures which should be requiredto play
their proper role of resource allocatlon.
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ARE LIFELINE RATES AS ESTABLISHEZD FOR EXAMPLE BY A
LEGISLATIVE ACTION, A DIFFERENT MATTER THAN RATE STRUC-
TURE INVERSION? B . .

Yes; that is a different matter for several reasons.
First where legislatures have determined that lifeline
rates are necessary, the income redistribution decision
has obviously been made in a proper political and

social forum. Sccond, lifeline rates apply to only a

small and defined scgment of total electric power demand,
and leave basic rate structure determirnations with respect
to the great bulk of power sale to be determined on the
basis of cost responsibility relationships.

CAN YOU GIVE SOME EXAMPLES OF LIFELINE RATES?

Only California and Maine have established formal lifeline
rates. The California decision required action by the
State legislature with the signature by the Governor and
subsequently an order by the PUC. Starting on January 1
1976, the lifeline rate goes into eficct: :

ndexr t ticn order, any increc i
Under the regulaticn order, v crease in

- rates is prohibited for customzrs less than

75 therms of gas and 300 to 500 kilowatt hours of
electricity per month, depending uvpon climate,
location and the availability of alternative

fuelo.
All future rate increascs are to be arplied
to customers above this amount until the

- average rate charge to all customers is 25%
higher than that being p“ld for the besic
amounts. When that point is reached, the

“basic lifeline rates may be increased as
long &s the 25% dbfferential is malntained.

The State of Maine has a llfellre rate for senioxr citizens,
based on incoize.

ARE THERYE OTHIR WAYS IN Wil LIFELINE RATIS CaW B ESTAD-
LISHED?

Yes; it is possible for quasi-lifeline rates to be estab-
lished implicitly without action by legislative authorities.
For example,in the latest rate increase granted to the
Potomac Elecctric Power Cowniny by the District of Colunbla
Commission, rates weore raised for all classes of customers
except residential users under 450 kilowatt hours per month.
The initial impact of this-type of procedure is to f£latten
rates, but if the process is repeated sufficiently in :
subsequent Commission decisions, rates would ultimately be

inverted.
- - - RG2
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WHAT IS THE PURPOSE OF LITFELINE RATES IN THOSE JURIS-
DICTIONS WHERE THEY HAVE BIEEN INSTITUTED?

The primary purpose, of course, is to prevent
or moderate ecconomic hardships for low income consumexrs

with relatively small power demands who cannot really reduce

consumption in response to higher rates without incurring
serious hardships. In addition, other purposes have

also been stated. For example, the California Commission
indicated that lifeline ratcs were not only supposed to
prevent undue economic hardship, but that they were also
useful in the promotion of fuel conservation and in the
interest of raducing pollution from excess utility growth
and expansion?

ARE THESE ADDITIONAL REASONS VALID?

The additional purposes may be meritorious but whether

or not lifeline rates will actually achieve those ends

is guestionable. Lower rates to low income consumers
must, of course, be offset by higher rates to other users
in order for the utility company to attain its overall
revenue reguirement. Total eleciric power demand will
be less under this arrxangemsnt only to the e:xtent that

price elasticity is g¢reater for thosc users whose bills

are increased then it is for those users whose bills arxe
reduced.

ARE THERE OTHER POTENTIAL PROBLEMS THAT SHOULD BE CONSIDERED
IN DESIGNING AND IMPLEMUNTING LIFELINE RATES?

Yes. If lifeline rates are to fulfill their basic purpose
there should be some mechanism to assure that they apply
only to those consurmers reguiring income assistance

Simple rules based upon kilowatt hours consumed pexr month
are at best a rough approximaticn to this objective, and
in somz instances nay o0& contrary to it. For example, in
some cities low income consumers have recently been housed
in public p“o,z ts that are oov~“na& u~tn all electric
uppllanccv incluling eloocric space hecuing.,  Where thet
is the case &nd & k;l»ﬂﬁrt nour 'ule i3 adhered to these
low incoma consumers wouid actually he on the subsidizing
end rather being SbJaiji"Od In addition, in many arcas
low income residents often live in. overcrosded dwelling
units where a considerably larger number of people than
average are served orf a single electric utility meter.
Converscly, comparatively well-off apartment dwellers who
use smull gquantities of electricity could nevertheless be

-
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SUb“ldl?Ld by 1ifeline rates. Thus for example, it can

be argued that lifeline rates if established on the basis
of kilowatit hours per month, mayv benefit apartment dwellers
most, and childless couples or small families and provide
little or few benefits to some ncedy individuals for whom
they were intended.

WHAT ALTERNATIVES ARE SUGGESTED TO THE CONCEPT OF LIFELINE

- RATES?

.

The most fregquent argument that is made is that taxpayers,
not ratepayers, should subsidize lew income households
burdened by high energy costs where that is reqguired.

For example, this might be accomplished by an "cnexrgy
stamp prcgram" similaxr to the food stamp program. The
objective might also be accomplished through higher welfare
payments or increcased social sccurity benefits. The major
difficulty with these alternative solutions, when they

are contemplated as alternatives within the regulatory
context, is that they arc matters beyond the discretionary
control of public utility regulatory commissions.

ARE THERE GOODS AND SERVICES. IN OUR ECCNONMY THAT ARE PRICED
ON A BASIS CTHLER THAN CCST WHICH ONE MICGHYT POINT TQ S A
JUSTIFICATICH rOR LIFPZLINE OR OTHER NON-COST ORIENTED
UTILITY RATE STRUCTURES S

LI

Yes; there are. For example, education is considered a
"merit" goed and it is heavily csubsidized by society. Very
few people have advocated pricing cducatian at the Ycost of
sexrvice". Other products, such as liquor and tobacco are
sometimes considered as lacking social merit, and on that
bazis they have been heavily tazed in an effort to reduce
consumption. A pertinent guestion with respect to lifeline
rates 1s whether electr*cmtv service is a merit good com-
parable to wcaticn. Tt would scem that that argument

TR,

could ha nacez. ¥ inatance, the courts have defined
electric utility service as being affected with the public
interest, and legislztures as well as utility commicsions
have viewed clectricity &s being so important that utility
companies zh.culd not e alleowed to ¢o bankrupt or cease
operations. II electricity iy imnportant, then perhaps it
should be subsidized by lifeline rates so that no one is
deprived oif an essential commodity. In short, if electric
power can be eguated with food, education, and health care,
there ars strong sccial arguments ‘in behalf of 1lifeline rate!

6= ‘ ‘ <4



Of course, if a decision is made to subsidize electric energy
consumption by low income groups it 1s still possible that
an energy stamp program or some other means of implementa-
tion as might be determined by legislative authorities
would be superior to Comnission imposed lifeline rates.
Moreover, if lifeline rates are selected as a preferable
method of subsidizing low income consumers, Commisions

must still face the difficult task of designing plans so

as to assure that those requiring such subsidies indeed
receive them, and those consumers who do not require public
income support do not qualify.

In any event an initial step which might be taken by this
Comnission which would be consistent with both the

general philosophy oif lifeline rates as well as over-—
riding cost considerations is Lo tilt any rate increases
that are granted away from the initial blocks in ecach rate
category. That will result in a general flattening of
rates which would imply smaller increcases for small volume
customers as well as a movewent in the direction of a
uniform energy charge which would be justified on the ba51s
of pure marginal cost ccnsidexrations.

DOES THIS CORNCLUDZ YCUR PREPARLD TDSTINMONY?

-47- o
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WEST VIRGINIA

"Rate Systemé Based Upon Ability or Willingness to Pay"

"This part of our report will discuss brlefly the following
specifics: the 'lifeline service rate system' 'rates based on
price elasticity', 'rates based on small or large quantity ‘users
of electricity', and ‘'energy stamps'. These matters are grouped
together because they have an element of discrimination which may
favor a subdivision of a broader class of customers. They involve
admitted discrimination for part of a customer class based upon
certain customer's inability or unwillingness to purchase their
usual electricity load without a rate preference.

"For example, 'lifeline rates' assume that the low users are
also the economically disadvantaged, who require an admitted subsidy
from other customers of the utility. The accompanying staff report
shows in clear terms based upen factual data that both the tax-
subsidized poor and others in West Virginia are within common usage
ranges. It shows that any 'lifeline' (low first block) rate will
afford the same benefit to many moderate and middle income customers
as it does to the tax-subsidized poor.

"If the temptation exists to he]p by lifeline rates all low
users, whether or not they are low income citizens, there are still
other objections. As previously stated, a rate discrimination
favoring one group of customers will adversely affect other groups
of customers, whether they be other residential customers, other
industrial customers or all other customers. If the lifeline
billing determinent is set too 'low, there will be little, if any,
aid to many low users. If they are set high enough to be of any
significant benefit to low users, the shift in rate burden to other
customers will be substantial to them. To the customers who have
to pay more because of the impact of lifeline rates, it will be
just as if the utility was given a rate increase 'across the board'
because of an increase in total costs. If this is not so, the
utility would be forced to absorb the loss of revenue. Since your
Public Service Commission has attempted or is attempting to set the
retail rates of each West Virginia electric utility at the lowest
possible reasonable level of revenue requirements necessary for it
to adequately serve 1its customers, we believe it would be an in-
justice 1f the electric utility was made to absorb this loss and
may amount to confiscation.”
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President Carter hag called the energy crisis 'the moral equivalent

of war". Whether or not cne agrees with the President's assessment of

the situaction or his energy program, nearly all agree that the energy
crisis is a collection of extremely complex technical and social problems.
This paper will deal with one of these problems: What kind of social
policy will best help alleviace che burden rapidly rising energy

prices have placed upon those living on low or fixed incomes? Many
proposals dealing with this problem have been debated in the Minnesota
Legislacure, but to date no unified social policy has emerged. Proposals
nave fallen inte two general categories: 1.) Price adminiscracion

through restructuring cthe electric utility race table (che so-called
"lifeline rate" plan) and 2.) Some form of tax relief or income supple-
mentacicn through the state taxes. An example of che lacter type of
proposal 1s the b1ll proposed by Minnesota Public Service Commissioner
Katherine Sasseville. This act would set aside annually up to $20 nmillion
from the sales taxes on sales of electricity, natural gas and other

fuels. This money weuld thea be rediscributed in lump sum payments

to those meeting income requirements. In this study boch cypes of
programs will be discusgsed. ‘

First we shall examine the arguments for lifeline propcsals. Lifaline
supporters argue that electricity is one of life's necessities and there
{5 some quantiiiable minimum amount necessary to sustain life.

They also contend that the low inccme consumers are by necessity

among the smallest users of electricicy. '"Lifeliners" ccaclude that
selling a "subsisctence" amount of electricity (typically 300-300

xvh per monch) at reduced rates will insure that low income families
will be able to afford the minimum necessary amounts. By requiring
that kih consumed above the lifeline level be sold ar a higher rate,
lifeline proponents contend chat higher income consumers will make up
the revenues lost on the lifeline sales and will be encouraged to
conserve energy.

Upon closer examination of the technical dectails of lifeline rates, we
shall see that lifeline legislation will not promoce conservation and
will not benefit all low income families. Before a deeper analysis of
these technical details is done, it should be pocinted out that the
tasic premise benind lifeline races 1is in error (i.e., there is a
quantifiiable nininum necessary amount of electricity). While energy
is a necessity of life, electricity is just one of its forms. No two
consuxzers need or use the same amount of electricicy, so it 18 nearly
impossible to quantify the ainimum necessary amcunt. What would be
sufficient for a custcmer with a gas water heater would be insufficient
for a customer with an electric water heater (which average 375 kih
per mench). 1/

All lifeline proposals, 1in effecc, require that cthe lileline amount of
electricity be sold below the cost of producing and delivering the
energy. This is because residential electric customers are already
being sold the first few hundred kWh's per month at the lowest possible
price., For example, a bill introduced into the Minnesota Legislature
last vear specifically required that the lifeline 2mount be sold at as

1/ "The Residentlal Demand for Energy: Estimates of Residential
Stecks of Energy Usiang Capital.” by Daca Resources Inc. Jaauary
1977, Section &, Page 1.
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much as 307 below cost. If the lifeline amount of energzy is sold below
cost, then the race on other sales must be increased to recover the lost
revenues. As noted before, "lifeliners" are in general agreement with
this proposition. What would happen to a customer's monthly bill should
lifeline rates go inco effect? Let us assume for the moment that the
lifeline level is set at 500 kWh per month. All customers would pay

less per «iWh on the first 300 kWh and more on additional kWh used.
Whether one's total monthly bill would be higher or lower under lifeline
rates depends on how much he uses. This is because after having saved
on the first 500 kWh, it would take a few hundred more kWh under the
penalty rate berfore one's bill is higher under lifeline rates chan under
ordinary rates. The monthly usage separating those whose bills would go
up after implementation of lifeline rates frcm those whose bills would

go down, the "break-even point', can be thought of as separating those
who get service below cost from those who pay more than cost for service.
The "break-even point'" is a figure of central importance in the consid-
eration of any lifeline rate plan because it is the division line between
those who are subsidized and those who subsidize. Table I shows a
lifeline rate designed to sell the first 500 kWh per month at a reduced
rate. ‘ :

TABLE I
Lifeline Rate Ordinary Rate
$3.00 Service Charses, olus $3.00 Service Charge, plus
3¢ per kWwh for the first 300 kWh 4.2¢ per XWh fcr the firsc 700 kWh

6¢ per kwh for all additicnal xwh 3.0¢ per kWh for all additional xwh

We have attempted to make this racte realistic and typical of lifeline

rates. For ccaparison MPSL's ordinary residential rate (proposed rate
subject to refund) 1is also liscted. Figure | shows the monthly bill a

customer would have under both ra-as vs. monthly eaergy use.

rigure }
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It can he secen that the break-even point 1s 300 kWh per month, so
everyone ( cgardl;ss of 1inccue) using above 800 kWh per month subsidizes
everyone using below 800 kWwh per month. Naturally every lifeline rarce

lan will produce a diffarent race, but all share the features i{llustraced
aere, Fipure 2 shows what percentage of customers would benefit under
lifeline races. V

Plquce 1
XPAL Co. Rasidential Custoser Inergy Otstribuction
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This graph shows the percectage of custemers who use above any given
motthly &Wh level., It shows 237 of MPsL's residential customers use
more than 300 kWh per month. This leaves 777 of MPSL's customers below
300 «Wh per zonch and therefore benefiting under the example lifeline
rates. [f the only purpese of this rate 1is to aild low income customers,
it seens to have mlissed its mark tecause 77% of MP&L's residential
customers do not f£21l inco the low income category. Later we shall see
that scme low income cuscomers Jdo fall into the 800 kWh per month or
greatar group. In this exawmple many dollars originally intended to
provide relief to low lancome households go to subsidizing middle class
and affluent custouers. As can be seen from Figure |, the impact on
those customers wino do pay more can be quite severe. (Owners of
electrically heated homes could expect an average mouthly increase

of around 325.00.) Some lifeline supporters might argue that

this {5 accually desirable, because those who conserve are rewarded
whnile those who waste a lot of electricity are penalized. This is not
a scund argumenc. Price elasticity is the measure of how much a change
in price causes a change in ccnsumption. Due to difficulcy in measure-
ment, no precise value for the price elasticity of electricity is knownm.
It is kacwn, however, that for some customers the demand 1s relatively
inelasctic (i.e., increases in prices do noc cause decreases in
consuption). Examples of chis would be owners of electrically heated
homes. Such individuals can only turn down their thermostats so much.
For these individuals, lifeline rates would artificially cause a

large jump in prices and would comr=ictute discriminacion more than an
incentive to consarve.

210,



It i3 by no means clear cthac distortion of priciang structures encourages
conservation. Many econonmists believe that such distortions actually
work countar to cthe efficient allocacion of resources by preventing
ccusumers from raeceiving proper price sigmals. learly che 77% of

L's residential customers who would be able to buy electricicy

ow cost would not be encouraged to ccmnserve. Furthermore, those
usgomers using above 800 <Wwh per moncth are not anecessarily wasting
alectricity, Table 2 shows the resulrs of an MP&L appliance saturacion
survey.

TASBLE II: Appliance Saturation Survey and Customer Characteristics Data

i of ¥PsL customer with air conditioners = 133
Average monthly coasumption Ior all electric nomes = 1700 kWh
Average consumption for MPSL rural residential customers = 350 kWh

Estimatod averace monthly kWh consumption for a household with a
given 4 of occupants. (Excluding air condticned and electrically
heated noms2s) :

4 of Occupants Zstimated Monthly kWh

28Q
190
£30
860
10390
1130
1350
1500
1650

WO~ N SN

Customer Charac+aristics

Custcmers Using Custcomers using lass
more than 800 kWh/moath than 300 kWh/month
Avg. # occurants,/housenold i.5 2.5
Avg. 3§ Use =2lectric ranges 88% 62%
Avg., ¥ use electric water .
heaters i Above 341 48%

Residential customers using abeva 300 kWh per zonch tend co have bSigger
families and a higher percentage of electric ranges and wacer heacers
than custcmers usiag below 300 kih per month. These customers have
higher consuxmprion because their appliance mixture is weighcad cowards
the use of electriciry (as opposed te zas) for cooking and water heating.
Jecause of their larger families (hence more cooking, water heating and
washing,, they are not likely to be abla to reduce cheir electricicy con-
‘sumption, Reducing air 2zndizioner use 13 probably the cnly area where
nany rasi
However,
have air conditioners. Dua to our climace, they are axpected to have
relatively few houra of usaga. Iao southern Minnesoca where there is
more alr conditioning, a pricing policy mizht have some impact on
consuzpcicon. NS? has implemented seasonal rates which charge fore
per -<Wwh iuring the air ccnditioning season.

doencial cusctomers could save a siznificanc amount of elactricicy.
Tabla 2 shows :lat ouly adbout 137 of YPSL's residencial customers

<11
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Another group of residential customers with above average consumption
are farzmers. MP&L's rural cuscomers average 350 kWh per month so a
significant zumber of farmers could expect higher bills under lifeline
rates., Farmers have a high zmonthly consumpcion because they have

larze motor lecads (for macerial handling), refrigeracion loads
(especially dairy farmers) and they use electricity for heating animals
and equipment. In Verzmont, farm.: s lobbied against lifeline legislation
because they reccoygnized the effect it would have on their bills.

So we have.seen 1t 13 not true that residential customers-wich higher
consumption are necessarily big wascters. Many are farmers, owners of
electrically heataed homes, have largzer families and use electricity for
cooking or water heating. In Minnesota most electricity 1s generaced

by coal, nuclear power or hydro power. Penalizing those who use elec-
tricity in oxder to subsidire those who use gas or fuel oil, for example,
would seem to be a poor conservation policy and coatrary to ocur nacional
objectives of zaximizing our ucilization of less scarce rasources.

Other studies support cthese conclusions. In a February 1977 study on
utilicy rate design conducted by che FEA 2/, it was concluded that lifeline
rates offer no net energy savings, while reducing the overall fairmess of
electricicy ractes and workiag couacer to the efficient allocacion of
resources.

Lifeline supporters mighc argue that the main purpose of the lifeline

plan Is to provide rate relief to low income consumers and any conserva-
tion or rate equity considerations are seccndary. It could be argued

that the example rate was poorly designed and that lowering lifeline

level could remecve its deficiencies. However, it can be shown that even
with the high 1ifeline level and break-even point, of che example race,

a significant percion of low income citizens fail to benefir under

the lifeline plan. In Minnesoca 10-137 of all low income families have
their electric bill included in ctheir rent. These people are not likely
to benefic from any lifeline rate legislacion. The 120 municipal electric
ucilicies, serving nearly 200,000 residential customers, do not have

thelr rates regulated by the MPSC. Minnesota's 51 rural electric co-ops,
serving 450,C00 customers, may be removed from race regulation by the MMPSC
{(depending cn the outccme of pending legislation). Since the Legislature
will almost certainly have to ugse the Public Service Commission as the
vehicle to implement the lifeline legislation, 3ll low income customers
served by gunicipals and perhaps all those served by co-ops will not recelve
any benefir from lifeline legislacien.

2/ "Electric Utilicy Rate Design Proposals” Interim Report~by the
Federal Enersy Adminiscracion. February 1977, Pages 76-78.

<1<
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In addicion, there is a significanc portion of low income consumers who
would actually pay more under lifeline rates. Figure 3 shows the per-
centage of low income customers using more than any given monchly kWh
level,

roure )
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This graph was produced frcm an MP&L customer survey performed by
Reichman Research Inc., an independent markecring research organiza-

tion. This survey, with over 90 low income customers, has a reasounably
high degree of statistical validicy. It will be noted cthat the actual
inccme level designated as low income is not critical because there is not
a significant difference between the shapes of the $5,000, $8,000 and
510,000 per year curves. This graph shows that about 127 of MP&L's low
income customers use more than 800 kWh per month. These individuals will
be faced with a peculiar hardship; their electricicy bills will go up

to subsidize octher custowers, who in many cases actually have higher
incomes.

The exaople lifeline rate has been shown to have no effect on at least
10-15% of Minnesota's low income families and could create a hardship
for an addicional 12%. All in all, aboutr 257 of all low income families
~receive ne benefit under the example lifeline race which, as previocusly
remarked, i1s a very generous rate. Any lifeline race wich a lower
lifeline level will benefit even fewer low income familfes. Figure 3
wakes 1t easy to see what the arfect of lowering the lifeline level

(and hence the break-even point) would be. A low use lifeline (lifeline
level 300 kWh per monch giving a break-aeven point of about 500 kWh per

month) would cause increased billa for 3I8% of MPSL's low income consumers.

However, Figure 2 shows 43% of all MP&L customers (low, middle and upper
class) would get lower bills under this lifeline rate. The facts are
simply chat the correlacion bectween Inccme and monthly kWh consumption
i{s not streng enough to design a viable lifeline rate. Many of

<13
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Minpeseta's low inceme families are large enerzgy consumers. because

they have large families, they farm (approximactely 10-15% of low income
families farm) or use =2lectric water heaters (25-30% of low income
families use electric water heaters). Furthermore, many higher income
consumers may use licttla electricity because they are single or have
small families or they nay use gas for cooking and water heacing. The
Minnesota Legislature will have to decide 1f such individuals should
receive the benefits of a subsidy intended to aid (and partially financed
by) low income cicizens.’

These arguments have been substantiated in recent lifeline race scudies

carried out by the Tennessee Valley Authoricy. 3/ The TVA found that under

lifeline rates 264 of low income customers would have paid more for
electricity while 497 of the affluent and middle class customers would
have paid less.

The facts are that lifeline races pose an insoluble problem in race
design. Setting the break~even point too low cauges a significant portion
of low income £zmilies to pay higher bills. Serzting the break-even point
too high creates excreme hardships for those who do end up paying more

and will produce no net energy savings.

A final point is chac only a small part of low income customers needs
would be met by lifeline rates. The "expected value" to low income
custowers of a lifelipe vate 1s theilr average savings under cthe race.
Taking into account che fact that some will lose money, Ior customers
earning below 310,000 a year the "expected value' of the exanple
1ifeline rate is only about $1.30 per mouth. This amount hardly seenms
adequate for its intended purpose, When it 1s realized that for mocst
famililies heme heating fuels (which are not affected by lifeline
legislation) are a much bigzer portion cf their aoncthly budget than
expenditures feor electricicy, it can be seen that lifeline rates provide
at bestc, only a parcial solution to the problem.

Other experts agree chat lifeline rate plans are very questionable.’

In direct testimeny regarding MPSL's 1977 race case, Kennedy E. Lange,

an fconomist and Seaior Rate dnalyst for the MPSC, testified "The dif-
ficulties with such income transfers are several. One peculiar
characteristic is thac iz applies to only one nacessity in no particular
relacticauship to other needs ,.., Lt provides the recipient with no options,
except in the comparatively ainor sense of freeing up a portion of

income which might ocherwise be dedicated to use of electricicy.”

"But the needs of suych individuals are not limited to electricity and

the problem is uot the price of ele-~tricicy. It {s their lack of income.
The obvious {and appropriace) soluction is income adequacy not price
administration. an effecrive and efficient means to provide adequacy
exiszs at the disposal of our legislature in the form of the {ncome ctax."

"The national or state leyxislatures are or can be exposed to all relevant
csritevia in decternining {uccwe adequacy, can index that judgment to all
costs of necessity and possess the near perfect tool to administer that

" ¥acc Sheet October 1977 by Reddy Communications.

ne R&CES
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judgment through thedr taxing authoricy."”

Lange 2lsc mentioned the significant benefit targecing problams previous-
ly discussed and later suggested that in the absence of a negative income
tax, the next best solution would be some kind of lump sum reimbursement
or tax credit for low income taxpayers. In order that wasteful energy
consunption would not be encouraged, the size of the tax relief would be
unrelaced to the individual's energy consumption. This seems to be the
form of the proposal of Commissioner Sasseville. In this sctudy we will not
analyze or recommend any specific pilece of legislation. Suffice {1t

to say that several optious exist which do not suffer from che draw backs
of lifeline rate plans. Minnesota's progressive tax scructure could
easily accommodate tax relief programs in ome of several ways. Such

a program could be built into the Minnesota low income tax credit, senior
citizen rax credit or inzo the renters or circuit breaker tax credic.

The chief advanctage of such a program would be that aid would be directly
tied to income level. In this manner no dollars would get sidetracked to
economic classes who are not intended to receive benefics.

The Minnesota State Legislature 1s faced with a question of basic social
policy: will assistance be provided to low income families to help them
meet the rising cost of energy? If so, will they provide an efficient
solution? Will they risk creating hardships for some of those they intend
to help? Will they target certain groups (such as farmers or cwners of
electrically heated homes) for iacreased prices? Will they try to provide
a comnplete sclution or will they implemenc a 3% sclution?

<15
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California’s Lifeline Policy

By ALBIN J. DAHL

i era of low-cost energy has ended. The
Tcmm‘mp()r:n'y problem of the high cost of enerey
cannot be solved short of a major breakthrough in
energy-related technology. Regulatory commissioners
and their stalfs, fnwmakers, and  spokespersons for
consumer groups expound proposals for mitigating the
impact of the hich and rising price of electricity. The
policics suvgested may be classified under the broad
headings of load management, conservation, and
innovative designs of rate schedules,

The state of California, through its legislature,
adopted a “lifeline” policy in utility rate making in 1975
which required the creation of inverted rate schedules for
residential users of electricity and gas.! Our purposc here
is to describe the cexperience of the Pacific Gas and
Llectric Company with Bifeline allowances and electric
and gas rates determined by the California Public

YAvsembly Bl 167, an act adding § 739 1o the Public Utilities Cade,
approved by the goverear of California on Septemuber 23, 1975

Albin J. Dah! is a professor of
gconomics al tho University of
Nevada in Reno. in addition, he
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analyst with the Burcau of Business
and Economic Hoesearch at the
sumo urniversdy. Dr. Dahirocolved a
; FhD degree from the Unvorsity of
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extensively on the subjoct of natural
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Utilities  Commission in implementing  that state's
Eoergy Lifeline Act, and to draw some conclusions
regarding that kind of policy. Because of space

At this date there are scattered {ifeline rate programs
in effect around the nation. Their genesis was the
concept that an wrreductble minimum of utility service
necessary (o sustain life under contemporary conditions
should be available to individuals at rock-bottom
prices. One of the earliest and certainly the most
thoroughgoing program was instituted in California at
the beginning of 1976, This article constitutes an
analysis and critique of California’s rate schedule
reform, particularly of the measure of its success in
meeting ils declared goals of providing for the welfare of
low-income consumers and inducing conservation in
household uses of electricily and natural gas.

limitations, much of the detailed analysis presented in
this article is confined to usage of electricity. However,
the same analysis also applies to use of natural gas.

Innovative Residential Rate Designs

As of 1977, public utility conunissions in seven states
had been persuaded by reformist philosophy to adopt
some form of an inverted residential rate schedule; e, in
which the rate per kilowatt-hour (kwh) rises as quantity
of clectricity consumed increases. 'The inverted schedule
is predicated on the notion that residential consumers
will be constrained in their use of electricity if the price
they must pay per kwh rises as quantity consumed
increases, Henee it is argued that an inversion will

<16



induce conservation in residential use of electricity,
Conservation, especially  restraining demand  during
scasonal  peak  demand hours, will make  possible
postponement of slyst('m expansion at a sharply rising
cost per kilowatt (kw) of new generating and
transmission capacity.

Furthermore, according to proponents, the inverted
residential rate design contributes to social justice
beeause relatively small quantities of electricity are sold
at the lowest rate of the schedule, thus permitting
consumers to buy clectricity for basic needs at a price
below full cost of service. The social justice (or welfare)
argument subtly assumes that low-income consumers
use small quantities of electricity. But this hypothesis
cannot pass the tests of analytical scrutiny or of
verification by sampling’ records of low-income in-
dividuals' use of clectricity and gas. As we shall sce,
low-income consumers tend to use large quantities of
clectricity and gas and therefore inverted rate schedules
are regressive on a large percentage of the'low-income
population billed for utility service according to inverted
designs.

Inverted rate schedules of the kind we have mentioned
discriminate among consumers and this is onc of the
reasons why inversions were rejected by the Wisconsin
Public Service Commission in 19742 and by the
Calilornia commission that same year. The staff of the
Cahlornia commission  explained  that: ' the
immediate inversion of rates would {offend] the following

principies of rate destign: (1) they should not be
diseriminatory; (2) they should lead to stable revenue; (3)
they should promote an efficient allocation of resources,
thus discouraging wasteful use of energy; (4) they should
reflect a sense of historical continuity,™

Butin 1975, as we have seen, the California legislature -

adopted a {feline policy which compelled the state
commission to adopt an inverted rate schedule for
residential users of electric and gas.

The Lifeline Concept
The lifeline concept is that a minimum basic

allowance of houschold energy should be supplied at
discounted rates and that consumption of electricity and

gas in quantitics exceeding allowable limits should be

hilled at higher (nonlifeline) rates, continuing from the
quantity reached by the lifeline limit. A lifeline plan is
much more comprehensive than a simple inverted
schedule but the ostensible objectives of welfare and
conservition are the same. These innovative rate designs
shift the burden for contributing revenue for encrgy
utility service from one group of ratepayers to other
croups. When a state adopts a lifeline policy, basic
are specilied in details In Califormia the
Enerey Lifeline Act froze residential lifeline rates at the
level prevailing on January 1, 1976,

Lifeline plans were rejected in Alabama,  Hinois,
Indiana, Florida, tdaho, Louisiana, Maine, Mississippi,

allowances

e Madison Gas & F
Cudornia PUCE

Co (Wis 1974 5 PURNK 28, 34, 42,

Decision No. 83559, Case No. 9804, 1974, p. 21

New Hampshire, New Mexico, South Dakota, Texy.
and West Virginia, However, New Jersey and Olcggf
have adopted lifeline plins. Lifeline legislation is unde
consideration in Michican, Minnesota, South Caroliny
and Utah. Lifeline rates are under study by the sty
regulatory commission in Nevada and Pennsylvaniy
In Ohio an experimental lifeline electric rate schedyl
for the identifiable elderly poor was tested by loca
authorities during 1977, Georgia has adopted a modifieg
version of & lifeline rate design. Residential customers apg
billed for their total use of electricity at one of two
alternative rates, depending on the quantity of clcctrici[y
used;
low-quantity consumers, For at least one major electic
utility company in Georgia, the large user residentiy)
vate is inverted on a seasonal basis to manage the load i,
sunimer peak demand service territory. Puerto Rico hyg

large-quantity users pay a higher rate thy, &

b
Y

a lifeline allowance for all residential consumers of ¥

electricity.

Last year the Colorado commission adopted a llfchm
policy granting a 50 per cent discount on the first 250,0g7
cubic feet of gas supplied to persons whose incomes werg
low enough to qualify them for the Colorado property ta,
credit or rent credit (ess than 87,300 annually for single
persons and less than $8.300 for married couples). The
commission allowed Public Service Company of Cg.
orado to increase rates slightly for all other consumcrsto
compensate for the cost of the lifeline subsidy.

The Mountain States Legal Foundation challengeg

the commission action in a court of Jaw. On March 23

. . . . :

1978, Judge Robert Kingsley of the Denver district couy
struck down the disputed hifeline natural gas subsidy.

quoting with apprm'nl the argument of the plaindff thy &

the utilities commission cannot adopt.a lifeline sociat
welfare program unless it is authorized by staty, ; ¥
enacted by the Colorado legislature and signed into lay, &
by the governor. The court held that the commission had ,
gone beyond the bounds of the powers granted to it by
the state public utilities code and by the Colomdo
constitution.

This decision of the Denver district court may s
appca]ed But unless it is reversed, it is legal prcccdcm i
compelling public utility commissions 1o obtain les.
islative authority before implementing a “lifcline”
welfare program of any kind or an inverted rate schcduu ';
designed to subsidize residential use of small quantmu
of electricity and gas.

On the national scene, the public utility pohcr::
section of the National Energy Act, as originalj,
formulated in the House of Representatives and g
Senate, contained incongruous provisions. The Hoy:
version of the legislation required that electric utilix;
rates be cost justified. But § E of the Senate bill permiteg
departure from cost justification by providing ),
residential clectric rates may be below cost while m
others should reflect the costs of service. These arg
contradictory provisions, for if residentind clectric ritey
were cstablished below full cost, rates for all othe,’
classifications of customers would have to be above f;, °
cost to make up for the residential subsidy. The Senay, |

LT Rk

version of the legislation also proposed COH\PCM’;'
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electric utility companies to charge persons sixty-two
years of age and older and all Social Security and
railroad retirement recipients tates as low as they charge
industrial customers. But cost of providing clectric
service to large industrial customers is less than that
associated with serving residential customers. Rich old
peaple would have had cheap electrienty that someone
else would have had to subsidize.

Al of these lifeline provisions were rejected by the
House-Senate Conference Committee but their sponsors
are likely to introduce proposals of this kind again.

California is the only state which has enacted a very
broad Hifeline act providing for basic allowances of
clectricity and gas at discounted rates for all residential
end users irrespective of financial status and declaring
that scarce energy resources must be conserved. Here we
find the familiar twin goals of welfare and conservation.

California’s Encrgy Lifeline Legislation

Scction 1 of the Miller-Warren Encrgy Lifeline Act of
1975, which became effective January 1, 1976, states that
“light and heat are basic human rights and must be
made available to all people at low cost for basic
minimum quantities.”™

The meaning of “low cost™ is indicated by the
provision that “the lifeline rate shall not exceed rates in
effect as of January 1, 1976, and that “no increase in the
fifeline rate [shall be authorized] until the average
system rate in kwh or cents per therm has increased 25
per cent or more over the [level prevailing on January 1,
19761."" However, at least for PG& L. the rate frecze
antedates January 1, 1976, because inits order allowing
the company additional revenue in the falt of 1973, the
state comnission exempted from any rate increase the
first 300 kwh of clecuricity and 75 therms of gas in
residential use,

The California commission which 15 charged with
responsibility for implementing lifeline policy, interprets
the statute as providing that after systemv rates for
clectricity and gas, excluding the Hifeline rates, have risen
by 25 per cent above the January 1, 1976, level, the
commission shall have discretionary authority to
determine an appropriate new level for the lifeline rates.®
However, the history of the legislation and its premmble
imply that lifeline quantitics of electricity and gas shall
be served at rates below system average cost,

In determining basic domestic minimum needs for
clectricity and gas, the Energy Lileline Act directs the
state commission o consider anly the following five
residential end uses: (1) lighting, (2) couking. »
refrigeration, (4) water heating, and (5) space heating.
To safeguard against wasteful use of houschold energy,
the legislature instructed the connmission to ascertain the
smallest quantities of electricity and gas, for the five uses
specified, required to maintain heatth and a reasonable
level of comlort for an average residential end user of

See footnote 1.
Public Urility Code, § 739b).
California PUC, Decision No. 85559, Cine No, Y804, po 73

a1 is defined by the commission as
neople, hiving in a five-room,
Linsulated, single-family dwelling

encrgy. ‘Theaver:. ¢
“a family of foo
1,000-square-foot. .
unit.”’

The lawmakers o “orence to a need “to encourage
conservationof ... - orgy ... and to “minimum energy
needs’ mandated 15 0 the commission must stringently
determine lifeline - owances. It s notable that the
statute makes ne ;o ovision for lifeline allowances of
clectricity in various commonplace residential end uses
— c¢.g., air conditic; sy, well pumping, clothes washing
and drying, dishwi-ters, television, garbage disposals,
cte. Apparently thes smissions are intentional for as we
have already seen. Hicline energy policy is designed to
achieve a measure ¢f conservation in the use of energy.

Implementi v the Energy Lifeline Act:
Electric und Gas Allowances

In October, 1975 the commission required electric
and gas utilities wizlx 31l or part of their service territory
in California to esti-::te minimum energy needs in each
of the five categeso~ specified in the lifeline act; in
estimating cnergy 1oeds for space heating, the utility
entitics were instriucd to recognize climatic variations.

Prior to adoptior . the lifeline policy by the California
tegislature, manaonent of electric and gas utility
companies had ne ;- for data on end uses of service;
c.g., whether a b o old s equipped with an electric or
gas range, the quiuty of electricity or was used for
cooking, and the antity of electricity nceded for
adequate housel - lighting. Because this kind of
information is & -mentary, the respondent  utility
entitics could on! ostimate lifeline quantities. The
commission held hearings to consider the adequacy of
lifeline estimates by ctility management and considered
commission stall recammendations,

The negotiated *:.:erim lifehine allowances for clec-
tricity arce tabulate:l helow:®

Enmnetered Units
Stngle-famaly OF Multifanuly
Iheellingy Strwctures
(In Kilowatt-hours I'er Month)

Lifeline Alloean o i
Elrctriaty Frd Uv s

Basic allowanee for Tig!

cooking, and refrige: soon 250 190

Water heating 250 200

Space heating, winter, *ooinber 1.
I

April W
Zone |, mild 554 A0
Zone 2, temperate 8OO 480
Zone 3, cold winter 1,120 675
Zoue 4, very cold vanier 1,420 850

The commissics sdopted a statewide set of four
climatic zones and - lifeline allowance of electricity for
space heating vare with the zone, as tabulated above.

‘California PUC, Y7 -

*see footnote 7,

oo Noo BAGS7, Case No. 9988, 1976, p- L
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The three types of lifeline allowances, basic, water
heating, and space heating, may not be commingled;
cach is a separate allowance. "The water-heating
allowance is provided only for houscholds with electric
water heaters; only houschalds cquipped with an eleetric

heating sysiem quahfy for the space-heating electricity

allowance.

The commission alsa determined lifcline allowances
for gas for cooking, water heating, and space heating; the
allowance for the fatter vacies with climatic zone as seen
below:

Single-furnly e ’/ﬁnc\ ar Metered
Ut of Mdtiwat Compleves
{Therms Per Month)

Chmatic Water Spuace
NG Cooking Heating Hrating
I O 20 55
2 O 20 80
3 6 20 115
4 [ 20 140

“

The lifeline gas allowances cannot be commingled:
each is a scparate allowance. Only houscholds with
gas-fired equipment qualily for the gas water-heating
and space-heating lifeline allowances.

One problem, unsolved at the time of the commission's
interim order on lifeline quantities of encrgy, is that
natural gas is supplied to most areas of California but not
all. Where gas iy available it s used for space and water
heating by many residential customers who cook with
clectricity. “'Since in this interim phase, no method was
found 1o identify users {who have access to gas but cook
with electricity] our liteline electricity quantity witl . ..
duplicate the altowance for cooking [provided for] in our
lifeline volume of gas.”™ Therefore some residential users
receive a duplicate cooking allowance.

On April 5, 1978, the commission made permancnt
the lifeline plan it had adopted on an interim basis. In
implementing the lifeline policy adopted by the
tegislature the commission and energy wility companices
of California encountered numereus fundamental and
procedural problems. Some of the difficulties are
deseribed in the sections which follow,

Residential Landlords and
Master-metered Apartments

The statute requires determining a lifeline allowance
for each restdential end wer of electricity and gas rather
than for cach residential customer; by this choice of the
words end wer, the Towmakers recounized that many
residential accounts of utility companies are those of
master-meter landlords whose rents compensate the cost
of electricity and gas used by tenants. Examples of
laindlord accounts include (1) the owner of an apartiment
complex providing a faundry facility and including cost
of electricity for its use in the rent; (2) space heating
mastes-metered by the Tandlord who is compensated by
quoting rent which includes heat; (3) master-metered

*see foornate 7.
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porch and hall lights ar apartment complexes. Landlord
accounts of the kind enumerated do not qualify for
lifeline allowances and rates.

But Lwwmakers intended to allow lifeline quantities of

- clectricity and gas to tenants of master-metered

apartments. Therefore the statute provides that lifeline
allowances be applicable to each unmetered apartment
and the allowances are cumulative. For example, if a
master-mieter landlord operates 500 apartments, his
lifeline basic allowance is 190 kwh per month multiplied
by 300, or 95,000 kwh. The allowances are lower for
unmetered units of multihousehold  structures and
complexes(for electricity, 190 kwh instead of 240 kwh),
on the assumption that typically these units are occupied
by one or two persons and provide less than 1,000 square
fect of living space. '

In brief, cach master-meter residential landlord s
given a lifeline allowance of 190 kwh per month
multiplicd by the number of apartments in his complex.
It is hoped that he will pass the cost advantage on to his
tenants in form of lower rents, This may be an heroic
assumption. Thus the commission declared: *.
presumably the legislature thought that lower lifeline
rates would be passed on to the ultimate utility user
through lower rents. . Therefore if [master-meter)
landlords find it necessavy to raise rents to their tenants,
it must be for some reason other than gas and clectric
rates being charged to them by wtilities regulated by this
commission 0

It is possible that landlords of large apartment
compleses might find it to their advantage to provide
clectricity to their tenants at a commercial rate and
disregard the potential benefits of lifeline allowances.

The lifeline legislaton, as implemented by the
commission, offers master-meter residential landlords an
inducement to submeter their apartments. For sub-
metered apartments, the lifeline basic allowance is 240
kwh per month, 50 kwh per month higher than for
master-meter apartments. Renters of submetered apart-
ments are billed for electricity and gas by the utility
company providing the service. However the 240 kwh per
month allowances are cumulative for the apartment
complex. If the landlord operates 100 submetered
apartments, the complex is allowed a lifeline of 240 kwh
per month times 100 or 24,000 kwh. If renters use less
than 24,000 kwh in any month because of “away from
home™ life-styles, vacations, or if there are vacant
apartments, the landlord’s hall lighting and other
services account will be billed at the lifeline rate for the
lifeline allowances not used by his renters. In terms of
our illustrations, il tenants ar a group use only 20,000 kwh
of their basic allowances in any month, the landlord’s
domestic service account will be billed at the lifeline rate
to a maximum of 4,000 kwh; any quantity in excess of
4,000 kwh would be billed at nonlifeline raves.

The commission recognizes that the cost of sub-
metering or individually metering all rental units at
apartment complexes, mobile home parks, and trailer
parks would he prohibitive. However, in April, 1978,

Wee footnote 7,
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cnergy utility companies were ordered to “enconrage’
residential landlords to submcter. Inits conunentany, the
“commission stated that lifeline allowiances for rental
units which are not subimetered should be phased out
over a teasonable time and that these allowsnees should
be denied to new customers. *We also believe that within
a reasonable time the Bifeline quantities for submetered
multilimily housing units should be adjusted to conform
to those currently designated for multifamily housing
units which are not submetered.”"

The commission order of April, 1978, requires
separate metering for individual end-user clectric and gas
service in each rental unit of new residentiat complexes,
Apparently in recognition of cconomies from operating
central space- and water-heating systems, the com-
mission order requiring separite metering of gas service
at new residential complexes applies only where tenants
will nuse gas dircatly for operating individual water
heaters or furnaces, or both. ‘

“

Municipal Distribution System and Trailer Parks

The Miller-Warren Act exempts wholesale clectric
and gas transactions from lifcline allowances and related
price regulations. Therefore customers of municipally
owned distribution systems which buy electricity for
resale from PGEE were excluded from the henetits of
Iifeline allowances and rates. Similarly owners of trailer
parks who buy electricity and gas from PG&I for resale
w end users were excluded from the provisions of the
lleline fegislation. But the commission extended lifeline
benefits 1o residential end users of the PG& E's wholesale
customers. If a municipal distributor of PG& E electricity
claims that 33.7 per cent of its residendal end users
consume at lifeline quantities, the commission ordered a
reduction in the wholesale transaction price to enable the
municipal distributor to pass atong lifeline benefits to its
qualifying customers, ** the result is that these
fresidential end users| enjoy virtually the same hifeline
benefit as a customer on the PG&E systemy, and [the
company’s] commercial and industrial customers are
subsidizing [customers of municipally owned dis-
tribution systems]. [For] trailer parks, a rate schedule
with a block multiplier representing the number of
submetered units is utilized.”:

Unnecded Income Transfers to Owners of
Second Homes

»

The Miller-Warren Act does not specifically limit

HCalfornia PUC, Decision No. 88651, Case No 9988, 1978, p 13-a.
(FPhere is also the problem of determining areasonable differential wo
coner the cost of nustersmeter custesners who px‘n\ul(' a submeter
service: PUCT Plecision Noo 8op87 establinbied 10 per cent elecinie and
was rare didierentals o cover the vont of submetering cevice, The
Public Unbiies Code requires that “such costs shuiil non exceed the
metage cost that the savang utibity would have incarced i providing
comparable services bevond the masier meter o 1he submeter
tenants.)

! Latehine Flecrrie Rates i Cabifornia. One Unling's Expetience.™
proseated by Willnun M Gallavan vice president vates and valuanon,
Pacific Gas and Fleetric Company, o the muth annual Conterence of
the lnatitute of Public Unhiues, Graduate School of Bisiness
Aduunivtiaton, Michuan State Univensity, December 11977 009
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lifeline to principal places of residence. However in its
report to the legislature, the commission recommended
that cach customer of an energy utility company be
allowed only one lifeline allowance or set of allowances;
1e., only for the principal residence. Identification of
second homes of customers is extremely difficult, except
in a resort area, ** .. . customers could simply put
[utility] service under each spouse’s name and [the
company] would have no way other than by inspection of
determining that a given service was for a second
home.™? Prorating lifeline allowances would be a costly
administrative chore for operating utility companies.
Failure to grant a lifcline allowance on the erroncous
assumption that a residence was a *‘second,” probably
would lead to lawsuits against the utility company.
Furthermore second homes sometimes are occupied by
tenants during some months of the year and denial of
lifeline allowances to renters would offend the intent of
the statute. Therefore energy utility companies granted
lifeline allowable quantities and rates to all houscholds
without attempting to distinguish primary from sec-
ondary residences. Continuation of this policy was
ordered by the commission on April 4, 1978, The order
authorized utility companies to disallow lifeline quan-
tities for sccond homes in areas in which a large
percentage of residential  housing is composed  of
vacation-type, second home, units. 'The companies and
arcas alfected by the order were specified.

Fortunate persons can divide their allowances amony
two homes, each occupied intermittently or on a seasonal
basis. IT the allowances are high enough, it may be casy
to stay within these limits at cach location and there may
be no incentive to conserve houschold energy. There are
approximately 116,060 second homes served by Pacific
Gas and Electric Company.

Unresolved Administrative Problems

In some areas, one company provides electric service
and another distributes natural gas or propane. "This
gives a resident an opportunity to claim the clectric
water- and space-heating lifeline allowances even though
he uses natural gas or propane for these purposes.
Verification of lifeline entitlements in these areas is not
feasible until uniform customer account numbers are
adopted by the two companies.

The lifeline allowance [or space heating does not
please evervone. Residents in the coastal areas of

northern California experience a number of cold days

and nights between May Ist and November Ist. They

complain that some measure of a lifeline space-heating -

alfowance should be extended into spring and summer
months for coastal areas. And residents of rural areas
which fack natural gas utility service complain that the
fifeline adlowance for electric space heating is inadequate.

Furthermore, a greater pereentage of PG&E cus-
tomers in rural areas exceed lifeline allowances and by
greater marging compared  with residents in San
Francisco and other central Bay arca cities where winter

PSee footnote 12
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and summer temperatures are mild, on the average,
Therefore because the frequency of rural residential use
of energy at nonhifcline rates exceeds that in urban Bay
arei communities, rural customers complain of having to
bear an excessive share of the revenue requirements
burden,

In San Francisco not only is the dimate mild the
year-around but also the average size of apariments and
houses is relatively small. Therefore in that Bay area city
the basic lifeline allowance is adequate for total usage of
clectricity by about two-thirds of PG& E customers. But
this contrasts with the situation in the Central valley city
of Fresno where avernge winter temperatures are below
those of the central Bay arca and summers are hot; in
Fresno the basic electrie lifeline atlowance covers only
relatively smalt proportion of usage. Rural vesidents of
California’s Central valley complain beeause there are no
lifeline allowances for air conditioning or for domestic

“water pumping.

No equitable formula has been devised for filtering
lifeline benefits to residents who rent single rooms by the
week or month in hotels, boarding and rooming houses,
and dormitories. Furthermore it is practically impossible
to extend lifeline allowances to residents of homes for the
aged and nursing homes, especially since it is the policy
of same operators to colleet afixed sum o cover cost of
care when an applicant is accepted for admission to the
home. The consensus is that any attempt to provide
Jifeline allowances for occupants of single rooms of all
classifications would result in insuperable adminisirative
costs and doubtless would beneiit the owners of these
kinds of facilities rather than the residents,

Critique of California’s Lifeline Plan

Customers maximize the benefit of Hifeline rates when
they limit their use of electricity and gas to the basic
allowance and ather allewable lifeline quantities, if any.
On the average, 73 per cent of PG&E's vesidential end
users, many of whom are low-income individuals, exceed
their 240-kwh basic lifeline allowance each month. Some
low-income houscholds exeeed their elecrie and gas
hasic allowances by considerable margins and therefore
the intended wellare assistance of lifeline policy is only
partially .effective. Progressively potential savings are
slourhed off as lifeline allowances are exceeded until, for
customers having only the 240-kwh per month basic
allowance, the benefit of a lifeline rate is completely
exhausted at 1,200 kwh of electricity per month. But
most of the residential end users of electricity and gas in
California benefit to some extent from the lifeline policy
because there are no “needs” qualifications 1o be
satisfied for participation in the Hifeline plan.

Lifeline allowances provide “‘by-product”™ windfall
increases i veal income for many  individuals of
substantial wealth and income, however. The use of
household energy rises with income but there are many
deviations from the trend. For example residemts of
moderate to substantial wealth and income often oceupy
small but luxurious apartments and dine out frequently.
Travel and recreation away from home §it imo their

life-styles and therefore they find it easy to confine their
use of energy to the basic lifeline allowancee and thereby
receive an unneeded income transfer.

On the other hand, PG&T studies confirm that
fow-income  houscholds often use rather substantial
quantities of clectricity and gas. Low-income individuals
were found occupying houses having inefficient heating
systems, undersized room air conditioners, and lacking
adequate insulation.

The conservation elfect, if any, and the magnitude of
the wellare effect of lifeline policy and of simple inverted
schedules will depend on the quanity at which the rate
inversion oceurs and the size of the increase in the rate or
rates at and beyond the point of the inversion. Since the
inversion in PG& s residential end-user schedule ts very
maoderate, customers apparently see little incentive for
staying within their basic lifeline atlowance. The cost
penalty for exceeding the basic allowance for electricity is
significant only if consumption exceeds a sizeable 1,200
kwh per month.

Average residential usage of clectricity by PG&E
customers has been practically unchanged since January
1, 1976, when lifeline rates beeame clfective, Therefore
there is “little conclusive evidence as to the [alleged] link
between lifeline and conservation. . . . customers respond

more 1o their total bill than to any marginal price for the

block in excess of lifeline [allowances].”"
Anadditional subsidy leature of PG&E's rate schedule
for residential end users of electricity and gas is subtle in
contrast to the well-publicized lifeline rates. As we have
already scen, in the instance of PG&FE the residential
low-quantity electric and gas rate freeze antedated

January 1, 1976, As a consequence of this action by the

commission, lifeline rates, and a flattened upward slope
of nontlifeline rate blocks when lifeline allowances are
exceeded, PG&E's rate of return on residential electric
service is at an estimated 3.67 per cent for 1978 at rates in
effect in January of this year. "This 3.67 per cent
compares with anaverage 848 per cent rate of retarn for
all classifications of customers. The estimated rate of
return on service to all other classifications of customers
exceeds the B8 per cent average in order to offset
discrimination in favor of residental customers. ‘The
highest rates of return, averaging 13.72 per cent, are for
serving commercial and industrial customers. The cost of
clectricity in residential usage is 4.93 cents kwh'S and it is
sold for 3.83 cents kwh. This compares with an average
cost of 3.85 cents kwh for commercial and industrial use
and an average price of 4.66 cents kwh.!*

Residential Lifeline and nonlifeline rates are subsidized
principally by commercial, industrial, and agricultural
customers. Residential customers pay less than the [ull
cast of service and therefore other classifications of
customers must make up for the revenue deficiency by

UNee foutnote 12,

s cost mcludes an B48 per cent rate of return on capital
mvestisent

2 Allocation of Costs between Requdatory Jurigdictions and Classes
of Flectric Customers, Year 1978, Fstimated” Costs and rates of
retarn are from the cleetrie department, Pacific Gas and Elearic

Company. 221
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paying more than full cost, for no lunch is free T the
fong run prices ol induatrial goods and farm commaodities
and markups for distribwion must compensate the full
cost of doing business, including the cost of clectricity
and gas. Therefore hichine and nontifeline rate structures
which subsidize houschold use of energy will lead to
higher prices for other services and goods consumers buy.
“The cost of this subsidy will be the indirect kind that i
‘hidden in every can of orange juice and [in] every sack ol
potatoes, and consumers never know what s hitting
them.””"? Lawmakers and the state commission have
hidden the cost of an inellicient social wellare policy ina
hichly discriminatory energy utility rate structure,

The complex general purpose, no-eligibility-require-
ments lifeline policy of California ties together welfare
and conservation goals. But as the quantity of electricity
and gas to be offered at subsidized prices increases
bevond a limit, welfare and conservation objectives begin
to pull in opposite directions. The wellare eflect may
become more viable but a subsidized price foi an
increasing quantity of electricity will weaken or
completely vitiate the conservation objective. A “no-
cligibility-requirements” lifeline plan is cost inefficient
because (1) it results in income transfers to individuals
wha do not need financial assistance and (2) many
low-income individuals exceed their Hfeline allowancees,
“Using rate stractures for wellare purposes is using a
shotgun when a rifle should be used. ™t

Public utihity rate stractures should perform a resouree
allocation function; they should not be a means of
redistribution of income. Social welfare should be
provided for openly through tax and welfare assistance
plans. The Lifeline Energy Act of California has moved
utility companies close to quasi-wellare agencies. As
Paul L. Joskow observed: . . the answer is not to set a
special price for Jthe poor], but through the ledislate
... to supplement their incomes . . . and il society’s
members decline to do the latter, regulatory commis-
stons should not do it for them. For when we deviate
from cost-based rives in pursuit of social objectives, we
beuin o distort the efficiency with which resources are
allocated by giving price signals to consumers which do
not properly retlect cost.”™

The cost of the clectrie lifeline subsidy is shared by a
Lirge number of customers. But “as the dollar value of
the hicline subsidy continues 1o grow, concern over the
finincial burden on [these] other customers as well as
the distortion of conservation-consumption decisions will
become more significant.”™® For 1976 approximately 50
per cent of PG&E's residential electrie sales and 17 per
cent of total system electric sales were at lifeline rates.
And the lifeline sales as a pereentave of towl sales are
expected to trend higher. As of December 1, 1977, the

YOpmimion of Comminsieners: Vernon b Sturgeon and Witham
Symony, Jro Cabifornia PUC Deamion Noo Bots 7, Stargeon and
Svinons concatred in the commission liteline allow ance decision only
becanse it swas policy mandated by the vace Tegishinne

Mlestimony of Paul 1, Joskow, associate professor of economics,
Massachuseins nstitute o edhinology s Califoraaa PUC, Pecimion No.
83559, p. 80

YSee Tootnote 18

See foutnote 12
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average system electric rate had increased by 72 per cent
above the level of Januvary 1, 1976, This suggests a need
for an increase in the lifeline electric rate to reduce the
dollar value of the lifeline subsidy estimated at $181
million as of December 1, 1977, for PG&E?Y But the
majority of the California comumission has postponed a
decision on raising the lifeline rate although, as we have
seen, the statute authorizes such an increase for an
energy utility company after rates for the system have
risen by 25 per cent or more.??

An Incredible Lifeline Rate for Natural Gas

When the commission allowed PG&E additional
revenue in September, 1975, the company was not
pernitted o inerease rates for small quantities of natural
gas supplied to residential customers. Thercfore the
lifcline rate for PG & F natural gas, $1.42 per million Btu,
is of September, 1975, vintage, But at this writing, the
wholesale price at which the company buys natural gas
for retail distribution is $1.75 per million Btu. Hence the
company is constrained to supply natural gas at a lifeline
price betow the commodity cost of service. "The fixed cost
associated with  distribution of gas to residential
customers is 55 cents per million Bt Therefore the
lifeline rate of $1.42 per million Btu for natural gas
compares with full cost of service of $1.97 per million
Btu.

Nonlifeline revenue per therm of natural gas for
subsidization of residential lifeline gas consumption is
tess than the nonlifeline revenue per kwh of service which
subsidizes residential use of electricity. Therefore the
incidence of the subsidy burden falls heavier in
commercial and industrial billings for natural gas as
compared with nonlifeline billings for electricity. The
price of natural gas sold 1o commercial and industrial
customers reflects this burden and therefore it has risen
to a level at which it is no longer competitive with either
coal or fuel oil. As a result, furnaces at some industrial
plants have been converted from burning natural gas to
coal or fuel ol of Tow-sulfur content. This leaves fewer
PG&E industrial accounts over which to spread fixed
costs and eventually the result will be even higher prices
for natural gas in and uses.
Curtailment of deliveries of natural gas to industrial

commercial industrial

A addition o this flifeline subsidy of $181 mitlion] thete is a
subsidy ol approximately $90 mition due to the  residential
classilication of PG&E customers] being served helow cost of service, as
caleubated on o monthly peak responsibility basis, Thus the total
subsidy is 8271 mithon. Ol the hifeline guantity about $30 1o 835 million
is retaned within the residential class and assessed against customers
who exceeded their Hifeline allowanees.™ Quoted Trom William ML
Gatlovin (see foothote 1)

el aesidentil sides i the Wedine category sttt do not share in the
necessary rate inorease stead the majority continues to put the
decision off L Cif it is i offset case, the decision fanguage suggests the
commission will treat the problenin the futire i general case. Wit is
ageneric case, it is sugested that we will handle the problemy in the
foture incw case fora partoulae wibity, This bas gone onand oo, This
buck prassing has got to stop. Biiels were fded on this issue in today's
cises IEois responsible o dose down this investigation wathout
providing an answee.” Commentiry of dissenting Comumissioners
William Svons, Jry and Vernon L Stargeon, California PUC,
Decision No. BROSY, Case No. YIRS, Apnib o, JU7H,
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customers during winter season shortaces will thrust an
increased Lurden for compensating lixed costs on the
nonlifeline users ol natural gas,

In brief, the subsidy to Jifeline users of natural gas
approaches incredibilitv. For PGRE, cost-of-service
studics on the peak month basis introduced into a 1978
rate case show large industry paying rates for natural gas
which equate to a 42 per cent rate of return, whereas the
company's rate of return on natural gas sales to the
residential class is minus 2 per cent.

Ostensible national and state policy is to urge or
compel conservation in the use of fossil fuels, But in
PG&E serviee territory, revenue contributed by come
mercial and industrial users of natural gas subsidizes a
lifeline price below the company’s commodity cost,
Given this hefty subsidy for a lifeline allowance, the
residential customer is encouraged to indulge in wasteful
consumption of natural gas.

“Lifeline, as administered by the commission ma-
jority, has made a shambles of rational prices'for energy
in California. Runaway lifeline now costs one-half billion
dollars a year. The expense falls heavily on the
manufacturers, commercial enterprises, and Lirmers who
produce in California.

No Significant Correlation between Income and
Use of Electricity and Gas

In 1973, PG&E analvzed patterns ol eleciric and gas
residential usage by low-income  customers in  the
company’s service territory, The 1973 study was based
on a sample of 4614 yas and 4.500 clectric customers
dentified as “low income™ by use of census data. 'The
sample incladed low-income customers in 34 counties, 50
cities, and 182 census tracts, The recorded monthly
usage of clectricity and gas of each customer sampled for
the prior two years was analyzed.

In the Bay area sample cities of Berkeley, Oakland,
Richmond, San Jose, and San Frincisco the winter peak
month consumption of electricity by low-income
individuals sampled exceeded sysiem average peak
month consumption in those same sample cities. In this
area, the saturation rate for elecoric central heating s
extremely fow.

Analysis suggests complementary explanations for this
hich winter peak month use of electricity by low-income
individuals, But whatever  the reasons,  low-income
individuals sampled reached high averave peak month
levels of use of electricity, exceeding the system city peak
avernge use by considerable margins,

The higher than system average ratio of prak use
average use for fow-income fndividuals sampled suggests
that they are increasing their winter or  sumier
consumpuion ol clectricity by pioportionately greater
quantities than are system users 1o the five Bay wrea
winter peak cities veferred 1o above and in the three
swnmer peak Central vadiey cities of Bakerstield, Fresno,
and Stockton,

The cleciric average capacity factors (ACE) of an
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encrgy utility’s customer are the analog of the company’s
measures of its load factors. There are two ACHEs for a
customer: (1) the ratio of average month usage to the
peak month usage and (2) the ratio of the minimum
monthly usage to the peak month usage. A comparison of
the ACIs for this eight-city subsample with those for the
system showed that for cach of the Bay area and Central
valley cities enumerated the ACE's for the sample were
lower than those for the system in those same citics.

These findings lead to the conclusion that the
low-income individuals sampled have a very high usage
of electricity for a few months and a sharply lower usage
for wll other months. They inercased their use of
clectricity sharply in response to scasonal variations in
the weather, and therefore their increased demand tends
to be on peak, contributing to need for additional
generating and  transmission  capacity  destined  for
inefficient (low-level) utilization for most of the year,
reducing the system load factor and raising cost of
service. These findings suggest that a peak responsibility
price for low-income individuals would be justified by a
cost-ol-service standard of pricing and that subsidized
rates tend to encourage inclficient and wasteful use of
clectricity and gas. Other things being equal, over time
energy utility customers will respond to a higher totat bill
for clectricity and gas by decreasing their demand for
service.

Only two of the eight cities and one county showed
higher average monthly consumption by the sample than
by the system. But comparing average use of electricity
and gas by the low-income sample with the system
average fails to produce meaningful results because
variahons in usage across the PG&E system are buried
in the averages.

Therefore frequency distributions of usage of clec-
tricity and gas by the sample and by the system were
developed to test the low income-low use hypothesis. A
comparison of frequency distributions of the eight Bay
area-Central valley cities subsample with the city-system
month electric usage leads o the conclusion  that
substantial numbers of low-income customers use laree
quantities of clectricity, although larger percentages of
sysfern customers are in the outer usage intervals than
sample  customers, The average monthly usage of
electricity in the Bay arca is 300 kwh. Nearly 50 per cent
of low-income sample customer months exceed that
average in every Bav avea city except San Francisco. In
Central valley cities the average monthly consumption of
electricity 1s 600 kwh. In Bakersfield and Fresno, 20 per
cent of the  low-income customer months exceed this
600-kwh average. Furthermore, it was found that
substantial numbers of low-income customers also use
large quantities of electricity on an annual basis. The
frequency disteibution of electricity consuniption by
month for a ten-county  subsample indicates  that
low-income sample usage in the Bay area counties is
greatest in winter with large numbers of - customer
months i intervals above 600 kwh per month. In Central
valley counties low-income sample usage is very high in
summer peak months,

For rural areas, the low-income sample frequency
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dirtribntion usually has a hicher percentage of customer
month totals inouter block intervals than that for the
system frequency distribution. This observation may be
explained by the energvausing elfect of inlerior qualicy
housing oceupicd by low-income individuals,

In brief, frequency distributions for the system as a
whole and for the sample indicate that substantial
nubers of low-income sample customer months are in
the outer usage intervals. A study completed in 1977
conhrms the finding of the PG&LE 1974 analysis of
consumption patterns of low-income consumers.

A Lifcline Allowance for Air Conditioning

Basic needs are relative, not absolute. In a society
charaeterized by o nising standard of living, the coneept
of basic needs s continually expanding. Is not an
unsatishied demand for air conditioning as basic as that
for space heating? Additions to the list of basie needs
were dnevitable, In 1977 the Cabifornia Jeeishure
extended the scope of lifeline policy to include air
conditioning. The governor vetoed the act, apparently
with the understanding that the commission would of its
own accord order lifeline rates and quantities for air
conditioning. As anucipated, on April 4, 1973, the
commission, by a 3-to-2 vote, ordered electrie utilities 1o
determine Nifeline allowances for air conditioners 1o
permit residential end users to maintain a temperatare of
85 deurees i Capproprinte cimatological areas
Liteline will be extended 1o include air condittoning
during months ol May through October by a
company-by-compuny approach as upplications for vare
increases are considered.

Electric utility companies will encounter formidable
administrative problems in extending lifeline allowances
for vesidential end-tser abr conditioning. Tt will he neces-
sary to estimate the appropriate allowance, il any, of
clectricity for air conditioning during summer months
according o tvpe of cquipment (water cooler, room air
conditioners, central air conditioning) and climate; e.u.,
coastal, moderately hot, hot, and very hot. Customers
will have to be surveyed to determine quatification for
the aiv-conditioning hifeline allowance. H the conission
orders o lifeline allowance adequate lor operating central
arr-conditioning equipment. it will be o the financial in-
terest of customers ta claim a central air-conditioning al-
Jovance en which to operate a room air conditioner. ‘The
heavy burden of verifving claims for substantial guan-
tities of electricity for air conditioning at subsidized
prices would be thrust on management ol encrgy utility
companics.

Adding to the Summer Peak-load Demand

One of the moststriking disclosures of the study by the
rate department of Pacific Gas and Electric Company
was that on the average the ratio of peak use to avernge

CUCharacterintios of Residentiad Plectne and Gas Usens . ook and
Lanvidee, Ine veport for Pacific Gas and Plecuic Caompany,
September, 1977,
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use for the sample of low-income customers was higher
thian that for the averave end use residential customer of
the clectric system as a whole. “This higher than average
peak to average use ratio for the sample of low-income
customers was observed in summer peak service
territories of San Jose and cities and towns of the San

Joaquin valley. The inference drawn by the investigators

is that there may be a rising air-conditioning saturation
rate for low-income individuals as increasing numbers of
used room air conditioners and water coolers are priced
within their means. In possession of low-income
houscholds, these electric inefficient air conditioners tend
to he operated intensively during weather-sensitive peak
demand hours beeause heat penetrates  dilapidated
housing due 1o inadequate insulation and decrepit
roufin.

Olfering an additional lifcline allowance for air
conditioning is  likely 1o accelerate its  increasing
saturation rate and lead to needle peaking. A lifeline
allowance for air conditioning will perform a wellare
functiorrbut sacrifice conservation. Subsidizing weather-
sensitive use of electricity for operating air-conditioning
cquipment can be expected to accelerate the need to
expand the clectric system at rising capital cost per kw of
new capacity to meet summier peak-load demand. This
assumes that over time conswuners will respond to their
total bill for electricity by using more at subsidized prices
than they would i they were hilled for the full cost of
clecirie service, Strict adherence to a conservation gond
suggests a0 peak tesponsibility price for use ol air
conditioners  during critical hours of summer peak
demand for clecuricity,

Lifeline Allowance for Life Support Equipment

Yncits April, 1978, order providing that appropriate
lifeline allowances be determined for air conditioning,
the state commission also extended the scope of tifeline to
include electricity for operating life support equipment
such as kidney dialysis machines and iron lungs. The
lifeline allowincee for this kind ol device is 1o be
determined by the servicing utility company on a
case-by-case basis, considering estimated kwh for a
month’s operation,

An Open Category

The commission asserted that it has power to
designate lifeline allowances for electric and gas usage
other than those specified in the Energy Lifeline Act.?®
The eommission has already extended a lifeline policy to
telephone and water service under its generad authority
to regulate public utility prices,

Rural residents of Californin who pumyp well water
complain that there should be a lifeline allowance for
clectricity put to this use. But the commission (so far)
has excluded domestic well pumping from a lifeline
allowance on the grounds that the typical residential end
uscr of electricity and gas does not pump water. However
the majority opinion stated that “we will in future rate

HoNee foutnote 11,

na

<24



proceedings consider [lifeline for pumping water] where
significant need by custoniers receiving such service s
demonstrated.” Reasonable average Hileline allowance for
pumping water would be practically impossible 1o
determine because the electric power requirements vary
with depth of the well and type of pump used.
Pressure by consumer groups to extend the scope of
fifeline to additional uses is areasonable expectation. For
example, why exclude clothes washing machines from a
lifeline allowance? And why exclude dlothes dryers
during winter months when clothes cannot be hung on a
line to dry in the fresh aie? Onee codd of serviee as the
standard for pricing is abandoned, concessions 1o a
nebulous weelfurtsm seem to be nearly himitless.
“Lifcline” has conme a long way since it was proposed
to the Calilornia commission by Fdward 1. Blincoe,
president of the Utility Users League of California. In
1968 the commission approved the state’s {irst lifeline
rate; it was a “low-cost limuted serrce telephone line for
senior citizens and shuting to use to check on each other
and summon emergency assistance {when needed]. "7 1t
is a long leap from this special propose telephone
application to the complex general purpose, no cligibility
requirements, of the Energy Lifeline Act of 1975,

Policy Recommendation and Conclusion

Issuing “energy stamps.” anadogous to food stanps, is

SCalifornia PUC, Decision Noo 7491
Teleg. Co Application No 49142

7o Re Pacilie Teleph. &

the alternative to welfare utility rate designs most
frequently suggested, But energy stamps would com-
pound familiar problems generally encountered in
administering food stamp palicy. The most expeditious
way of coping with the impact of rising cost of utility
service on low-income people would be through
appropriate adjustment ol welfare payments provided for
under existing legislation. The California Department of
Benefit Payments already has a staffl of nearly 35,000
workers who determine eligibility of applicants for
assistance under various state welfarc programs.

In brief, social welfare should be provided for openly
through tax and welfare programs. Wellare assistance
should not be concealed in a highly discriminatory
energy utility rate design. Rate structure should not be
designed to accomplish a welfare goal.

Subsidizing the cost of insulation and roof renewals for
low-value housing would remedy causes for hich
weather-sensitive demand for clectricity and gas by
low-income individuals. By contrast a lifeline subsidy
perpetuates the unsolved problem of individuals lacking
the means for improvements which could conserve
energy. ‘Fhe broad-range conservation objective should
be accomplished by use of the techniques of load
management. Tying wellare and conservation goals
together in the rate structure is cost inefficient because
many low-income individuals consume large quantities
of electricity and gas and others receive unneeded income
transfers, Public utllny rates should be based on cost of
service, for onee cost justification is abandoned, there no
longer is a standard by which to evaluate pricing.

Energy Quest

The search for energy need not aiways be a somber affair. It may be fun — if a new game called
“Energy Quest” is the way it is done. The gamao challenges players to generate as many kilowall-
hours of electricity as possible before an “oil embargo” strikes and ends the game. Designed to
portray a national energy scenario that is In a constant state of flux, the game permits budding
entiepreneurs to test their taients in the development and management of their choice of nine dif-
ferent energy sources. '

Piayed on a board rerminiscent of the familiar Monopoly board, Energy Quest is concerned with
approaches to energy sites which are available for purchase and development. By ulilizing the sites,
which range from mines to electric power generaling stations, the players face the task of syn-
chronizing various efforts and producir._ energy in the ultimate form of electricity. A medium of ex-
change (money) is provided and the player who can prudently accumulate enough money to carry
him over some of the rough spots while continuing down the road to successiul ventures has the
best chance of coming out a winner,

What Monopoly is to real estate, Energy Quest may become to the world of energy enterprises. it
incorporates operations in uranium, coal, oil, natural gas, and geothermal, wind, solar, tidal, and
nuclear energy into @ gamo format simulating the trials and tributations of the contemporary energy
arena.

With energy an evermore praminent topic in the news and in the public consciousness, it may
have been inevitable that someone should atiemp!t 1o translate the exciting world of energy produc- ‘
tion into a light and enjoyable form of entertainment. Weldon Productions, Inc., of Columbia, South ~~5
Carolina, has done that with Enargy Quost.
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Weliare and Conservation Objectives

in Electric Rate Designs

by Albin J. Dahl

Y The era of low cost energy hus ended. The contemporary

problem of the high cost of energy cannot be solved short of

’ a major hreak-through in energy-related technology. Repu-

; latery commisstoners. and their staffs, lawmakers, and
spokespersons for consumer groups expound proposals to
mitigate the impact of the high and rising price of electricity.
The policies suggested may be classificd under the broad
headings of load management, conservation, and reform o
rate schedules.

This article is limited to a review of innovative rate designs
for residential use of electricity, i.c., rate schedule reform
in pursuit of twin goals of (1) providing for the residential
consumer’s welfare and (2) conservation in houschold use
of electricity. Our purpose is to make policy recommenda-
tions in the light of Florida's experience with an inverted
residential electric rate design and California’s Energy
Lifeline Act, -

The Change from a Decreasing Cost Industry to Increasing Costs
The price of electricity for residential use rose by 34.8 per-
cent over the 20-year period ending in 1976, while the Con-
sumer Price Index (CP1Y rose by 102.3 percent. This com-
A parison, showing that the cost of electricity for restdential use
H rose only about /3 as much as the CPI for the 1957-1976
period, underscores the significance of rate reductions for
4 residential and commercial customers which became effective
“ over the years 1957-1970.These reductions are explained by
g cconomics of scale, as larger and more efficient generating
' facilities were built and by economics associated with extra
high voltage transmission lines and interconnections among
clectrie systems. In hrief, until about 1970, providing clectric
utility service was a long-run decreasing cost industry. Resi-
dential clectric ratest deelined from 2.56¢ per kwh in 1957
to 2.10¢ per kwh in 1970, a decrease of 18 percent; com-
mercial rates declined from 2.44¢ per kwhto 2.01¢, adecrease
of 17.6 percent over the same period of years. Industrial
rates were virtually unchanged.

But subsequent to 1970, sharply rising capital and fuel
costs could not be offset by additional cconomics of scale or
by further cost-reducing innovations in technology. Electric
utility service has become a long-run increasing cost industry. *

Albin 3. Dahbis Professar of Econotmes in the College of Business
Administration, University of Nevada, Reno.

*More precisely, i terms ol micro econoimics, the industry tong-run
cost function has shitted upwards.

2 Nevada Review of Business & Economies

The average cost of constructing cfficient size base load
generating capacity increased from $200 per kilowatt (kw) in
1970 to $600 per kw in 1976 and the cost is estimated at
$1,000 per kw by 1985, Thus the capital cost of expanding
an electric utility to serve a rising base load has tripled since
1970 in this highly capital intensive industry.

According to the Federal Energy Administration, $3.47
must be invested to yield a dollar of annual sales of electricity.
This compares with 67¢ per dollar of annual sales for the
automobile industry.?

The cost of fossil fucl for steam generation of clectricity
increased sharply after 1970; the percentage increases are
as follows:

Increase

1970-1975
071 403 pereent
Natural gas .. ... 176 pereent
Coal ... L. 177 percent

Average for fossil fuel ... ..., 252 pereent

About 74 percent of the nation's gencrating capacity is
fired with fossil fuels, and fuel averages approximately 25
percent of the total cost of steam generation of electricity.
The rise in the prices of fossil fucls has increased the cost of
steam generation of electricity, on the average, by 63.6 per-
cent (250 of 2527, the average increase in the cost of fossil
{ucl).

In view of these soaring capital and fuel costs, it is not
surprising to find that from 1970 to 1976 the price of clectri-
city for residential use rose faster than the cost of living
index. Residential electric rates rose by 64.3 percent, 1970-
1976, while the CP1 rose by only 46.6 percent over the same
period. The percentage increase in rates for residentiil usc
of electricity would have been even higher had it not been for
the policy of regulatory commissions in most jurisdictions
to apply the highest percentage rate increases to the in-
dustrial classification of customers,

The Price of Electricity Varies by Area

Table | lists bills for 500 kilowatt hours (kwh) of clec-
tricity in residential use for July 1977, The amount of these
bills varies from $10.50 for Seattle, Washington, and $14.70
for Nashville, Tennessee, to $53.47 for New York City.

Seattle benefits from low cost hydroelectricity from gener-
ators installed in dams at Federal multiple purpose water
projects. A municipally owned clectric distribution system
also contributes to low cost electricity, Nashville is served by
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Table 1
Flectric Bills for Selected Cities

S0 Kwh Residential
Llectide Dils

City for July, 1977
Atlanta, GA $18.82
Baltimore, MD 24.83
Joston, MA RINSH
Chicago, 1L 22.82
Cleveland, OHl 26.20
Dallas, TX 21.96
Denver, CO 18.55
Detroit, Ml 25.59
Kansas City, MO 24.56
Los Angeles, CA 24.71
Miami, FL 22.06
Minncapohs, MN 25.51
Nashville, TN 14.70
Newark, NJ 32.80
New Orleans, LA 23.78
New York, NY 53.47 “
Philadelphia, PA 28,15
Richmond, VA 30.31
Rochester, NY 23.71
San Francisco, CA 1931
Scattle, WA 10.50
Tucson, Az 29.70
Reno, NV 22.46¢
Las Vegas, NV 15.31°

Source: Bills Reported Monthly on FPC Form 3-P (Ulectric Bill
Data for U.S. Bureau of Labor Statistics), "FPC News,”
Aug. 12,1977, Federat Pawer Commission, Washington,
D.C.
*Calculated fromrates provided by Nevada Public Service
Commission

the electric system of the Tennessee Valley Authority, a
public corporation financed partly by the Federal govern-
ment. The cost of clectricity is highest in New York City
because Consolidated Edison, which serves New York City,
has two distinet cost disadvantages: (D) alowload factor (i.e.,
very substantial cxcess gencrating capacity in off-peak
hotrs); (2) its steam generators are fucled with oil, the highest
priced fossil fuel. Differences in approaches of regulatory
commissions in setting rates contribute to the geographical
variations in the price of electricity.

Innovative Residential Rate Designs

Public utiity commissions in scven states have been
persuaded by reformist philosophy to adopt some formof an
inverted residential rate schedule, ie., in which the rate per
kwh rises as quantity of electricity consumed increases. The
inverted schedule is predicated on the notion that residential
consumers will be constrained in their use of clectricity if
price they must pay per kwh rises as quantity consumed
ases, Henee #is argued that an wversion will induce
cervation ia residentiat use of clectricity,

-urthermore, according to preoponents, the inverted
restdential rate design contributes to social justice beeause

relatively small quantities of electricity are sold at the lowest
rate of the schedule, thus permitting consumers to buy elec-
tricity for basic nceds at the minimum price. But this social
justice (or welfare) argument subtly assumes that low-income
consumers use small quantitics of clectricity. As we shall
see in our discussion of a “lifeline™ basic allowance of elec-
tricity for residential consumers, low-income houscholds
often use rather substantial quantities of electricity because
of their “stay-at-home” lifestyles. The minimum rate of an
inverted rate schedule does not compensate full cost of pro-
viding service and therefore consumers who use large amounts
of clectricity are subsidizing the small quantity customers,
Tinkering with rate designs of the kind reviewed in this
article shifts the burden for contributing revenue for energy
utility service from one group of rate payers to other groups.

An Inverted Rate Design in Florida

In July 1977, when the Florida Public Service Commission-
issued its order allowing Florida Power & Light Company
additional revenue, the commission inverted the company’s
residential rate schedule. The inversion was designed (1) to
promote social justice by discounting the price of electricity
in residential consumption up to 750 kwh per month, and
(2) to induce conscrvation of electricity in residential use
and resteain rising peak load demand by charging a premium
(or penalty) rate for electricity consumed in excess of 750
kwh per month. However residential demand for electricity
in excess of 750 kwh per month for operating air conditioners
held stcudy‘cvcn at the premium price.

The service territory of Florida Power & Light includes
much of the southern part of the state and in summer months
nearly hall of the company’s residential customers would
rather pay the penalty rate for electricity consumed above
750 kwh per month than forego the comfort of air con-
ditioning, a neccessity for some, but indispensable for others.
Indignant customers complained that the penalty rate had
raised their bills to a ridiculously high level. Apparently
nearly every household possessing air conditioning equip-
ment uses more than 750 kwh of electricity per month in
a hot and humid summer peak load service territory. The
conservation-effect of the penalty rate was small. A spokes-
man for Florida Power & Light said that “inverted rates
will tend to exaggerate scasonal swings in the company's
earnings and revenue by inflating electric bills in hot summer
months, when many [residential] users consume more than
the 750 kwh limit. . .} A study by the publc service com-
mission indicates that in August, 47 percent of the company's
customers exceeded the basic allowance and paid the penalty
rate.?

But the welfarc-effect of the inverted rate schedule
apparently was substantial, for a study of electric utility
residential customers of Gainesville, Florida, indicates that
low income houscholds do not possess air conditioning
cquipment; therefore, an allowance of 750 kwh per month at
a discounted price would be adequate for this group of rate
payers. During the summer months in southern Florida, one
group of residential consumers, generally those with air
conditioning cquipment, paid a price for electricity which
more than compensated the full cost of the utility service
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and thereby subsidized the clectric bills of another group.

The Public Scrvice Commission and the company are
under fire. A Taw suit has been filed in the Broward County,
Florida, Circuit Court challenging the legality of the inverted
rate structure on grounds that it is diseriminatory, in vio-
lation of the State Constitution.® The court is asked to
disallow the inversion and order Florida Power & Light
to refund “excessive charges™ allegedly paid by some of us
customers. The company is a defendant although manage-
ment opposed the inverted rate design it was compelled to
accept by order of the commission.

In Florida, the welfare effect was working for households
not using air conditioning equipment; but the conservation
cffect did not work very well. In hot, humid weather the
demand for clectricity to power residential air conditioners
was strong even at the premium price. Houscholds with air
conditioning subsidized prices for those who used less than
750 kwh of clectricity per month.

Inverted rate schedules do not satisfy the criterion of
Sfairness to consumers and this is one of the reasons why
inversions were rejected by the Wisconsin Public Service
Commission in 1974¢ and by the California Public Utitity
Commission (PUC) that same vear. If one consumer pays
less than full cost for a supply of houschold energy, someone
else must make up for the revenue deficiency by paying more
than full cost, for no lunch is free. The staff of the Cahifornia
PUC explained that

the immediate inversion of rates would {offend] the following

.. .principles of rate design: (1) they should not be diserimi-

natory; (2) they should lead to stabie revenue; (3) they should

promote an cificient allocation of resources, thus discouraging
wasteful use of cnergy; (4) they should reflect a sense of his-
torical continuity.’

But in 1975 the California Legislature adopted a lifeline
policy which compels the PUC to adopt an inverted rate
schedule for residential users of electricity and gas.

The Lifeline Concept

The lifeline concept is that 2 minimum basic allowance
of houschold energy should be supplied at discounted rates
and that consumption of electricity and gas in quantitics
exceeding allowable limits should be bilied at higher (non-
lifeline) rates, continuing from the quantity reached by the
lifeline himit. The hfehine concept is much more compre-
hensive than a simple inverted rate schedule, as in Florida.
When a state adopts a hfeline policy, basic allowances are
specified 1in detail; furthermore, in California the Energy
Lifehine Act frove residential fcline rates at the prevailiv
level (see below, our case study on California’s Lifeline Act).

Lifeline allowances are under consideration in a number
of states.® In Florida, one municipal electric utility is experi-
menting with a lifeline rate for the identifiable elderly poor.
Similarly in Mainc, a one-year test of lifcline rates for the
Wdentifiable clderty poor has been completed. The results
of the test program wild be reported to the Legistature for
consideration before enacting any rate reform legislation,
In Ohio an experimentad hifcline electric rate schedule for the
identifiable elderly poor is being tested by local regulatory
authorities.

4 Nevada Review of Business & Economics

Georgia has adopted d modified version of a lifeline rate
design. Residential customers are billed for their total use
of clectricity at one of two nlternative rates, depending on
the quantity of electricity used; large quantity users pay a
higher rate than low quantity consumers, For at least one
major electric utility company in Georgia, the large user
residential rate is inverted on a scasonal basis to manage
the load in summer peak demand service territory.

Lifeline legislation is being considercd in Alabama,
Florida, 1Hinois, Indiana, Michigan, Minnesota, New Mexi-
co, Oregon, South Carolina, Utah, and West Virginia.
Lifeline rates are being considered by the state regulatory
commissions in Colorado and Pennsylvania.

Puerto Rico has a lifeline allowance for all residential
consumers of clectricity,

California is the only state which has enacted a very broad
lifeline act providing for basic allowances of electricity
and pas at discounted rates for all residential end users
irrespective of financial status and declaring that scarce
energy resources must be conserved. Again we find the
familiar twin goals of wellare and conservation.

California’s Energy Lifeline Legislation

Section | of AB167, the Miller-Warren Energy Lifeline Act
of 1975, which became effective January 1, 1976, states
that “light and heat are basic human rights and must be
made available to all people at low cost for basic minimum
quantities,™

The meaning of “low cost™ is indicated by the provision
that “the lifeline rate shall not exceed rates in effect as of
January 1, 1976” and that

no increase in the hfeline rate [shall be authorized] until the

average system rate in kwh or cents per therm has increased

25 percent or more over the {level prevailing on January |,

1976].19

The California Public Utilitics Commission, which is
charged with responsibility for implementing lifcline policy,
interprets the latter provision to mean that after system
rates for electricity and gas, excluding the lifeline rates,
have risen by 25 percent above the January 1, 1976 level,
the commission shall have discretionary authority to deter-
minc an appropriate new level for the lifeline rates.! How-
ever, the history of the legistation and its preamble imply
that lifeline quantities of clectricity and gas shall be served
at rates below system average cost.

In determining basic domestic minimum necds for elec-
tricity and gas, the Ene¢igy Lifcline Act directs the PUC to
consider only the following five residential end uses: (1)
lighting, (2) cooking, (3) refrigeration, (4) water heating,
and (5) space heating. To safeguard against wasteful use of
houschold cnergy, the Legislature instructed the PUC to
ascertain the smallest quantities of electricity and gas, for
the five uses specified, required to maintain health and a
reasonable level of comfort for an average residential end
user of encrgy. The average user is defined by the PUC as
“a family of four people, living in a five-room, 1,000 squarc
foot, well-insulated, single family dwelling unit,”12

The lawmakers reference to a need “to encourage con-
servation of. . .cnergy. .." and to “minimum cnergy needs”
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mandated that the PUC st stringently determine lifeline
allowanees ™ JU s noetable that the statute makes 0o pro-
vision for hifeline allowances of electricity in various com-
agnplace residential end uses, ¢.g., i condiioning, well-

ping, clothes washing and drying, dish washers, tele-

on, garbaye disposals, etc. Apparently these omissions

intentional for as we have already-scen, hfeline energy
policy is desipned to achieve a measure of conservation in
the use of energy.

Implementing the Encrgy Lifeline Act: Electric and Gas
Allowances. In October, 1975, the PUC required electric
and gas utilities with all or part of their service territory
in California to cstimate minimum cencrgy needs in each of
the five categories specified in the Lifeline Act; in estimating
energy needs for space heating, the utility entities were
instructed to recognize climatic variations.

Prior to adoption of the lifeline policy by the California
Legislature, management of clectric and gas utility com-
panics had no need for data on end uses of service: e.g.,
whether a houschold is cquipped with an clectric or pas
range, the quantity of electricity or gas used for cooking,
the quantity of electricity needed for adeguate houschold
lighting. Because this kind of information is fragmentary,
the respondent utility entitics could only estimate lifeline
quantities. The PUC held hearings to consider the adequacy
“of lifehne estimates by utihity management and considered
commission staff recommendations,

The nevotiated lifehne allowances for electricity are
tabulited below:

Unmetered Units

Single Family of Multifamily
Dwellings Structures

_Lifeline Allawances for
Electricity End Uses

(in kilowatt hours per month)

Basic allowance {or lighting,

cooking, and refrigeration 240 kwh 190 kwh
Water heating 250 kwh 200 kwh
Space heating, Winter,
CNov. - Apr. 30:
Zone 1, mild 550 kwh 330 kwh
Zone 2, temiperate 800 kwh 480 kwh
Zone 3, cold winter 1120 kwh 675 kwh
Zonc 4, very cald winter 1420 hwh 850 kwh

The PUC adopted o statewide sct of four climatic zones
and the hifeline allowance of clectricity for space heating
varies with the zone, as tabulated above.

The three types of hfehine allowances, basic, water heating,
and space heating may not be commingled; cachis a separate
allowance. The water heating allowance is provided only
for houscholds with electric water heaters; only houscholds
equipped with an electric heating systern qualify for the space
heating clectrnicity allowance.

The PUC also determined lifeline allowances for pas for
cooking, water heating, and space heating; the allowance for

¢ latter varies with climactic zone as seen in acxt column; '

The hfeline gas allowances cannot be commingled; each
15 & separate allowance. Only houscholds with gas fired
cquipment qualify for the gas water heating and space
heating lifehine allowances.

Single Family Dwellings or Metered
Units of Multi-unit Complexes

Cllimatic Zone (therma per month)

Water Space

Cooking Heating Heating
{ 6 20 55
2 6 20 80
k! 6 20 (BB
4 6 20 140

Onc problem, unsolved at the time of the PUC's interim
order on lhfeline quantitics of energy, is that natural gas
1s supplicd to most arcas of California but not all. Where
gas is available it is used for space and water heating by many
residential customers who cook with electricity.

Since in thix interim phase, no method was found to identify
users [who have access 1o gas but cook with clectricity] our
Ifcline clectricity quantity will. . .duplicate the allowance
for cooking fprovided for}in our lifeline volume of gas. 1

Therefore some residential users have received a duplicate
cooking allowance,

Most residential end users consume more than their 240
kwh per month lifeline basic allowance for electricity and,
thercfore, they pay an inverted nonlifeline rate for the quan-
tity consumed in excess of the lifeline ailowable. The elec-
tricity allowances for water heating and space heating are
more adequate. However in California, except for a rela-
tively few rural arcas where natural gas is not available,
water heating and space heating are {ucled with gas.

Our critique of lifeline pohicy deals with electricity, but
with slight modification, the same analysis applies also
to natural gas.

Would a Reasonable Lifeline Allowance Help Low In-
conte Groups? There arc indications that reasonable lifeline
clectric allowances would provide a windfall increase in
real income in the form of subsidized electric bills for many
persons of substantial wealth and income. But many low
income persons, whom lifeline policy is designed to assist,
might be paying more for electricity. This anamoly is ex-
plaincd by low corrclation between levels of household
disposable income and quantities of clectricity consumed.
The use of houschold cnergy rises with income, but there
arec many deviations from the trend. This observation has
been confirmed by studies in TVA service territory and in
Phocnix, Arizona.

A study of clectricity use patterns of residents of various
income levels in the service territory of Tennessce Valley
Authority, TVA, showed that a lifcline policy similar to
that adopted in California would increase the etectric bill
for 29 percent of the low income familics and lower the bill
for 49 percent of high income households.1?

Similarly, a study by the National Economic Research’
Associates on the cffect of lifcline minimum quantities and
discounted rates in Phocenix, Arizona, indicated that the
cost of electricity would increase for 37 percent of the house-
holds in the poorest section of Phoenix and decrease for
from 269 to 329( of the consumers in the most affluent part
of the city.i®
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The effect of contrasting lifestyles on the use of houschold
enerpy is a plausible explanation for the findings of these
studies. Residents of moderate to substantial wealth and
income probably dine out {requently; travel and recreation
away from home fit into their lifestyles, and therefore they
find it easy to confine their use of electricity to the lifeline
allowance and benefit from the discounted rate.

But the intended welfare assistance to low income people
is only partially effective, for they tend to use relat’ cly
large quantities of electricity and gas because large house-
holds and the clderly often adopt stay-at-home lifestyles.

Bencfits to Owners of Second Homes. A lifeline policy
was notintended to aid owners of sccond homes, But lifcline
allowances are allocated to cach dwelling place, and there-
fore fortunate persons can divide their allowances among
two homes, cach occupied intermittently or on a scasonal
basis. If the allowances are high enough, it may be casy to
stay within these limits at cach location and there may be no
incentive to conserve houschold energy. There are approx-
imately 116,000 second homes served by Pacific Gas &
Elcctric Company.t?

The California portion of Sicrra Pacific Power Company's
service territory is in the Tahoe Basin resort arca. According
to the 1970 U.S. Census, there were 7068 primary residential
units in Sierra Pacific’s California Tahoe service territory
and 9135 second hownes; of the total of 16,203 residences,
56 pereent were secondary homes,

A study by Sicrra Pacific measured the shift in the burden
for contributing revenue to owners of primary residences
in a recreational area. In 1977 the company’s data processing
department analyzed 25,254 residential accounts in its
Tahoe, California service territory. Of the 25,254, 53 percent,
or 13,417, were primary residences, and 47 percent, or
11,837, were secondary homes. On the basis of a sample
of 1.5 percent of the company's California customers, it was
found that the average annual use of electricity by primary
residences was 8100 kwh and 4900 kwh at sccondary | si-
dences. A revenue deficiency of approximately $556,200, due
to subsidized prices for hfeline quanttics of clectricity used
at second homes, was calculated based on rates filed with
the PUC in February, 197770 This revenue deficicncy must
be contributed by the company’s California customers who
use clectricity i quantitics above hieline allowances, There
is no basis in equity for shifting the financial burden from
those who own second homues in the arca to those whose
primary residences are there. Rate payers whose principal
dwellings are in the resort area subsidize electric and gas
service for second homes occupiced part-time,

Natural gas service is provided by South Tahoc Gas
Company i Sierra Pacific's California service territory,
Therefore an estimated 9135 owners of second homes ser-
viced with both eleetricity and gas in this Tahoe area also
benelit from discounted prices for a lifcline allowance of
natural pas.

Residentiol Landlords and Master-Metered Apartinents,
The statute vequires determimng a bfeline allowance tor
cach residential end wser of eleciricity and gas rather than
for cach residential customer; by this choice of the words

6 Nevadu Review of Businesy & Feonomics

end user, the lawmakers recognized that many residential
accounts of wtility companies are those of master-meter
landlords whose rents compensate the cost of clectricity and
gas used by tenants, Examples of landlord accounts include
(1) the owner of an apartment complex providing a laundry
facility and including cost of clectricity for its use in the
rent; (2) space heating master-metered by the landlord who
is compensated by quoting rent which includes heat; (3)
master metered porch and hall lights at apartment com-
plexes. Landiord accounts of the kind enumerated do not
qualify for lifeline allowances and rates.

But lawmakers intended to allow lifeline quantities of
clectricity and gas to tenants of master-metered apartments.
Therefore the statute provides that lifeline allowances be
applicable to cach unmetered apartment and the allowances
are cumulative. For cxample, if a master-meter landloré
operates 500 apartments, his lifeline basic allowance is 19
kwh per month multiplied by 500, or 95,000 kwh. The allow-
ances arc lower for unmetered units of multihouschol
structures and complexes (for clectricity, 190 kwh insteac
of 240 kwh), on the assumption that typically these unit
are occupicd by onc or two persons and provide less tha
1,000 square feet of living space, ;

In brief, cach master-meter residential landlord is gives
a hfeline allowance of 190 kwh per month multiplied b
the number of apartments in his complex; hopefudly, he wil
pass the cost-advantage on to his tenants in form of lowe
rents. This may be an heroie assumption, Thus the PU(
declared:

presumably the Legistature thought that lower hfcline rates
would be passed on to the uitimate utility user through lower
rents. . Therefore if [master meter} landlords find it necessary
to raise rents to their tenants, it must be for some reason other
than gas and clectric rates being charged to them by utilities
regulated by this Commission,

It is possible that landlords of large apartment complexe
might find it to their advantage to provide electricity to thei
tenants at a commercial rate and disrcgard the potentia
beneifts of lifcline allowances.

The lifeline legislation, as implemented by the PUC, offer
master-meter residential landlords an inducement to sulb
meter their apartments. For submetered apartments, th
lifeline basic allowance is 240 kwh per month, 50 kwh pe
month higher than for master meter apartments, Renters ¢
submetered apartments are billed for electricity and ge
by the utility company providing the service. However th
240 kwh per month allowances are cumulative for the apar
ment complex. I the landlord operates 100 submetere
apartments, the complex is allowed a lifeline of 240 kwh pe
month x 100 or 24,000 kwh. If renters use less than 24,0C
kwh'in"any month because of “away from home" lifestyle
vacations, or if there are vacant apartments, the landlord
hall lighting and other services account will be billed at tt
lifeline rate for the hfetine allowances not used by his renter
In terms of our llustration, if tenants ay « group use on
20,000 kwh of their basic allowances in any month, the land
lord’s domestic service account will be billed at the lifelis
rate to a maximum of 4000 kwh; any quantity in excess ¢
4000 kwh would be billed at nonlifeline ratces.
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Suntmary and Conclusions

Last summer the Forida Public Service Commission,

i jutring a4 major clectiie vtility company to use an in-
residential schedule, assumed that o penalty rate

d restrain the demand for electricity to power air con-

h ers; apparently the conservation effeet was small,
But in other seasons 750 kwh of residential electricity per
month, priced at a rate below full cost of service is likely
to induce wastelul use of clectricity, inasmuch as it is esti-
mated that 80 percent of the utility company’s customers
will not consume at the penalty rate during the winter season.
Welfare and consenvation goals can be achieved by means
of an inverted rate design provided that only a strictly limited
quantity of electricity 15 offcred at a subsidized price. But
we have seen that many low income houscholds consume
relatively large quantities of electricity and would tend to
consume service into the range where the penalty vate ap-
phics, and other houscholds would receive unneeded income
transfers. Therefore tying wellare and conservation goals
together in an inverted rate schedule s cost-inefficient.
Finally, as the quantity of clectricity to be offered at a sub-
sidized price increases beyond a strictly defined limit, welfare
and conservation objectives begin to pull in opposite dirce-
tions. The welfare effect becomes more viable but a sub-
sidized price for an increasing quantity of cleetricity will
weaken or completely vitinte the conservation objective.

“Lifeline” has come a long way since it was proposed to
the California PUC by Edward L. Blincoe, president of the

titity Users League of California, fn 1968 the commission

roved the state's fiest hfehine rate; it was a “low cost

ted yervice telephone line for senior citizeny and shut-ins

usc to check on cach other and summon cmergency assis-
tance ['vhen necded]™? It s a long leap {rom this special
purpose telephone application to the complex general
purpose, no chigibility requirements, of the Energy Lifetine
Act of 1975. .

Inverted rate designs and lifeline have the same objectives
in common, viz., prosviding for social welfare and conser-
vation of cnerpy resources, As our discussion suggests,
proviston {or lileline allowances is a more comprehensive
proccdure than merely designing an inverted rate schedule,
Our critique of inversions also applics to lifeline, Adequate
lifeline allowances will result inincome transfers to indini-
duals who do not need financiat assistanee, and beyond a
lmit the allowance will weaken the conservation effect.

Studies to which references have been made, viz,, in TVA
service ternory, Phocnin, Arizong, and Gainesville, Florida
indicate that the lifeline approach to wellure is extremely
cost-incfiicient. Approximately 35 percent of the low-income
houscholds would pay more for electricity under a hypo-
thetical lifehine policy tested in two of the arcas studics, In
the Gainesville study 28 pereent of the middic income house-

olds included in the sample would reccive an unneeded
come transter, “Using rate structures for social welfare
urposes i using a shotgun when a ritle should be used 2

Commissioners Vernon Sturgeon and William Symons,
Jr, concurred in the PUC Hifeline allowance decision only
because it was based on policy mandated by the State Legis-

lature. Lifeline rates are subsidized by nonlifeline residential
rates and by commercial and industrial customers of energy
utility companies. Therefore “[much of} the cost of this
subsidy will be the indirect kind that is ‘hidden in every can
of orange juice and [in] cvery sack of potatoes, and con-

~sumers never know what's hitting them'.”?* Lawmakers

have hidden the cost of social welfare in a discriminatory
cnerpy utility rate structure,

Issuing “encergy stamps,” analogous to food stamps, is the
alternative to welfare utility rate designs most frequently
supgested. But energy stamps would compound familiar
problems generally encountered in administering food stamp
policy. The most expeditious way of coping with the impact
of rising cost of utility service on low income people would
be through appropriate adjustment of welflare payments
provided for under existing legislation, The California
Department of Benefit Payments already has a staff of nearly
35,000 workers who determine cligibility of applicants for
assistance under various state welfare programs.

In brief, social welfare should be provided for openly
through tax and welfare programs. Welfare assistance
should not be conccaled in a highly discriminatory energy
utility rate design. Rate structure should not be designed
to accomplish a welfare goal,

The conservation ebjective should be accomplished by
use of the techniques of load management, i.e., minimizing
fluctuations in demand for clectricity over a 24-hour period
and over scasons. Time patterns in the use of electricity can
be influenced by imposing a penalty rate on consumption
during hours of peak demand and a discounted rate for off-
peak use. The combination of a penalty and a discount is
designed to induce users of electricity to shift part of their
demand to off-peak hours. Also various nonprice techniques
of direct control to shut-off air conditioners and water
heaters for 15-minute periods on a rotating basis have been
developed to curtail the use of electricity during critical
hours of weather-sensitive peak demand.
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FORTNIGHTLY

California Rate Experiments: Lifeline
Or Leadweight?

-

By WILLIAM SYMONS, JR.

mrsT, what h:{ppcncd to utility rate regulation in the

Golden State? Uintil 1975, our utilitics had rate
structures indistinguishable from those in all other
states. ‘The central feature of these rates was the
declining block — which, despite innumerable mis-
informed contentions to the contrary, was rooted in cost,
rather than amtithetical to it. Nor were such rates
“promotional’” — they merely allocated energy ac-
“cording to the best cost, supply, and demand projections
available at the time. As a matter of policy,
cost-ol-service rates also held cross-subsidization among
~ customer classes to a minimum. To the extent that any
class overpaid, it was business rather than residence,
since the former normally paid a higher rate of return
than the latter.

California Begins Marching to a Different —
And Very Peculiar — Drummer

All this beean to change very dramatically in 1975,
when several reform-minded people were appointed to
the California commission.

Wiltlam Symons, Jr., is a member
ol the Calfornia Public Ulilities
Commission. He served as presi-
dent of the commussion during &
two-year term beginning in 1968,
Prior 10 being appointed 1o the com-
mission, ho was a member of the
Caifornia stato senato. Commis-
sioner Symons has senud as a
member of the execulive coinmittes
of the Nationa! Association ol
Regutatory  Utlity  Commissioners
since 1968 and during tho same
petiod be has been one of four state
mempers ¢! each of the NARUC-
Federal Communicabons Commis-
sion joirit boards.
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The California reform program, which made its
tentative debut in that year, and continues to the present,
has severnl key features:

“Striving to Better, Oft We Mar What’s Well”’
—RKing Lear, 1iv 347

For the last several years, the rate design experiments conducted
by the California Public Ullities Commission have received
extraordinarily favorable press. Only recently, as the consequences
of those expreriments have begun to materialize has that coverage
begun to change — most notably in this magazine, —which
recently published two articles highly eritical of California’s new
rale structure.®

It has been my good fortune to serve on the Caltforma
commission for hwo terms —spanning the 12-year period from
1967 to 1978, This experience has given me a perspective enjoyed
by fetwer and fewer of my counterparts — a chance 1o see firsthand
not only hoe traditional regulation worked, but also the
consequences of averthrowing it to meet the supposed extgencies of
the Brave Newo World of permanent resource shortages.

1 have tiwo reasons for writing this article. One is to share the
lessont 1 have learned over the last twelve years. The second is to
correct the misconceptions which still remain about precisely whal
has happened in Caltfornia. Some of what I have to say will
incvilably repeal points made in the twwo articles alluded to earlier.
My goal 15 to minimize such repetition, while providing a
different, up-to-date perspective, and correcting the minor errors
contained tn the earlter commenlaries.

By rie AUTHOR,

s Urititv: Rates under the National Encrgy Act, Quo Vad™ by

Paniel | Reed, 102 Popne Urianies ForrzionTey T, July 20, 1978,

sCabfornias Bifeline Policy,” by Athin Jo Dahi, 102 Pestie Uiiennes
Foranteniiy 13, Augnst 31, 1978,

1) Lifeine — 1 will not discuss the history or
mechanics of this program, as they were very ably
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covered by Albin J. Dahlin the August 31, 1978, issue of
this magazine. | wish merely to correct one mistaken
impression created in his picee: that lifeline was imposed
on the commission by the legislatare. This is true only in
the most formal sense, in that we do have a lifeline law.
But the story of lifeline did not begin or end with the
legislature, for the cominission had-begun implementing
lifeline months before the fegislature acted. Morcover,
two of our newer commissioners lobbied for the lifeline
bill, and later took much of the credit for its passage.

1 il
However, considerations as to the real origination of
lifeline fade in significance when compared to the way in
which the commission administered the program.

Not waiting for the law to be effcctive, the commission
created its own lifeline quantities and rate design in a
general rate hike beginning in the fadl of 1975, Sinee the
statute called for the commission to [reeze the rate for
hifeline use until systemn averages vose at least 25 per cent
above January 1, 1976, levels, this premature imposition
of lifeline had a “double-dipping” effcct and exaggerated
the impact of the frecze. Morcover, the law empowered
the commission to raise lifeline rates once the 25 per cent
ceiling was picreced. My agency unfortnately chose not to
exercise that power. Lifcline rates for Pacific Gas and
Eleetric Company customers, {or example, remained
frozen and even fell slightly while system average rates
doubled. .

Since **California lifeline’ is not limited only to the
clderly or to the needy but is universally applicd to all
residential users, this type of grand implementation
causcd a massive shift in revenue load from residenial
users to customers in the agricultural, commercial, and
industrial classes — exceeding half a billion dollars
annually.

The shift has become so severe that a substantial
volume of encrgy is delivered at less than cost. For
example, in PG&E's most recent general rate case, the
company gas department witness reported residential
customers paying a negative 2 per cent rate of return,
while large industrial customers were being required to
pay a 42 per cent rate of return. Sclling cnergy to
residentials at a dead loss can be a tremendous burden
where residential sales average one-third to two-filths of
total sales.

2y Flat and Inverted Rates — The commission’s lifehine
proposal combined with and complemented a program
to flatten and invert rates. In midsummer, 1977, the
commission suddenly inverted all natural gas rates.
Residential use was divided into five tiers. "The first and
cheapest was lifeline. "The middle three featured charges
which rose with use, and the fifth was a penalty charge
for supposed waste. The commodity charge for
commercial and indastrial use was setat a price slightly
higher than the highest residential or penalty tier.

The commission 18 now embarked on a series of
decisions 1o flatten electric rates, The dirst of these
concerning PG&E, was issued September 6, 1978,
Subsequent decisions affecting the remaining California
utilities can be expected in the newr future,
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3) Time-of-day Rates — 1 have no objection in principle
to this sort of rate reform, since it is an extension of the
cost-of-service  principle. 1 object most strenuously,
however, to the way this concept has been implemented
in California.

Time-of-day rates based on costs would identify those
customers most responsible for the peak and charge them
for the higher costs they impose on the system. In the
main, this would mean higher residential and com-
mercial charges, and lower or unchanged industrial oncs,
since this is the pricing which corresponds most closely
to peaking costs.

Unfortunately, the California commission decided to
go about the whole thing backwards. It imposed
time-of-day rates first on the very largest users, those
whose demand exceeds 4,000 kilowatts. We are now in
the process of extending those rates to those in the
1,000- to 4,000-kilowatt class, and some thought is being
given to extending coverage to users with demand over
500 kilowatts. THowever, this last cxtension is many
months away at best. Through the whole process the
residential class has not only remained unaffected but

has even had its use at system annual peak encouraged -

by means of a new lifeline allowance for air conditioning.
How the commission reconciles this allowance with its
often-voiced commitment to conservation or to lowering
peak load totally escapes me. “

It should surprise no one that a rate reform program as
comprchensive and radical as this received a good deal of
attention at the height of the energy crisis. At first,
virtually all of that attention was positive, and dissenting
opinions were ignored. As data on the program have
accumulated, a far more critical viewpoint has begun to
cmerge.

The readers ol this magazine have been exposed to
several aspects of that new viewpoint, [ would like to take
advantage of my perspective as a commissioner to offer
scveral more.

My basic objection to the entire rate reform program
was that behind all the razzle-dazzle about conservation
the program appears to have one driving goal —securing
maximum political advantage out of a scheme which
promotes massive redistribution of income via utility
rates. In funding this escapade California gives
businesses “‘the business.”

How else can a program that prices up to one-third of
sales below cost be explained? As a matter of fact, the
Catifornia Public Utilities Commission stafl is unabie to
produce evidence that this rate structure is conservation
clfective. Qur most recent report indicates that average
residential usages since the first of the year were increasing
in two cases out of three for our major gas companics,
and in three cases out of three for our major clectric
companies.' How else can we account for an atleged
cotmmitment to conservation while the lifeline program
was being introduced and extended 1o — of all things —
domestic air conditioning? How else can we account for a

M as and Eleetrie Sales Trend Januwary, 1973, through NMay, 1978,
Califernia Pablic V'dlivies Commission Energy Conservation ‘Team,
Figures 2 and 4, July 3, 1978
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gas rate structure which pegs all commerdial and
industrial rates 0 a level Aigher than residential use
defined by the commission as wasteful? And how ¢lse can
ve account for an clectric rate structure which forced
northern California businesses to absorb single-handedly
the enormous costs of the 1973-77 drought? In short, the
drift of California commission policy over the last few
years has been nothing more glamorous or principled
than providing a windlall to the politically populous,
leaving the utility’s remaining customers holding the
bag.

The Piper Must Be Paid

While the unhappy features of the new California rate
structure may not have been reported to out-of-state
observers, the problems have not been lost on the
California business enterprises. As they came to realize
the scope of the injustice and harm that restructuring has
visited upon them, outrage and resistance have grown.
Calls for economic justice and sanity have become the
principal point of their presentations before the public
utilitics commission.

The problem has also come to the attention of the state
legislature. In response, the joint committce on the
state’s cconomy recently held hearings on the effect of
rate design on Catifornia’s economic well-being.? Typical
of the remarks were the following by Joseph Cleary of
Airco Inc.:

At present ... we do not look upon California with
favor. Anything but, We would add plants here only if
there were no other viable option. In other words, in
close competition with other states, California would
lose every time,

Airco has 23 power-intensive plants operating
across the nation. T'wo are in California. Over the past
two years, the average power price for these 23 plants
has increased by about 12 per cent. But for the two in
California, it has increased by over 150 per cent!

The large and disproportionate increase in Cal-
ifornia would be alarming cnough if it were cost
related. But it is not. Instead it results substantially
from the CPUCs abandonment of cost-ol-service
principles.

Il *California Means Business,” as the governor
says, it can prove it by changing the environment that
business operates in here. It can start by replacing the
social experimenters at the CPUC with commissioners
who will restore objectivity to rate making and renew
confidence in the CPUC, -

Some telling cost comparisons were made by a
representative of Bethlehem Steet Corporation:

oA comparison of the Cabifornia eleetrical energy
costs with those in other western states indieates that

*Combined senaresassembly hearines of the jott committee on the
state’s cconomy, Febraary T5th and o, Sacramento, Calilonnia,
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there is a significant competitive disadvantage to
California-based steel plants.

.. As compared with the average unit cost of
clectric power in Scattle, the Los Angeles plant paid
an operating cost “penalty” for power of $4,815,616 in
1976 and $4,279,620 {or the f{irst ten months of 1977,

Those “penalties™ amounted 10 $24.32 per net ton
of shipment in 1976 and $22.31 per net ton in the first
ten months of 1977, In other words, higher electric
power costs alone add somewhere between $20 and
$25 to the cost of making a ton of steel in Los Angeles
as compared with Scattle.

<+ Pexpeet that this is generally the case with all
California steel plants as compared to steel plants
located in other western states. 1 believe this
competitive disadvantage could conceivably result in
curtailment of operations and ultimately the cessation
ol all steel plant operations in this state.
and  Chemical  Corporation’s

Kaiser  Aluminum

Richard Pooler testified that:

.+ to produce a variety of goods in California,
Kaiser pays a premium of $17,000 to $228,000 more in
clectrical power costs compared to other states.

LN I N

... ilthis continues, our California plants will not be
competitive with other plants or in foreign markets.

... last year we paid $228,000 more in electrical
power costs at Moss Landing compared to an average
cost for comparable operations in other states.

These large increases are detrimental to the future
of our California refractories plants, because they
compete with similar plants elsewhere in the U. S. and
around the world . ..

.« In all these markets, competition is fierce from
Japanese, German, Austrian, Mexican, and castern U.
S. producers. We are fecling particular pressure from
Mexican producers competing in the western U. S,
market.

.+ As Kaiser Refractories” California energy costs
increase relative to other states and forcign nations, its
products become less competitive.
Corporation’s  Gerald

Owens-Corning  Iiberglas

Fuller belicves that;

... recent actions by a state regulatory body — the
public utilities commission — are contrary to
recent progress in encouraging business growth in
California.

.+ the PUC actions can only be termed
antibusiness in their effect. The commission is clearly
diseriminating against industrial and  commercial
customers. No other state is discriminating in this
manner. ... (The cost of gas to industry in California
is much higher than in those areas which have

13
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experienced the worst shortages; namely, the Midwest
and Great Lakes area, and the Southeast.

.. . the PUC policy will place some industrics at a
competitive disadvantage. ... (They will pay penlty
rates and be put at an economic disadvantage to
competitors in other nearby states, Such conditions
will force companies with expansion plans, such as
ourselves, to look elsewhere than California for
competitive plant sites,

* o & ®

they can have a devastating cffect on
job-creating conunerce and industry in California.

R. R. Imsande of Anhecuser-Busch, Inc., testified:

To indicate the magnitude of the problem in
California, T would like to refer to the following few
statistics. For example, clectricity supplied by PG& L
to our [Fairficld Brewery costs us 3.6 cents per
kilowatt-hour. Electricity supplied to our Merrimack
Brewery by Public Scrvice Company of New
Hampshire costs us 2.7 cents per kilowatt-hour.
Flectricity supplicd by Houston Power and Light
Company to our Houston Brewery costs us 2.0 cents
per kilowatt-hour. Electricity  supplied by Union
Electric Company to our St Louis Brewery costs us
2.2 cents per kilowatt-hour.

On a total dallar basis, we paid over $2,175,000 in
1977 for clectricity atour Fairfield Brewery. Hwe were
Lilled at the Houston rate, our electric cost would have
been $1 million less in 1977,

NMuch of the California increase has been due to the
incquitable and misguided rate structures which have
been imposed in this suate.

¢ o 0 0

... "The comuission should not ... embark upon
dangerous and inequitable courses which can do great
damaze to the California economy and the best
interests of its citizens,

Daniel Phelan of Fibreboard Corporation noted:

Jwe are fuying 300 per eent of what our computitor i
AMontuna zz-¢>1d11"[u; the samic elechic wsages over three umes
as much as our competitor in Oregon; two and
one-half times as much as we would pay in Louisiana
or Colorado, 19 per cont ol what o conmpretitor in
North Carolini pays; and 140 per cent of what we
would pay if our plant were located in the Los Angeles
arca. We are now paying $1,270,000 4 year more for
an equal amount of clecuricity than our nearest
competitor in Oregon lor a business that grosses only
S12 million per vear. It is difficult to survive with that
kind ol cost penalty.

These complaints give but the vaguest indication of the
anger now prevading California’s business community.
Pyen more fundamental than that, however, is the fag
that by its rate reform the comumission has \'irtunl]y
single-handedly transformed California from a cheap
energy state to one of the most expensive energy states in
the union. This is especially unfortunate in view of the
fact that California’s prosperity and cconomic healthy
growth have long relied on reasonable energy prices.

Regulation by Gimmickry

The harm that the commission has done to the
cconomy of California, and the preposterous rationale for
the performance of that harm, are bad enough. What has
been even worse, however, is the refusal of the
commission to admit its errors and to acknowledge the
damage it is doing to its utilities. With unconscionable
alacrity it has resorted to gimmickry to sustain it
faltering rate structure.

‘The need for gimmickry has arisen for several reasons.
Our inverted natural gas rate structure has so increased
the cost of gas that oil has been made a relative bargain,
As a result, numerous industrial users have prematurely
abandoned gas as their primary fuel. This presents an
enormous preblem to the utilities because, under
inverted rates, industrial users provide the margins
necessary  to meet the utilities’ revenue and profit
requirements. In the world of inverted rates the loss of
only a few industrial customers can mean financial
catastrophe to the utility. Economic downturns also have
similar effects on both the clectric and gas operations of
our utilities. ’ ;

To deal with the new revenue instability, California
adopted a parade of expedients. Chiel among them are
the following: k

1) It confiscated refunds due industrial customers and speat
this maney warding off this year's rate creases. NMany large
users of natural gas have left PG&E to burn coal or oil.
Refunds totaling $130 million for overpayments on
1972-76 Power Commission-reguiated gas
supplies have been returned to California. Utility tariffs,
cquity, and statutory considerations dictate that this
moriev beé returned to the customers who overpaid. But,

Federal

in its rush to shore up the new rate structure, the
commission has converted these funds to payv for 1978
gas.

2) In a separate effort to halt the hemorrhage in lost
industrinl sales, the commission conspired with the California
Alr Resotwrces Board to foree tndustry to relurn lo burning of gas
regardlesy of price. This proposal raised such a furor that it
has been shelvéd for the time being.

3) In o farther effort o keep the utilities whole, the
commivsion concocted an astounding “supply adjustment
mechanism, ™ or 8.A4.M. "This mechanism guarantees a
profit margin on sales, whether sades occur or not, by
virtue of a surcharge on customers’ bills. These
surcharges are delayed and will begin tiking elfect on

A i ey R SR

Joanuary 1, 1979, Asimilk weice js now in the works for

cleetric sales. ]
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4y The commission intioduced price diocriminaton. 10 split
the formerly wniform G-50 schedule for priovity three
and four, medivm and large industrial gas customers,
Twenty-nirie per cent of these customers have been
shifted into a new G-52 group which pays less for gas,
cven though they use gas for the identical purposes as
those customers feft behind in the G-50 group. The only
distinction is that between the “haves” and the *have
nots.” Gas customers capable of using an alternate fuel
{(No. 5 and No. 6 fuel oil) are treated o a lower ratce.

Customers without such an alternative must pay a higher

rate. 1tis as discriminatory as setting bus fares lower for
the person with a car and higher for the person without
one.

5) Lauly, the commiaion has promaturely deducted from

v
$41 million reduction. 1 desceribe this act as premature

for two reasons, Piest, the commission has an

investigation pending into the Jarvis-Proposition 13 tax

reductions, and no finding has yet been made as to their
scope, size, and timing. Secondly, Proposition 13 tax
savings will not begin aceruing to udilities until 1979,
Standard regulatory  practice dictates that rate re-
ductions not occur till actual savings are realized.

A rather simple message emerges from all” this:
California’s rate reform experiment is a failure. It must
not be repeated by other states. Rather than sweeping
the country, as was cwlier thought certain, our
floundering experiment will have to be dismantled over
the next few years or even sooner. Undoing the damage
will require the making of many very difficult decisions,

My sympathy and support extends to the commissioners,

wtdity revenve vequarements potential Proposition 13 faoperty tax
as yet unappointed, who will have to make those tough

redductionrs. Fhis action helped allow my agency to tout a
recent PO& L electric rate increase of $229 million as a

"

decisions.

Public Attitudes on Government and Taxes

The Advisory Commission on Intergovernmental Relations reports that an annual poll on
government and taxes has indicated little support for a widely held notion that poople are getting
“fed up" with property taxes.

In answer 10 a question, "Which do you think is the worst tax,” there was only a margin of 2 per
cent between those who answered “the property tax” (32 per cent) and those who said “the federal
income tax™ (30 per cent). Moreover, over the five years that the ACIR has asked this question, the -
two taxes have remained consistently close in the contest for the "worst tax.”

The 1978 polt did reflect one instance of significant regional variation: Respondents in the West
felt much stronger about the local property tax, with 44 per cent claiming it is the worst tax. The in-
ceme tax garnered only 23 per cent of the western vote,

These and other findings are contained in ACIR's latest publication entitled 1978 "Changing
Fublic Attitudes on Governments and Taxes.” in this report, the ACIR notes that a “significant shift in
the public estimates of tha relative effectiveness of the three levels of government appears to have
taken place just after the passags of Proposition 13." In ACIR's poll, taken just prior to the adoption
of Proposiion 13, respondants indicated that they “got the most from thelr money,” from the federal
government, followed by local, then state government. In sharp contrast, a few weeks after the
California voto, three national polls found that in response to similar questions, the tederal govern-
ment ran a "poor third."”

There appears to be a distinct polarization in the views of the electorate on two issues: whether the
Hfederal government exercises too much or too little power; and whether special federal aid should
be provided to needy central cities. Some 38 per cent of the respondents said the federal govern-
ment has too much power; 36 par cent sald it should use Its powers more vigorously to promota the
well-being of all segments of the population. Only 18 per cont folt the fedaral government is now us-
ing just about the right amount of power for meeting today's nceds. Similarly, 47 per cent of the
respondents favored special fedearal aid to needy central cities; 45 per cent opposed it.

Thero was no clcar consensus concorning hie abllity of stalo and local governmonts to doal with
problems. Thinty-six per cent felt stato and local government was too fragmented and disorganized; i
33 per cont that they should bo given more power,

OCTOBER 26, 1978—PUBLIC UTILITIES FORTNIGHTLY ) 15
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" Jutroduction
This report ;ddrcsscs the possible ceffectiveness of lifeline rates

in PIM's service territory.. About a year ago, the lifeline rate

concept was considered by many to be an acceptable means of income
redistribution for the purpose of isolating, at least to some degree,

the low and fixed income housecholds from-:apidly increaéing energy

costs, After much criticism of the‘concept it has become somewhat

of a mute topic as a natignal policy, but on a specific Service area basils
several regulatory commissions have and are still considering implementation
of the concept. The results of thig analysls demonstrate that life-

line would be a very ineffective mcans of income redistribution in

PRM's service territory.

Also addressed in this report are the rélationships among kilowatt

hour consumption and gross houschold yecarly income, people per house-~
hold, age, and ethnic group of rcgpondent. Results indicate that about
26 percent of the variance in kilowatt hour consumption can be
accounted for (explained) by changes Iin the above mentioned in-
dependent vardables, The prediction is subject to a standard error

of 267 kWh/wonth, average use is 494 kWh/month,

LITELINE RATE BACKGROUND

Lifeline rates have been proposed as a means of negating, at least in
part with respect to incrcased energy costs, the adverse gffects that
double-digit inflation has had on the low and fixed income families
of the nation. John C. Sawhill, FEA's former Administrator, im his

opening remarks at FEA's Second Utilities Conference on September 19,

<30
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1974, expressed interest and support for lifeline. He said:
L

"Under this proposal, the first 400 kilowatt hours a month
for each residence would be billed at a rate lower than the
average cost. Customers who use more than the minimum amount
would pay higher rates to offset this rate reduction for the
poor and the elderly existing on fixed incomes. I feel very
strongly that the poor and clderly must not bear the brunt of
recent price incrcases.
This provides both incentives for conservation and relief to
low income fawilies faced with highqr costs for thelr necessities
of 1ife. 1 endorse this approach and am very anxious to sce

nmore innovations like this adopted."l
Steve Mintz of the FEA's Office of Consumer Affairs/Special Impact
prepared a basic paper on the Lifeline Rate Concept. His concluding
remarks stemning from his analysis of the concept are as follows:

Conclusion

Objections not withstanding, lifeline is perhaps the brightest

concept to emerpe from the enerpgy crisis. The low-income house-
hold and the low fixed-income elderly housechold are dependent

upen clectricity to maintain health and home. When the price of

clectricy riscs to a poeint where 1t begins to consume an unusually
large share of income, life sty’ 2 is threatened. Lifeline would

guarantce an amount of electricity which can provide for the

basics of 11fc at a recasonable rate. Deyond that low rate, a

signal 1s given in the form of a higher rate to all those desiring

-2
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more electricity; if you want to use more power, you must pay
for it ~ the choice 15 yours. ' .

Lifeline may not work for evervone in all places, but it should

be tested by FEA as a demonstration project. It 1s a concept
designed to distribute energy to people in a fair manner.

(Emphasis added)

On Decewber 19, 1974, Mr. Mintz discussed the lifeline rate concept
at a FEA Consumer Affairé/Special Impact Advisory Committee meeting.
Committece Chairman Lee C, White indicated that the group might well

endorse the concept at its next meetling Iin the form of a specific

A
!

recommendation to the FEA. Meanwhile, White said, "We should lobby

this idea with Administrator Zarb and Secrétary Morton."3

The Lifeline Rate Concept as precented by Mintz has received much
criticlism, Quoting from a report prepared by J. D, Pace, NERA,

titled Revicw of Mintz Lifeline Rate Paper, '"Our review reveals that

this paper (¥Mintz) is replete with distortions of basic economic
concepts and omissions of relevant material. Thus, it fails to pro-

' One of the main criticisms

vide a basis for rational policy decisions.'
from NERA 45 the assumption that must be made 1f the lifeline rates are
to be an effective means of transferring benefits to the poor, that

there must cxist a very strong positive corrcelation of income to

kilowatt hour usage. Mintz discusses averages, and in most in;tances,
averages do reveal a positive correlation between income and usége. ‘But,
as NERA has demonstrated, examination of the distribution of Qsage,

arcong the income categories reveal a good proportion of inconsistencies

in the velatlonship.




One very feportant pojut that has been made by Mintz and more important-

ly also wade by NERA 1is that the income-usage relationship varies by arca.

Mintz stated in his "Lifeline Rate Cugcdpt" report that, "... it is this
sort of effort (enalysis of incomc—usége relationship) that utilities
must pake in thelr ovn scrvice areas to test the applicability of
lifeline for thcmselves."4 One of NERA's conclusions, after review-

ing the results from several research efforts regarding income-usage-

relationships, is:

"Income may have an important upward effect upon the consumption
of elcctricity in some arcas and not in others. This uncertailnty
underscores the importance of evaluating the situation within

the service territories of individual'utilities, éince false
conclusions may be reached by applying results from one area

‘ 5
to another.”

Although the lifeline rate concept is somewhat divorced from allocating
costs by a cost of servicing methodology, it 1s, in the minds of many;
a socially acceptable éfrangemcnt worth pursuing. In New Mexico,
rarnked 49:th in per capita income, 1lifeline rates may.be viewed by
governmental officials as an efficilent means of incone redistribution.
Transferring some of the burden of income redistribution from govern-
ment to the utilities, This might be especially true in light of both
Mintz's and NERA's qualifying statement that the income-usage Telation-
ship wlll have to be exauwined in each specific arca to determine 1f
lifeline is an efficient means of transferring benefits to those in
necd; - The reaminder of this report will examine the income-usage
relationship (along with other socio-cconomic and dcmographic char-

acteristics of the population) in New HMexico and the methodologles
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employed Lo examine this relationship.

DATA BACKGROUND -

[

In Noveuwber, 1974, PNM conducted one of the most comprechensive company
wide customer surveys in its' history. Five hundred and eighty-one of
our residential electric customers were personally interviewed to

obtain a representative measure of our customers attitudes, opinions,
and awarencss toward many issues important to PNM. Thé aggregate
rcsults were presented in the initial report which was followed by

a second':épqrt presenting the results segmented by socio-ccononic,
demographic and longitudinal variablés. Although a considerable amount'
of valuable information has becn'obtained from the analysis of the

date, it was fclt that ample information was obtained for use in

analyzing the efficicncy of the lifeline rates in PNM's scervice territory.

As stated previcusly, 581 customers were surveyed, additionally, 32
customers were surveyed In the pretest of the questionnaire, Comﬁining
the survey and the pretest we obtained a sample of 613 customers.
Although the pretest customers were excluded from prévious analysis

duc to some changes in questionnalre construction (from the pretest to
the final survey) the information related to the income-usage relation-—
ship remained unchanged and it was decided to include them in 'this
sample. To obtaln .usage by customer data, each customers reéord was
scarched by name or address with the aid of our customer inquiry system.
In 33 instances we could‘not locate the specific customer in question,
presurably due to such things as service I1n landlords or other un-
related member of household's name, pole number on our records for';

the address, or incodrrect rccording by the interviewer, thus reducing

5




the sample to 500 cystomers. The exclusion of certain customers due to
lack of informatlion was fairly cvenly distributed throughout the
divislons of our system, thus rctaining the overall representativeness
of the sample., A comparison of the chdractcristics (income, ethnic,
kWh usage, appliance saturatiomns, etc.) of the sample to census data,
previous appliance saturation surveys, and general ?nformation con-
tained within the company, indicate that the survéy is in fact very
representative of our total customer population.

)

SURVEY RESULTS

Examining only the consumption averages by income categories indicates that
l;feliue rates might be an effective méans of income redistribution

in PIM's service area., The results of this survey suggest that the

average kilowatt hour comsumptions, based on a twclye month average,

for the various income categpories are as follows:

Annual lousehold .
Gross Income (1974) Average Monthly Consumption

$ 0 to$ 1,000 286 kWh
$ 1,001 to § 2,500 267 ki
$ 2,501 to § 5,000 369 Lih
§ 5,001 to $ 7,500 393 kWh
$ 7,501 to $10,000 457 kW ]
$10,001 to $15,000 577 kWh
$15,001 to $20,000 - 735 Kih
$20,000 aund up 835 kWh

~

But, as stated previously, one of NERA's main criticisms with Mintz's

-




~analysis was that he based his conclusions on the examination of
averages and averages can be very misleading. 7The following table

presents the ranges of consumption for each income category:

Annual Household

Gross Income (1974) Averape Monthly kWh Consumption*
Lowest Highest Range
$ 0 to $ 1,000 23 825 669
$ 1,001 to $ 2,500 | 53 825 772
§ 2,501 to $ 5,000 77 076 999
§5,001 to § 7,500 | 53 1250 1197
$ 7,501 to $10,000 61 1335 1274
$10,001 to $15,000 69 1506 - 1437
$15,001 to $20,000 143 2997 2854
$20,001 and up ‘ 203 2114 - 1911

#Note: these arce monthly averages over a twelve month period thus decreasing

a month by month overall voriance,

This large dispersion of consumptions within each of the income categories
suggests, at least in PIM's service area, that income may not be a
very strong predictor of consumption and thus distracting from the

cificicncy of lifeline rates.

After regrouping thie income categories into threce larger categories,
those of less than $5,001, $5,001 to $10,000 and more than $10,000,

a table of the cumulative percentage of average monthly consumption for
‘each of these income categorics was constructed., The table is as

follows, a graphic prescntation is on the following page:
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Kilowatt llour Consumption/Month Gross Houschold Yearly Income (1974)
Cumulative Percentage
§0-$5,000  $5,001 to $10,000  $10,001 And Up

0 - 100 kih 11.3% 3.0% 1.0%
101 - 200 o313 12.0 Y
201 - 300 : 49.6 30.6 8.2
301 - 400 ' 69.6 49.8 | 15.9
401 = 500 ~ 82.6 75.5 32,4
501 - 600 89.6  85.7 52,0
601 ~ 700 95.7 89.9 65.9
701 - 800 9646 94,7 75.2

801 - 900 99.2 97.7 83.4
901 - 1000 99.2 . 97.7 86.5

1001 ~ 1250 ' 100.0 98,9 93,7

: Over 1250 100.0 100.0 - .100.0

Under the proposed lifeline rate structure the first 400 kilowatt hours

consumed In a month are billed at a low subsidized rate, irrespective
of cost of scrvice. This assumes that these 400 kilowatt hours will
help maintain an édequate life style at a low percentage of income

for those low and fixed income families., The results of this survey

indicate that only about 70 percent of those making less that $5,000
a year would benefit by the reduced rates. Also, some 50 percent of
those making between $5,000 to $10,000 and about 16 percent of those

making more than $10,000 a year would also benefit by the reduced rates.

There are questions about the legitimacy of charging one rate for those

who use less than 400 kilowatt hours and charging a different rate

<38

for those same first 400 kilowatt hours for those using more than 400




‘kilowatt hours, " It's also qnlikely that any utility would consider
récovering the lost revenues from a decreased rate for the first 400
kilowatt hours in the 40lst kilowatt hour. Therefore, it secms'likely
thét the revenues lost from the rate decrease in the first 400 kilowatt
hours would have to be recovered over consumption beyond the lifeline
level. As NERA has demonstrated, recovering lost revenues in this
fashion means lower bills for those using well in excess of 400 kilo;
watt hours. Assuming 800 kilowatt hours as the breakeveﬁ point, (a
realistic estimate), about 97 percent of those making.$5,000 or less
would bénefit from the reduced rates. But roughly 95 percent of those
making between $5,000 to $10,000, and 75 percént of those making more
than $10,000 would also benefit from lifeline. Creating a situatioﬁ
wheré high users, consuming more than 800 kilowatt hours/month, would be
subsidizing low users (if you can call 400 - 800 kWh/month low users)
moré'thén they are now under the existing rate structure. Undogbtedly,
the commercial and industrial.custoﬁers would also b; called on to make
up at least part of the lost revenue;; The amount of the added electricity
cocfs to the commercial and industrial sectors that would be tr#nsferred

back to the low and fixed income families adds another weakness to the

lifeline concept.

It is evident that lifeline rates would be a very inefficient means of
transferring benefits to the low and fixed income families in PNM's

service territory.’ : : .

Explanation and Prediction - Income

Using a simple regression analysis with usage as the dependent variable

and income as the independent variable we find that about 17 percent of

-10-
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the varfance in kllowatt hour consumption can be accounted for (explained)
by changes in dncome. At this point a few qualifying statements must be

made. First of all, regression analysis 1s a linear least-squares

fitting technique. The weakness of this technique 1s that it fits the
most representative straight line (equation) to describe the relation-
ship over the entire range of the relationship but it will not detect a

curvilinear relationship 1f one exists, Secondly, prescribed survey

techniques dictate that, to increase response rate related to income
questions, respondents shquld be asked to indicate what income category
-represents their approximate income rather than asked for their exact -
income. Income categories were used in this.sﬁrvey. Therefore, in-
herent weaknesses exist in the resultant regression équation due to
approximate income figurés rather than exact incomes, the consumption
figures are accurate. Although this may have weakened the predictive
(explanatory) stréngth of the regression equation it is acceptable.

In comparison, other studies of this nature have seiected block

house values from several year old census tract data as a surrogate
variable for income. I believe income categories to be a more valild

approach. .

For predictive (explanatory) purposes, the‘regression equation tells

us that, as a very gencral rule, every $1,000 increase in annual gross
‘income will résult in a 21 kWh increase inkconsuﬁption<per month. Also
ﬁhat the intersection, in this instance, defined as no family income,
ie 321 kWh/wmonth, i.e.‘é household without any income will use 321
KWh/month. For a houbchold with an $2,200 income, théif_predic;ed
usage would be 493 kWh/month (8.2 x 21 + 321). The graph on the
subseqﬁent page 1s a representation of the ihcome—usage fclationship.
The solid line 1is the best lincar representation of the rclationship.

-11-
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“fhe two broken up lines are the boundarlfes of which we can expect '

2/3 of our customers to fall within. An example, given a famlly's
income to be $10,000, our best prediction of consumption would be '
531 kWh/month, 2/3 of the time the actual usage would lie between

250 to 812 kWh/month. The standard error is large and therefore the
stréngth of the prediction weék. Again, only 17 percent of the variance

~

in consumption can be accounted for by changes in income.

[}

Explanation and Prediction - Other Variables

The variables, age of head of household, education of head of household,
" people per houschold, and ethnic group of respondent were used as the
independent variable in several simple'regression analyses with usage

as the dependent variable.

Ape - A linear relatdionsbip did not exist between age of head of
household and usage. Examination of a cross tabulation of usage
.by age reveals a-curvilinear relationship. Usage ‘increcases as
age increases from 18 to about 45 and then usage decrcases as
age increases. By comparison, the age categofy of 35 to 54 is
the greatest consumers of electricity, while the catégories of
25-34 and 55-64 are next in consumption. The 18-24 and 65 and
bvcr age categories consume the least electricity.

Education - The regression equation tells us that abou£ 7.6 per-
cent of the variance in usage can be accounted for by.chénges

in the amount of education of the head of hoﬁsehold. That fér every
additional year of formal and/or vocational education bcfond the
6th grade will result in an incrcase of 25 kWh per month, This

prediction is subject to considerable error. Educational level

=13~ | | ' . <51




is positively correlated with income, clectric appliﬁncc owner-
ship and Anglo-American ethnic _[roup membership., It is negatively
correlated with people per houschold and age.

Pe@ple per household - About 6 percent of the variance in usage

can be accounted for by changes in the number of people per house-
hold. As a general rule, for every one additional person per
household the usage will increase 45'kilowatt hours per month.

For a single mémbcr household the predicted usage would be 387
kWh/month. The stapdard error of the prediction is very large,
300 kWh/month, hence the predictive strength is weak.

Ethnic Group - In this instance, since the varlable values were

1l for Anglo-American and 0 for others (QGZ‘of the others were Spanish-

Americans), the results will yield the.same-as a comparison of the average
| usage for ecach group. The results éhow tﬁat the average Anglo-

“American household will use 142 kilowatt hours more per month

‘than the other (Spanish~American) household. The interesting

information obtained from the regression is:the size of the

standard error. It is more than twice the magnitude of the

kWh differcnce accounted for by changes in ethnic group. Mean-

ing that there are considerable inconsistencies in the relation-

ship.

Stepwlse Regression ~.Ea§h of the above regressions have examined
bivariate relationships in isolation of the other independent
variables. Stepwise regression is a quick and efficient meén§
of obtaining the best pfcdictive equation using all of the given
independent variables. This‘procedure does not always yield the

true optimum, but 1t usually does fairly well, Stepwise examines

all of the variables and sclects the variabie which 1s fhc best

~14=
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predictor, \Thc_gocond independent varfable to be added to the
'rcgrQSSIOA cquation is that which provides the best.prcdiction

in conjuction with the first variable, and so on, If A variable

is really a linear combination of varilables already in the cquatién
it will add littie to the predictive strength of the equation.

A good example 1s education, 1f we know the income level of a
household, the additional information of education adds little
strength to our prediction.

Employing all five of th; independent variables used in the above
simple regressions ghe resultant stepwise'regfession equation is as
follows: -

Predicted kWh

Usage/Month =1 (17.5) + P (57.8) + E (116) f A (2.5) + Eq (1.8) - 38

where
I = $1,000 of Income
P = People per household'
E = Ethnic group -+ 1 = Anglo—Amerigan, 0 = Other than

A = Age of head of houschold

it

Ed Head of houschold's years of education -~ 6

The above ecquation is subjcct to a standard error of 267 kilowatt
hours. In cbmparison, the simple rcgressiqn using income as the only
independent variable is subject to a standard error of 281 kWh. The
addition of the variables, pcople per ﬁousehold, ethnic group, age

aud education, did not greatly increase the accugécy of the prediction.
Using all five variables, we find that about 26 perccnt.of thé‘variancc
in kWh consumption can be accounted for (explained) by changes in the

independent variables.,
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- The reason that the siwmple repgression coefficients arc not additive,
lience not cqual to the stepwise regression coefficients in that the -
independent variables themselves are {ntercorrelated. The following is

a table of correlation coefficients fqr the variables:

Usage Income People/hh  Age . Educ. Ethnic Group:

Usage ©1.000  0.416  0.245 0.002  0.276 0.219
Income 0.416 -1.000  0.062  ~0.044  0.461 0.297
"People/hh 0.245  0.062  1.000  -0.385 -0.013 -0.247
Age 0.002 -0.044 -0.385 1.000" -0.208 0.089
- Education 0.276  0.461 -0.013 ~=0.208 1.000 0.411
Ethnic Group  0.219 0.297 | ~0.247 0.089 0.411 1.000

For a better understanding of our residential customers it is helpful
to know how the above variables correlate with electric appliance

ovnership. The following is a table of correlation coefficlents:

Elcctric

Space leat Space Cooling Cooking Water HeatiggA Dryex

Usage _ 0.213 0.092 0.408 0.284 0.371
Income - 0.056 0,069 ©0.305 0.026  0.265
feople/hh | 0.078 -0.057 0.020  0.007 0.062
Age -0.027 0,071 . =0.026  =0.00L'  =0.092
Education 0.004 0.054 0.303 0.015 ©0.233
Ethnic Group -0.007 0.168 0.305 . 0.022 0.177

The independent variables used in the stepwise regression are by no
means an all inclusive list of socio-cconomic and demographic char-
acteristics of the population. In the future we will be more étuned

-16~




:,gpithc data requirements of this type of analysis and will collect the
n;ccssnry data if this type of analysis 1s desired. Althoughbonly five
independent variables were used in this analysis their relationship
to,cbnsumption have been of great interegt. However, using this limited
number of characteristics one thing that can be said is that con-
sumption varies within varlous segments of the population and the

variances are probably due to something which is difficult if not

impossible to measure, like life style.
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Table 1

I. Introduction

My concern is with two policy instru-
ments that have been suggested to aid
the poor and the elderly in dealing with
rising energy costs: lifeline rate and
energy stamp proposals.

A prevalent, and understandable,
utility reaction to this topic is: “Why
us?” Surely it is not the utility’s respon-
sibility to see that all groups in our
society are provided with adequate
incomes or sufficient price subsidies to
enable them to obtain the necessities
of life. If, as we have all been taught,
ratemaking merely were an art, perhaps
this view would prevail—after all, who

says art has to be socially significant.
But ratemaking is not an art; it is a sci-
ence—a political science. Therefore,
regardless of your conception of your
social responsibilities, the realities of
the ratemaking process are such that,
if your rates are alleged to impose par-
ticular hardships on the poor and the
elderly, then obtaining the rate in-
Creases you require is going to be even
tougher.
I1. Definition

The logical place to begin is with a
definition of the term lifeline rate. A
lifeline rate is simply a low uniform
charge for the first several hundred

OUTSTANDING LIFELINE PROPOSALS §

Lifeline Level

State (Kwh) Rate
New dersey 300 3¢
Masearnusetts 300 3¢
Alapama 400 20% reduction
Maine 500 3¢
Lower than
Florida 700 Average cost
PR . rate for
Vermont gzgr»mned by succeeding
e btocks
75% of
: . Determined by
California Sl average cost
Commission of service
. . Determined by Tobe
Catifornia Commission determined

bow Jorsey

Michigan

Ailussge by
Giidit.od
custamers

Attusage by
qu.ahified

Sustemers

25% reduction

50% reduction

Applicability
Residential

Residentia!

Residential

Residential, 62
years or Qider

Residential

Residential

Rasidential,
Electricity
and Gas

Residential. 65
years or older,
alt utilities

Residential,
65 years or
older. income
under $8.000,
efectricity,
gas and phone

Residential,
65years or
oider. income
under S8 530,
ciectnonty,
gas and phone

Method of Revenue Becovery
Determined by Commission

“egquitably from all classes”

From commercial industrial
and from residential users of
over 1,220 Kwh in summer

“from all classes equitably™

To be determined

“equitably from ali classes”

not stated

not stated

Remmbursed by State Treasurer

not stateg
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kilowatt-hours consumed by each resi-
dential customer. The lifeline level
varies from proposal to proposal, but
in each case is supposed to cover the
minimum necessary electricity require-
ment. The lifeline proposals also pro-
vide that revenues lost as a result of
lowering rates for “minimum necessary
use” may be recovered in an “equi-
table” manner by increasing the rates
applied to residential consumption be-
yond the lifeline level and to commer-
cial and industrial use. The lifeline rate
approach then generally yields a par-
tially inverted residential rate structure
and somewhat increases commercial
and industrial rates.

Table 1 shows outstanding lifeline
proposals. To our knowledge, these
cover all of the outstanding formal
proposals—that is, those that have been
introduced as bills in state legislatures.
Intervenors’ proposals in individual rate
cases are not included. Lifeline pro-
posals have blossomed into consider-
able variety: the predominant lifeline
level still is 300 kilowatt-hours, but
proposals range as high as 700 kilowatt-
hours, and several proposals now are
addressed explicitly to benefiting the
elderly.

Our latest inquiry into the status of
these proposals indicates that the Ver-
mont lifeline bill is dead for this year,
but will be introduced in the next ses-
sion; the first of the New Jersey bills
is dead and all of the remaining bills
are in committee. One of the California
bills has passed the Assembly and is
on its way to the Senate.

There are still alot of people pushing
lifeline bills. This effort seems to be
concentrated among consumer groups—
the same groups that are against fuel
adjustments and the like. As far as we
can tell, there have been at most, only
two or three public hearings concerning
any of these lifeline bills—in New Jer-
sey, I am sorry to say, no one came. The
sponsor of the lifeline bill in New Jersey
was asked no questions, and no one
voiced any opposition to the concept.
Initially, it seemed that the FEA might
be a strong supporter of lifeline, but the

agency is now reported to be divided
on this issue.

1. Places Where Lifeline
Will Not Work

Speaking of the FEA, about a month
month ago Jules Joskow, Vice President
of NERA, and 1 had a meeting with
Steve Mintz, the author of the FEA
paper which so strongly advocated life-
line rates. After being bombarded by
replies from industry, Mr. Mintz had a
different attitude toward lifeline rates
by the time he arrived at that meeting.
He opened the meeting with the ques-
tion: “Is there anyplace the lifeline rate con-
cept could work?” As 1 am prone to do, |
answered the question in the negative—
“Let me tell you where it won't work”. Off
the top of our heads, when we counted
up all the problem areas, it seemed that
we had eliminated most of the country.

We came back from that meeting
with the notion that this question really

- ought to be addressed more systemati-

cally. And today I would like to impart
to you the results of that investigation.

I must point out that the data which
follow are drawn from a 1970 census
computer tape which is nationwide in
scope, but which provides data only for
a sample of one out of every 1,000
households. Thus, for some states, the
sample sizes are quite small, yielding
results to be taken only as indicators of
the facts for a given area. Considerably
more detailed data are available for
individual states or areas; we have
found that, in order to reach firm con-
clusions about a particular area, such
data should be consulted.

In order to proceed, I must make two
basic assumptions. First, by my defini-
tion, a lifeline plan doesn’t work if it
fails to benefit a substantial segment of
the-poor or, on the other hand, if it
inadvertently benefits a substantial
segment of the affluent. In other words,
I am making the assumption that those
who offer lifeline proposals have as
their true objective helping the poor
and/or the elderly. Second, I am as-
suming that the lifeline rate is structured
in such a way that it reduces rates only
for low-use customers.
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Table 2

Poor = Income Under $4,000
J10-15%

Over 15%

Table 3

Poor = Income Under $4,000

[ 77).25-50%
Over 50%
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Let me turn now to our findings.
Lifeline rates would only benefit cus-
tomers who are classified as residential
customers: rates applicable to com-

mercial and industrial customers would
rise. We first sought to determine the

proportion of the poor living in master-
metered dwelling units—that is, those
who do not pay their own electricity
bills, but have utility costs included in
rent. Table 2 is'a map indicating our
findings. In 13 states, including the three ;]
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largest states in the country, over 15 percent
of the poor do not pay their own electricity
bills. In these states lifeline rates will
fail altogether to reach one out of every
six or seven poor families for this reason
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alone. Moreover, in 14 additional states,
at least 10 percent of the poor do not pay
their own electricity bills. If you know your
population statistics, you may note that
nine of the 10 largest states in the coun-
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Table 4

Poor = Income Under $4,000
Over 20%

Table 5

Poor = income Under $4,000

T 510%
Over 10%

try are highlighted on this map.

In our investigation of the work-
ability of lifeline rates, we asked what
basic electric appliances consume
enough electricity to boost consumption
above the lifeline benefit level. The

answer comes to mind immediately—an
electric water heater. Table 3 is a map
highlighting states in which a high
percentage of the poor have electric
water heaters. In 10 states, over 50 per-
cent of the poor have electric water heaters.
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In an additional 13 states, over 25 percent
of the poor have electric water heaters. If
lifeline rate relief is restricted to resi-
dential customers using, say less than
500 kilowatt-hours a month, all of these
people will be bypassed.

1

Fw{)

In five states, at least 20 percent of the
poor live in electrically heated houses. (See
Table 4.) No lifeline plan will help these
people. Indeed, institution of the life-
line concept could raise rates very sub-
stantially for this group.
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Table 6

Poor = Income Under $4,000

[ 2550%

o Over 50%

Table 7

Poor = Income Under $4,000

[ 25-50%
Over 50%
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Table 5 focuses on farmers. The
theory is that many farmers, who are
far from affluent, are nevertheless sub-
stantial users of electricity. I under-
stand, for instance, that the farmers in
Vermont recognized the lifeline impli-

cations for them and were instrumental
in defeating the proposal there. In three
states, over 10 percent of the poor are farm-
ers. In an additional eight states, between
5 and 10 percent are farmers.

To create Table 6, | have added to-
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gether for each state the percentage of
the poor who do not pay their own elec-
tricity bills, the percentage who do pay
their own bills and have electric water
heaters, and the percentage who are
farmers. This combination represents

the proportion of the poor who will de-
rive no benefit from any lifeline plan
restricted to those using less than, say,
500 kilowatt-hours per month as the
Table shows. In 14 states, over one-half
of the poor would be left out. In an additional
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25 states, over one-fourth of the poor would
be bypassed. By any reasonable definition,
lifeline should be judged a failure as an
instrument to benefit the poor in all of
these states.

Table 7 indicates those states in

which lifeline rates have been proposed.
Interestingly, two of the proposals
(Florida and Vermont) fall into the most
unworkable areas and all of the remain-
ing six proposals fall into the over-25-
percent-unworkable areas.

PERCENTAGE OF POOR DERIVING NO BENEFIT FROM A MODERATE-USE LIFELINE
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In recognition of the fact that some do not pay their own electricity, plus
proposed lifeline levels are set as high those who do and have electric space
as 600 or 700 kilowatt-hours, in Table 8 heating, plus the farmers. This com-
I have taken into account electric space- bination represents the proportion of
heating saturations. Table 8 shows the the poor who will not benefit even if
combined percentage of the poor who the lifeline rate reduction goes up to,
PERCENTAGE OF POOR DERIVING NO BENEFIT FROM A MODERATE-USE LIFELINE
M”NWUYO/\:
MONTANA NORTH DAKOTA . NEW HAMPSHIRE
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Table 10

say, the 700- or 800-kilowatt-hour level.

" In the District of Columbia, Nevada and

Washington, over 40 percent of the poor
would fail to benefit under this plan. In an
additional 20 states, over 20 percent of the
poor would be bypassed. Five of the eight
states in which lifeline proposals have
been offered fail even this test. (See
Table 9.)

IV. The True Effects On
Rates Of Lifeline

Before I started reviewing the data,
you will recall that I made two assump-
tions—first, that our true interest is in
helping the poor and/or elderly and,
second, that lifeline rates are designed
so that the benefits are focused on low-
use residential customers. [ would like
now to drop that second assumption—
I don’t want to assume any longer that
lifeline rates benefit only low-use resi-
dential customers; I want to consider
what actually could be expected to
result if the lifeline proposals now
offered were adopted.

Too many people have the notion

that if the lifeline level is set at, say, 300
kilowatt-hours, people using less than
300 kilowatt-hours a month will benefit
while everyone else will pay a little
more. But this is not the case. Using the
300 kilowatt-hour level for illustrative

-purposes, it must be recognized initially

that all customers would receive a re-
duced rate for the first 300 kilowatt-
hours they consume per month. They
would not have to consume less than
300 kilowatt-hours a month in order to
benefit. Thus, a customer using 1,000
kilowatt-hours per month would save
money on the first 300 kilowatt-hours
and pay something extra for each of the
additional 700 kilowatt-hours he uses.
Depending on the specific lifeline pro-
posal instituted, he may or may not find
his overall bill reduced.

In order to find out what is true for
a particular company and a particular
proposal; two steps are required. First,
you have to determine the cost of the
application of the lifeline rates to the
first 300 kilowatt-hours used by each

Sk D R ity S e S s R BT PR SR

COMPUTATION OF LIFELINE EFFECT

(Surcharge All Classes)

3

3. Lifeline Revenue Loss {1x2)

S

6. Net Change in Residential Bills

300 Kilowatt-Hours
500 Kilowatt-Hours
750 Kilowatt-Hours
1,000 Kilowatt-Hours
1,500 Kilowatt-Hours

2,000 Kilowatt-Hours

i
7
3
4
£

1. Required Lifeline Reduction Per Kilowatt-Hour

2. Kilowatt-Hours Billed Below 300 Level

4. Nonlifeline Sales, All Classes (Kilowatt-Hours)

5. Required Surcharge Per Kilowatt-Hour (3 4)

2 cents
1,000,000
$20,000
4,000,000

0.5 cents

—$6.00
—$5.00
—~$3.75

—$2.50

4 $2.50




Table 11

customer. This involves determining
from a company’s bill frequency analy-
sis the amount of residential kilowatt-
hours sold in the below-%00-kilowatt-
hour category and multiplying this by
the lifeline saving per kilowatt-hour.
For illustrative purposes, assume your
bill frequency data show that you sell
one million kilowatt-hours in the 300-
and-below billing blocks and you know
that the mandated lifeline reduction is
2 cents per kilowatt-hour. That comes
to $20,000 total cost. (See Table 10.)

Where is the utility going to get back
this $20,000? Since the lifeline pro-
posals generally contemplate equitable
recovery from all customer classes, the
most straightforward assumption is
that the $20,000 cost will be spread
evenly over all remaining residential,
commercial and industrial kilowatt-
hours sold. If the utility sells, say, four
million kilowatt-hours in these other

areas, then a charge of one-half cent .

per kilowatt-hour would be required to
make up the $20,000 loss.

Given this, the residential customer
using 1,000 kilowatt-hours a month
saves 2 cents on the first 300, or $6.00,
and pays an additional half-cent on the
remaining 700 kilowatt-hours, or $3.50,
for a net saving of $2.50 a month. Indeed,
in my example, the benefit extends all
the way up to the 1,500 kilowatt-hour
level.

Generally, anytime the revenue re-
covery is drawn from all classes, resi-
dential customers using even relatively
high amounts of electricity will save

money. This results simply from the
fact that only residential customers
benefit from the lifeline rate scheme,
but other classes typically pick up be-
tween one-half and two-thirds of the
tab for the program.

In short, the lifeline proposals as
currently framed merely provide a
means of shifting rate burdens from the
residential class to the commercial and
industrial classes. Thus, it is difficult to
argue either that these plans would
focus benefits on the poor and the
elderly or that the typical residential
customer would perceive an incentive
to conserve as a result of the institution
of lifeline rates.

Now I don’t want to leave the
impression that this is an unsolvable
problem. With a little ingenuity and a
free hand, you can make rate schedules
do jumping jacks. The secret lies
entirely in the way you go about recov-
ering your lifeline revenue loss.

A perfectly sensible approach would
be to restrict the revenue recovery to
the residential class. The commercial
and industrial classes would be un-
affected and the aggregate revenue from
the residential class would be the same.
Onrnly the residential rate structure
would be changed. Since the residential
customer class would have to pick up
the entire tab for the lifeline program,
the necessary surcharge goes up sub-
stantially. If total residential sales are
2.2 million kilowatt-hours, with one
million billed in the under-300-kilo-
watt-hour blocks and the other 1.2

o

| . COMPUTATION OF LIFELINE EFFECT

{(Surcharge Residential Class)

1. Required Lifeline Reduction Per Kilowatt-Hour

2. Kilowatt-Hours Billed Below 300 Level

3. Lifeline Revenue Loss (1x2)

4. Nonlifeline Residential Sales (Kilowatt-Hours)

5. Required Surcharge Per Kilowatt-Hour (3+4)

2 cents
1,000,000
$20,000

1,200,000

1.67 cents

Nt Sy b o S HAR e e A Bl e e SR i
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million billed at greater levels, then the I am sure you recognize that an
necessary surcharge per kilowatt-hour infinity of games can be played in order
is 1.67 cents (see Table 11). The con- to restrict the lifeline benefits to lower
sumer of 1,000 kilowatt-hours a month levels of use. For example, one could
would save $6.00 on the first 300 kilo- recover the entire lifeline revenue loss
watt-hours, but would pay $11.69 more by adding a surcharge to kilowatt-hours
on the last 700 kilowatt-hours for a net billed in the 300-to-500-kilowatt-hour
increase in his bill of $5.69 a month. The blocks. Or one could load the entire
breakeven point would come at the 660 lifeline surcharge onto the three-month
kllowatt hour level (see Table 11- A) peak perlod
S S e
COMPUTAT!ON OF LITE:LENE EFFECT (continued)

i (Surcharge Residential Class) E
6. Net Change in Residential Bills
i
; 300 Kilowatt-Hours ~$ 6.00
; 500 Kilowatt-Hours . —-$ 266
750 Kilowatt-Hours +$ 1.51 3
1,000 Kilowatt-Hours +$ 569 |
! 1,500 Kilowatt-Hours » +$14.04
E
2,000 Kilowatt-Hours +$22.39
| S S S - . B T S il
In concludmg on the hfelme rate 1t season, Our understandmg is that these
seems clear that one could tailor the bills are languishing in committee.
revenue recovery in such a fashion that Beyond this, at least two experi-
thg lifeline benefits are restricted to mental fuel stamp programs already
fal'rl){ low-use customers. However, are under way at the local level. Under
existing proposals do not do this. More- the demonstration fuel stamp program
over, the problem that inevitably in operation in Pennsylvania, those who
remains is the first problem that we are eligible for food stamps also are
reviewed here—benefiting low-use eligible for the fuel stamps. Booklets
residential customers is not the same containing $75 worth of stamps are
thing as benefiting poor and elderly provided at $25 each to low-income
customers. families. These stamps may be used to
V. Fuel Stamps pay either utility or fuel oil bills. The
A direct income test underlies the Colorado program provides aid in the

form of vouchers made out to the low-
income individual or directly to the
company supplying his energy needs.
The amount provided varies between
$30 and $45 per month (but cannot
exceed 60 percent of the monthly bill,
or $150 for the January-April demon-
stration period).

fuel stamp proposals which now are
receiving increasing consideration as a
means of assisting the poor and the
elderly coping with the energy crisis.

We now know of five energy stamp
bills introduced at the federal level.
Three are aimed at all low-income
households and one is aimed at those

who are both poor and old. Two of the The comparative advantages offered

bills would fix monthly benefits at $25, by a fuel stamp program are many.

one would pay 30 percent of utility First, as long as the eligibility standards

costs and one would seek to cover the parallel those for existing food stamp

increase in fuel costs since the '73-74 or other public assistance programs,
10
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the costs of administering a fuel stamp
program should be low.

Second, under such a program, the
poor are identified directly so that
benefits are allocated according to in-
come rather than according to electricity
usage. If desired, the elderly also can
be identified directly. When utility
costs are included in rent, fuel stamps
can be used to make a portion of the
rent payment. Potentially, therefore,
fuel stamps provide a sharply focused
means of providing energy cost relief
to the poor.

Third, since fuel stamps may be used
to pay gas or fuel bills as well as elec-
tricity bills, unnecessary discrimination
against the poor who happen to use
electricity for cooking, water heating or
space heating is avoided.

Finally, a much more meaningful
level of aid can be provided than the
$6- to $8-a-month savings offered by
the lifeline rate approach. Potentially,
therefore, fuel stamps offer a way to
solve all the problems associated with
lifeline rates.

The fuel stamp concept is not with-
out some practical disadvantages of its
own. Primarily, there is an explicit re-
quirement for new tax revenues to pay
for the fuel stamps. In a period of

budget cutbacks at every level of-

government, it is an understatement to
say that tax revenues may be difficult
to raise. Moreover, some apparently
see the fuel stamp alternative as an
insidious way to shift the burden asso-
ciated with assisting the poor and the
elderly from the utility to the taxpayer.
This view overlooks the fact that, in
reality, the lifeline proposal also re-
quires a “tax” on all nonlifeline elec-
tricity consumption, although the sur-
charge necessitated by lifeline may not
be labeled as such.

I would like to consider the cost of
a national fuel stamp program. There
are today roughly six million families
in the U.S. receiving food stamps. If we
assume that each of these families also
would receive fuel stamps with a net
value of, say, $15 per month, then the
annual price attached to a national fuel

stamp program would be roughly $1
billion. This would add a little less than
6 percent to the $19 billion in total wel-
fare benefits now paid out. If this were

financed by additional personal and.

corporate income taxes, roughly a 0.7-
percent increase in tax revenues would
be required.

But let us suppose instead that the
fuel stamp program were financed by
a tax on electricity, natural gas and fuel
oil sales. Our very rough numbers indi-
cate that this would require about a
1.5-percent increase across-the-board
in such energy prices. Although this
may not be a very pleasant prospect,
and while it can be argued that there is

no basis for recovering the cost of a °

fuel stamp program entirely through
the taxation of utilities, the rate
increases that your larger customers
might be required to bear even under
such a program compare favorably with
the lifeline surcharges likely to be
required.

In order to protect my professional
standing, let me end by repeating Psalm
23 from the new economic testament
according to Paul Samuelson—econo-
mists always favor solving basic income
distribution problems such as those we
have been discussing by directly sup-
plementing the income of the poor with
revenues derived from a general income
tax. Practically speaking, however,
recognizing that the income structure
of the U.S. is not going to change over-
night, a well-administered -fuel stamp
program seems to offer the best solu-
tion to helping the poor and the elderly
deal with rising energy costs.

Amm y
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Since joining NERA, Dr. Pace has been concerned with
economic analyses of various antitrust issues as they

relate to the utility industries. His work in this area has
included a comparison of the economic performance of
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companies; a study of the impact of power pools and
similar ventures on the competitive viability of govern-
mentally-owned electric companies; and an analysis of

the propriety of wholesale pricing practices of electric
utilities. In these studies he has concentrated on the nature
, . of markets, demand, competition and costs in these
regulated industries. For the past several years, Dr. Pace
has dealt extensively with the economic problems raised
by antitrust inquiries accompanying nuclear plant licenses
and has presented expert testimony in this area.

Dr. Pace has published articles in Public Utilities Fortnightly
and in The Antitrust Bulletin. He has appeared as an expert
witness before the Senate Subcommittee on Antitrust

and Monopoly, before the Federal Power Commission
and before the Atomic Energy Commission.
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July 5, 1978

To Members of the .
Rate Research Committee ’

Gentlemen

Attached, for your information, is a copy of the report-
from the Maine Public Utilities Commission concerning the
"Lifeline Demonstration Program," carried out in Maine.

This study is informative with regard to the implementation
and the various effects of lifeline rates.

ck L Schenck
/i ice President
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I. SUMMARY OF LIFELINE PROGRAM

In 1975, the Maine Legislature enacted the Older Citizens Lifeline
Electrical Service law deaigned "to insure an adequate electric utility
service to older citizens at a price they can afford."” This law created
a one-year demongtration program which would allow low income elderly in
selected communities to obtain electricity at rates more favorable than
other residential customers.

Under the program, eligible low income elderly would receive a lifeline
rate of 3¢ per kilowatt hour for the first 500 kilowatt hours used each
month without any additional charge for fuel, Above 500 kilowatt hours
per mon§h, lifeline rates would be the same as regular residential rates,
and would include the fuel c;arge.

The electrical lifeline law gave the Public Utilities Commission
responsibility for operating the lifeline demonstration program. The
Comuission promulgated rules and procedures for the program and chose the
gix demonstration municipalifies within the service areas of ;he three
electric utilities directed to participate in the program: Portland and
Rockland (Central Maine Power Comp;ny); Bangor and Fllsworth (Bangor Hydro-
-Elepttic Company); Caribou and Fort Kent (Maine Public Service Company).

The Commission requested and received the assistance of the Executive
Department's Division of Community Services in signing up lifeline applicants.
The Division in turn obtained the help of the various Community Action
Organizationa in the demonstration municipalities. Applicants were secured
under procedures established jointly by the Commission and Division of
Community Services and then the utilities were informed of those persons

eligible for the program. The first electricity was supplied at lifeline
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rates to lifeline customers on December 1, 1975. Some 2,619 low income
elderly persons ultimately participated in the one-year demonstration program.

The law provided that should implementation of the progfam cause a
loss of revenue to a utility, additional revenue could be obtained from
other customersg of the utility. The Public Utilities Commission therefore
established a surcharge on the utility bills of other customers in the
demonstration communities to cover the loss of revenue from implementation
cf 1lifeline rates to low income elderly.

All considered, the program ran smoothly. There was some adverse
public reaction to the surcharge, especially in Caribou and Fort Kent where
the surcharge was relatively high. Among the participants themselves, the
program was popular.

| The lifelire progrem ended in early 1977 and the Commission began its
evaluation of the program. It gathered data from the utilities, conducted
with the Division of Community Services a telephome survey in the
demonstration communities and held a pubiic hearing on the program in
February 1977.

The results indicated that the lifeline program provided significant
benefits in the form of cheaper electric rates to participating low income
elderly. It did not impose significant financial burdens on the parti-
cipating utilities. The lifeline prograh had no apparent impact on the
electric consumétion. The people on lifeline rates showed about the same
pattern of consumption during 1976 as they had In years prior to lifeline
program. Apparently the relative poverty and frupality of the lifeline
group has tended to hold any expansion in consumption to rates below that

of residential users as a whole.
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Lifeline rates are fundamentally subsidy rates. That is, no study
establishes that they are related to costs of service, and they necessarily
result in some customers paying costs resulting from the consumption of
others. This Commission has repeatedly questioned whether electric rates
in general are sufficiently cost-related, and a major rate redesign study
is currently underway. Since we cannot conclude that the present rates
are not shot through with subsidies, we cannot criticize lifeline rates
s8imply because they are not‘cost~related. We simply note that the
decision as to whether t§ continue this particular subsidy is up to the
Legislature. Our own efforts have been directed toward relating rates to
costs, but we have not yet succeeded to a point at which we can assert
that this aﬁbsidy is any less costly or rational than others still existing
in electric rate structures.

I1f the Legislature decides to continue the program, then one of the
major problems is how the utilities should recover their losses in
revenue, i.e, what form the subsidy should take. The lifeline surcharge
during the demohstration program was unpopular and could be discarded
if other alternative sources of revenue -for funding thé program are
established. The most palatable method would appear to be some form of

general State or Federal funding. If the surcharge continues, consideration

~ should be given to computing it on a per customer basis rather than a

per KWH basis.

Due to the wide disparity among the residential rate levels of Maine's
electric utilities, the Commission believes that it would be desirable
to-calculate lifeline rates as a percentage of regular residential rates.
Also, to prevent fraud, the lifeline application form should contain a
walver giving the administering agency authority to verify data with all

other agencies of State Covernment.




Iy
Clearly, current rate structures for residential service place the

greatest cost per kilowﬁtt hour upon small users of electricity, including
the low income elderly. While this fact does not prove the existence of
a subsidy one way or the other, it can be fairly stated that the low income
elderly have difficulty meeting high energy costs that go well beyond
the cost of electricity. Programs such as 1lifeline and the recently enacted
Federal Emergency Energy/Fuel Assistance Program can mitigate this burden.
Even if the lifeline concept is adopted, the problems arising from other
energy costs will persist. Lifeline is at best an inadequate solution to
the real energy problems of the poor, which are rooted in the high costs of
home heating oil, kerosena, and electric power in quantities well above

the lifeline maximum for those who heat electrically.

L
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' II. I)IPLEFENTATION OF LIFELINE PROGRAM

1.

The Statute

The lifeline demonstration program was established by the
Older Citizens Lifeline Electrical Service Law, P.L. 1975, C. 585,
35 M.R.S.A. C. 4, 8881-85, passed by the 107th Legislature and
signed by Governor Longley on June 26, 1975. The text of the
law 18 included as Appendix A of this report.

Section 82 of the law sets forth the statement of policy,
wvhich reads in part:

"It is declared that it is a policy of the State of Maine

to insure an adequate electrical utility service to older

citizens at a price they can afford. It is the policy of

the State that older citizens be sble to receive electrical

gservice fortbasic necessities of modern 1life, such as

lighting and refrigeration, at a stable, fair and reasonable

minimum cost and to encourage the reduction of electrical

power consumption for all other uses beyond such basic

necessities." ‘

The definitions for the statute are provided in Section 83.
The terms "household," '"household income," "income" and "older
citizens" were taken from the Elderly Householders Tax and Rent
Refund Act, 36 M.R.S.A. §06101-6121. A ''residential customer"”
is &2n individual with a permanent sbode in Maine who is present in
Maine more than 183 days in a year. This definition is less strict
than the Elderly Householders Tax and Rent Refund Act, which has
as a standard "was domiciled in this State and owned or rented a

homestead in the State during the entire calendar year preceding

the year in which he files claim for relief..."
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Section 84 sets forth the rules and operational guidelines of the
lifeline demonstratioﬁ program., The Public Utilities Commission is given
responaibility‘for the program and the power to establish the rules and
procedures for putting it into operation. Under this provision the
Commission sought and obtained the assistance of the Executive Department's
Division of Community Services, assistance which proved essential in the
operations of the program.

Section 84 also prescribes the lifeline rate and directs the
Commission to choose in the service areas of Maine's three largest electric
utilities -- Central Maine Power Company, BRangor liydro-Electric Company
and Maine Public Service Company =-- one municipality with a population
between 2,500 and 10,000 and one with a pobulation over 10,000. Section 84
provides in addition that in order to qualify for the lifeline program, '

a single household must not have had income over $4,500 and a larger
household must not have had income above $5,000. |

Section 85 provides for a review of the program after its completion.

Finally, the enacting sections of the lifeline law (P.L. 1975 C. 585,
Section 2) provided that the three electric utilities would file revised
tariffs conforming to the lifeline statute at the Commission's direction.

; It also provided that:

In the event that implementation shall cause a loss of
revenue to a utility, the additional revenue shall be
obtained from all other classes of energy use in a just

and reasonable manner. ‘

Since lifeline rates would inevitably be lower than regular

residential rates, it was obvious that the electric utilities would suffer

an actuval loss of revenue from implementation of the program. Consequently,

<51




.
this section led the Commission td'impose a per kilowatt hour surcharge
on non-lifeline customers in the demonstration communities to make up
for the loss of revenue.
The lifeline program took five months to establish from July
through November 1975. During that periecd, a number of complex issues

had to be regsolved such as the lifeline rate and the amount of surcharge.

2, Lifeline Rate

The languege of the statute, Section 84(2) reads:

(The Public Utilities Commission shall) "Establish the
lifeline clectrical service rate for a period of twelve
months. The first rate step of the lifeline rate shall

not be more than 3¢ per kilowatt hour for each of the

firat 500 kilowatt hours of electricity utilized in any
monthly billing period....Where any existing rate for a
particular usage level ia lower than the lifeline rate
eatablished by the Commission, the lower rate shall prevail."
(Emphsaais added)

The sponsors of lifeline clearly i;cended to establish a simple 3¢
per kilowatt hour (hereinafter KWH) rate for the first 500 KWH. They
further intended that any usage over 500 KWH would be at regular residential
rates, including the fuel charge. However, the underlined sentence in
Section 84(2) created some ambiguity as to rate structure. The
Commission decided to interpret the word ''rate'" in Section 84(2) as
meaning the total rate. Since no base residential rate of any of the three
utilities at a usage level of 500 KWH was less than $15.00, the statute's
3¢ per KWH for the first 500 KWH would not have to be lowered. This
permitted the Commission to adopt a rate structure of 3¢ per KWH for the
first 500 KW, and then a return to the residential rate blocks for usages

ahove 500 KWH.

SERCRE
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The flat rate of 3¢ for the first 500 KWH was considered particularly
important by the sponsors and the Division of Community Services. This
easily understood relationship between a customer's KWH usage and his bill
would enhance the customer's ability to practice conservation.

The statute also required that '"the rate provided by this section

shall not be supplemented by any minimum charges, service charge, connection

charge or other periodic charge. . ." This language made inapplicable
such tariff provisions as Central Maine Power's minimum charge of $3.00
per month., Thus 1f a lifeline customer used 50 KWH, his bill would be
Sl;SO, rather than $3:00. Lifeline customers were not charged for
switching over from residential to lifelinekservices and new lifeline
customers were not charged for the connection of electrical service. The
Commission also decided that this language did not affect contracts for
line extension service.

The Commission inquired of the Sales Tax Division of the Bureau of
Taxation whether the sales tax was a "periodic charge" excluded under
Section 84(2). The Director of the Sales Tax Division and the assistant
attorney general working with the Bureau of Taxation both concluded that
despite Section 84(2), a sales tax must still be charged to lifeline
customers. |

Finally, the fuel adjustment charge, clearly a "periodic charge,"” was
prohibited on usage below 500 KWH., The question was whether the fuel
adjustment charge could be applied to lifeline customers' usage above
500 KWH, The Commission decided that the fuel adjustment charge should
be applied to that portion of a lifeline customer's usage wliici exceeded
500 KWH. One factor in this decision was that failure to apply the fuel

adjustment charge to usage over 500 KWH would discourage conservation by

lifeline customers.
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3., Lifeline Surcharge

As mentioned above, the Commission interpreted the law to require

the imposition of a surcharge, because implementation of the lifeline

program would inevitably mean that the utilities would suffer a loss of

revenue. Two phrases in the statute required interpretation: ''Loss

of revenue'" and '"all other classes of energy use".

The phrase "loss of revenue" had two possible interpretations. The
loss in revenue might be oqu the loss in gross revenue. This would be
the‘decrease in money received from lifelin; customers because they would
be paying bills at lower rates. The other interpretation would include
not only the loss in gross revenue caused by lifeline rates, but also the
administrative costs of the program.

The Commiséion took the position that administrative costs did
not decrease the company's total revenues, Unlike the loss in gross
revenue due to lower lifeline rates, which was a precise, independent
figure which could be easily computed, administrative costs and the
allocations involved were under the complete control of the utilities. Thé
Commissicn requasted the participating utilities to provide monthly reports
of their 1ifeline administrative costs.

Central Maine Power's lifeline rates were approved by the Commission
on November 18, 1975. Shortly thereafter, on December 5, 1975, Central
Maine Power filed its '"Petition to reopen proceceding for Amendment Order,"
in which it sought the inclusion of all administrative costs in the
surcharge. This was denied as the Commission reaffirmed its position that

the "loss of revenue'" should be limited to the loss of gross revenue.
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The phrase in the gtatute 'all other classes of energy use' had
several significant consequences. The word "all" meant that the surcharge

could not be limited to residential customers, but must also be applied

to all other classes of service, such as industrial and business service, .

and area and street lighting. The word 'other" excluded the imposition

of the surcharge on that usage of lifeline customers which exceeded 500 KWl.
The Commission decided that the best way to handle the surcharge
would be for each utility to have a single surcharge, and impose 1t on the
customers within those two municipalities in its territory where lifeline
was belnp offered. This choice was made over two alternative approaches.
One would have imposed a separate lifeline surcharge for each community;
with that community's revenue loss being méde up agalinst all non-lifeline
customers within that community. Since the lifeline etatute contemplated a
possible statewide implementation of the lifeline program, such a geographical
division would not have provided the information needed to assess a more
broadly based program. Another alternative would have imposed the surcharge
over the utilities' entire service area, rather than limiting it to the
demonstration municipalities. This would have produced difficulties for the
utilities, since the surcharge would have been so small when spread over
the entire system that it might not have been collectible. Furthermore, the
Commission wanted to see how the general public would react to a realistic
surcharge. Spreading it over the entire system would have led the public
to underestimate the true cost of the lifeline program. Also, since only
the demonstration municipalities' inhabitants benefited from the program,
it would have been unfair for other utility customers to pay a surcharge

when elderly poor within their own community were unable to benefit,
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The general method for computing the surcharge was described in the
tariffs of Central Maine Power as follows:
The lifeline adjustment shall be determined by dividing:
a, the difference in the preceding month between what lifeline
customers:
1. would have been billed under Rate "A" (residential rate) and

i1. what they were actually billed under Rate "LL" (lifeline rate);

b. by the estimated KWH usage in the present month of the customers
on the above rates in the trial areas.

In other words, the surcharge assessed on May's estimated KWHs reflected
lifeline usage in April,

4, Consgtitutionality of the Program

During the early phases of the program, the constitutionality of the
lifeline statute was questioned. On November 20, 1975, Representative Gail
H, Tarr, of Bridgton, Maine, asked the Maine Attorney General's office to
review the consfitutionaiity of the surcharge provision of the statute.

On February 24, 1976, the Attorney General's office sent an opinion
letter to Representative Tarr affirming the constitutionaliiy of the

surcharge. A copy of this opinion letter is attached as Appendix B.

5. Choice of Demonstration Mﬁnicipalities

The statute gave the Commission the responsibility for choosing the
8ix demonstration lifeline municipalities. The six chosen, with their
1970 census populations, wre:

Central Maine Power Company

Portland 65,116
Rockland 8,505

Banpgor Hydro-Electric Company

Bangor 33,168
Ellsworth 4,603
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Maine Public Service Company

Caribou 10,419
Fort Kent 4,575

6. Application Form and Verification of Potential Applicants

During the early stages of the program, it was hoped by some utility
representatives that lifeline applicants would simply complete a form that
would be verified by the Bureau of Taxation from their information con-
cerning those who had applied for the Elderly Householders Tax and Rent
Relief Act,

A check with the Bureau of Taxation revealed, however, that the Bureau
did not have any formal method of verifying the forﬁs which were sent in by
applicants under the Elderly Householders Tax and Rent Relief Act. Other
tax records, such as income tax records, were confidential and could not be
used to verify ;he financial information supplied by lifeline applicants.

It was suggested that the Departmgnt of Human Services might be able
to assist the Commission. However, it was soon realized that Human Services'
activities did not affect a large proportion of the potential lifeline
applicanta.

The electric utility companies themselves stated plainly that they did
not want to get into the business of approving lifeline applicants. The
utilities simply wanted to have the names, addresses and (where possible)
the account numbers of lifeline applicants supplied to them. They also
insisted that the final approval of applicants must be made by the
Commigsion itself, because under the statute it was given the burden of

administering the lifeline program.
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The solution ultimately arrived at was to have the participating
outreach agencies, unaer the direction of the Executive Department's
Division of Community Services sign up the lifeline applicants for the Public
Utilities Commigsion. These outreach agencies were (1) for Portland, the
Cumberland-York Senior Citizens Council, (2) for Rockland, Mid-Coast Human
Resources, (3) for Bangor, the PenQuis Community Action Project, Inc., (4)
for Ellsworth, the Washington-Hancock Community Action Agency, (5) for
Caribou and Fort Kent, the Aroostook Regional Task Force of Older Citizens.
The applicants supplied the outreach agencies with the detailed information
about their income that was required by Section 83(3) of the lifeline statute.
The Commission and tﬁe Division of Community Services together developed
a lifeline application card. (See copy inéluded as Appendix C) The card
was designed to be cut in two immediatély above the duplicate space for
the Applicant's name towards the bottom. The top portion, which contained
the financial information about the lifeline applicant required by the
atatute, was kept by the outreach agency. The bottom portion of the card
was kept by the utility, after inspection by the Commission.
It was recognized that some lifeline applicants would be elderly people
living with children where the household's total income was less than
$5,000. Under the lifeline statute, it was possible for the children to
have the electric service placed in the resident parent's name, so electricity
could be obtained at lifeline rates, even though the children would pay the
bill. This income information was required if children not residing with

their parents paid their parent's bill, During the administration of the
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program, it became clear that a small number of people took advantage of

1
these posaibilities.

The lifeline application cards were handled as follows: First, they
were completed by the applicant or an outreach agency worker with the
applicant's assistance. The cards, both top and bottom, were consecutively
numbered by each outreach agency, such as E103 for 1lifeline applicant 103
in Ellsworth. The top part of the card was then detached and kept by the
outreach agency, while the bottom part was mailed to the Commission.

The Commission staff e;amined the cards to’make certain there were no
irregularities and recorded the name of each appli;ant and his card number

before sending it to the utility.

1. One related difficulty with the lifeline statute's definition of
"household" was perceived, but to the Commission's knowledge it never
arcce. The gtatute defines household as '"a claimant and spouse and
members of the household for whom the claiment under Title 26, Chapter
901 18 entitled to claim an exemption as a dependent under Title 36,
Chapter 801..." This language does not in theory include most examples
of the case described above of a lifeline applicant living with his
children. Under the above definition, his children would not be part
of his "household" unless they were his dependents under the applicable
tax laws. In moast cases, the children would have the larger income, and

the parent eligible for lifeline would have a very small income. There-

fore, the children could not be the pareat's dependents. But if the
children were not dependents and therefore not part of the household,
under the lifelins statute they could have any level of income and yet
use lifeline as a2 method of achieving electricity at lower ratea through
their parent. 1In practice, we ignorad the dependency requirement. We
Interpreted "household"” as meaning the totality of people within the
living unit, and applied the income tests to this totality.
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7. Commission's Rules and Procedures

On November 3, 1975, the Cormission adopted its "Rules and Procedures
for Older Citizéns Lifeline Electrical Service."b A copy of these Rules
and Procedures appear as Appendix D. They deal with a number of technical
issues involved in the actual implementation of lifeline. They are self-
explanatory, wiﬁh a few exceptions. These exceptions, dealt with in
Regulations 2 and 3, relate to those multiple unit dwellings which are
served by a single meter.

The problem - an important one in any lifeline program - is caused by
the fact that the electrical usage shown on the single meter has to be
divided among more than one household. If all households served by the
gingle @eter are on lifeline rates, the utility will have no problems computing
the bill. Where a utility has multiple households served by a single meter,
the bill 48 computed by the utility as though the total KWH usage were
divided equally among the households and each billed separately. 1In fact,

a single bill is sent to the person in whose name the electrical service is
obtained - presumably the landlord. How the landlord divides up the bill

is a matter to be resolved between himself and his tenant or tenants, although
in 1its Rule and Regulation 2 the Commission expressed the hope that where

tﬂe electricity was pald as part of the rent, the rent would be reduced

by the lifeline saving.

Rule and Regulation 3 applies to situations where a magter meter serves
a multiple unit dwelling. Under this Rule and Regulation as initially
enacted, eligible households within such dwellings could only obtain lifeline

by having individual meters installed. The problems created by attempting
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to divide master meter usage between lifeline and non-lifeline households
were initially felt to preclude the application of lifeline to otherwise
elipible households. Two distinct types of housing were affected. One
type was public or non-profit housing for the elderly. The other was
housing for profit owned by private landlords, efther multi-family houses
or apartment buildings.

A number of reasons were advanced to support the Commiséion's initial
refusal to extend lifeline Fo all master metered households. One utility
suggested that with a master meter it was impossible accurately to divide
electrical use between lifeline customers and ineligible customers. The
result would be that certain KWH usage would be billed aﬁ the wrong rate,
which might viclate the law.

The utilities also were alarmed at the computer and bookkeeping problems
which would arise from attempting to provide lifeline in such hybrid
situationa. However, once the potential problem was limited to a few large
housing projects in Portland, Central Maine Power felt increasingly confideqt
that it could provide a solution.

The Commission itself was reluctant to provide lifeline in such
situations because the program was only a year-long demonstration. Here the
Commission was haunted by a policy it had adopted many years ago, which
allowed the master metering of multiple customers in new buildings.

The Commiésion was also concerned about the possibility of fraud by
landlords in master meter apartments. Since any hybrid bill at mixed
residential and lifeline‘rates would initially be received by the landlord,

there was real concern that some landlords would manipulate these billa for
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their own benefit instead of the tenants. Consequently, the Commission
originally denied lifeline service to otherwise qualified applicants who
vere on a master meter serving some households eligible for lifeline.

However, as soon as Rule and Regulation 3 was promulgatdd, efforts were
begun to change this rule with respect to those elderly poor living in
publicly subsidized or private non-profit housing projects. This pressure
primarily came from Portland, where most of these projects are located.
The Commission ultimately did change its mind and amend Rule and Regulation
3 so that residents of suéﬁ public and non-profit housing projects could go
on lifeline. The Commission did not reverse its position with respect to

private landlords.

8. Sigﬁing,up Applicants

As soon as the application cards were printed and distributed to the
outreach agencies, the signing up of lifeline applicants began. The result
was a flow of lifeline qards to the Commission and the utilities. Attending
to various problems these éards created was a major day-to-day administrative
activity for those involved in the lifeline program thoughout most of its
existence. This was Bo because lifeline applications were completed and
processad, not only in late 1975, but during the first half of 1976,

The major burden of signing up applicants rested upon the lifeline
coordinators in the Division of Community Services and the five participating
outreach agencies. The speed with which applicants were signed up depended
upon the size of the community and the degree of organization and effort

of the outreach agency.  Stephen M. Farnham, lifeline coordinator for
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Aroostook County Action Program and the Arcostook Regional Task Force of
Older Citizens describes his actions in his Lifeline Activity, dated
December 18, 1975. Since it describes the most elaborately organized and
successful initial effort to sign up lifeline applicants by the five outreach

agencies, his report is quoted here in full:

"Tha Lifeline Project was given priority status in the two assigned
corzzenities by the Tesk Force and the Arooatook County Action Program,

It wzs decided by both agencies that a coordinated effort by outreach
workers in both cormunities would be most effective, It was also decided
that only one agency would be reaponsible for administration of the
progra: to evold ery duplicaticn of effort. Stave Farnhea, Task Force
Outreach Director, was assigned as project coordinator.

"Pour ocutreach personnel were assigned to the project -

tvo from each agency. Celina Bourgoim, Esther Levesque in

Fort Kent and Lewella Fitzherbert, Betty Kierstead in Caribou.
All were fully trained in background of Lifeline and all were
experienced in determivation of income through the Tax and Rent
Progrem. Offices were established in each community with a
target of 907 completion within four weeks. Offices were to

be open afternoons only, with Task Force transportation programs
utilized effectively (this proved not to be necessary as no
applicant requested transportation). Office space was donated
in Ceribou at the Aroostook County Courthouse Bujlding. In Fort
Kent the Senior Center was utilized, each being first floor
offices, centrally located, and accessible to the handicapped.
Information phones were set up utilizing existing phone lines

to tske calls during the morning hours.

"It was also decided that only the four outreach workers would
take applications. No applications would be distributed to any
individual, agency, or organization including Maine Public
Service. This was agreed to by all parties concemed, as too
many access points to applications would result in confusion.

“At this point we felt ready to begin publicizing Lifeline. The
State-issued releases did not produce wuch response and were not
localired. An agency release was preparced and igsued to area
media (a copy 1s attached). Results follow:

1. Bangor Daily News
10/20 - State Press release
10/25 - State Press release with Bangor, Ellsworth
localization.
10/27 - Task Force issued release.

2. Aroostook Republican (Caribou)
10/29 - State Prass release
10/29 - Task Porce issued relezse QZEgzg

.
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3. St. Joba Vzlley Times (Fort Kent)
10/29 - State press release
10/29 - Task Force press relesse

§, WACH Televisfon (Aroostook County)
10/30 - Task Force press release
11/1 - Public Service announcements (three per day)
ll/ll‘ - " 11] 11} . ”" " 11

5. WFST Radio (Caribou & Port Xent)
10/30 - Task Force press release
11/1 - Public Sarvice announcemant
n/l‘ - " " -

6. WEGP Radio (Caridou)
10/30 - Tesk Force prsse releasae
11/1 -~ Public Service announcements

11/14 - " " ”
11/24 - Call-in talk show discussion
1274 - " n " "

7. VMTHP Radio (Caribou & Fort Kant)
10/30 - Task Force press relecase
11/1 - Public Service announcemant; talk show discussions
11/16 - 1] L 13 " ”n " "

8. WSJR Radio (Fort Kant)
10,30 - Task Force news ralease
11/1 - Public Service aznnouncement
11/16 - " 114 "

“In addition, it was decided to contact all churches in the two
comnunities and explain the program enlisting their support. A
telephone contact was made with eleven churches in the two towns
and a release was submitted in each instance to be publishad in
the church bulletina (a copy is attached). Over 12,000 people
vere Informed in thia wmanner. Town and city managers and welfare
officials were made aware of the program and tied into the
referral system.

"Offices opened November 3rd in both towns processing applications
from 1:00 p.m. to 4:00 p.m. Two outreach workers and one super-
visor were on hand the first week. The morning hours were utilized
to do non-Lifeline work (except in one instance where an informa-
tion phone wasg manned by an outreach worker). The offices

remained open until November 21st on a five day per week basis,

As of November 2lst over 30X of eligible recipients had been
proceaged,

"We hed been utilizing five volunteers from the Pranco-American
Gerontology Program of UMPI in Caribou. They were conducting

a house-to-house survev of the elderly inforuing them of Life-
line. Shut-{ns were located and scheduled for a home visit by

za outresch worker. Thesa volunteers put in 198 hours of service,
fdentlfying 907 eldarly. After the initial four weeks, home visits




were started uwsing only one outreach worker: in each community.
213 telephone or physical contaets were made in Port Kent on

pogsible eligibles resulting in 19 epplications during the follow-
up period. This brought Fort Keant to 100Z completion. In Caribou
483 telephone or physical contacts were made in follow-ups resulting

in 33 applications., Caribou is now 92% complete.

"All record keeping has bean douia by the Task Force office and
all reports isgeed by that offica. Weskly progress reports were

isgead to the Divizicn of Coszmmity Service, the Public Utilities

Coumission, end the Aroostook Comnty Actioa Progrem. Follow-ups
ia Caribou and Fort Kent are being done to identify anyone we
posaibly may have migsed.
"Lifeline posters have been placed in conspicuous places the
elderly may frequent in both towns (drug stores, post offices,
tovm offices, food stamp offices, stores, etc.). Visits were
also made to senior clubs serving each town.
“In sunmery our Lifeline effort has had five steps:
1. Coordination of personnel and efforts
2, Training ‘
3. Publicity
4, Processing of applications
&. 1ncludes identification of all elderly
b. visitations of shut-ins
\ 5. Pollow-up on all elderly
"As a result of the joint efforts of the Aroostook Regional Task
Porce of Older Citizens and the Aroostook County Action Progra=m,

96.5Z of eligible individuals have been enrolled into Lifelina
« in Caribou and Port Kent,"

As the signing up process continued, it became apparent that it was not
enough to have established the program, and wait for the applicants to
come walking in. Extensive publicity and personal contacts proved essential.
For example, during the routine work of the Cumberland-York Senior Citizens
Council toward the end of the lifeline program and after it was over a
large number of eligible lifeline applicgnts were encountered who had never
learned of the program. Newspaper articles, television or radio announcements
end word of mouth information from fellow senior citizens had never reached
them, As of Amil 1977, people still were showing up at the Council, saying!

"I've just heard about this lifeline program, How can I sign up for 1t?7"
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During the early phasesa of the program, the Division of Community
Services published a leaflet on the ﬁrogram. A copy of this leaflet is
included in Appendix E. 1t stresseas energy conservation as part of the
lifeline program.

Meetings were held by the Interagency Lifeline Committee, consisting
of representatives from the Cormission, the Division of Community Services,
and the outreach agencies. Utility representatives frequently attended
these mzatings. ‘A variety of problems were discussed at these meetings and
the outreach agencies used them to compare each other's performances, which
proved to be a spur to further efforts.

Most problems encountered at the meetings were routine. The outreach
agencies generally reported no difficulty in getting the inceme information
from applicants; phrases such as ''down to the last peunny' were used by
eeveral outreach agencies., However, the outreach agencies found some
confusion on the part of some applicants about the nature of the income
information that was msought.

Starting on October 24, the outreach agencies began to have lifeline
applicants fi11l out cards and send the bottom half of the cards to the
Commission. As the utilities began to receive thelir portibns of the
lifeline cards from the Commission, annoying technical problems emerged,
which to some extent kept recurring throughout most of the application

phase of the lifeline program.
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A etudy of tha lifeline files reveals the range of problems which arose.
There ware cpplicants Qho lived ocutslde the demonstration municipalities,
a difficult preblem to datect because poatel zones are not coextensive with
political boundaries. There were a few duplicate applications. The failure of
come applicants to write their account numbers on the bottom of the application
form created problems in Portland, where the housing patterns are most
complex. Without the eccount number, the utilities did not have an entirely
religble method of locating lifeline zpplicants. Some applicants were from
master aetered buildings, &nd a few had incorrect addresses. There were
problexa with decsased persons, with uanrelated successors, and with other
people (not the eppliceant) at the sccount's location. The cards revealed
that a lérga number of widows, espacially in Arocostook County, kept their
electric sccounts in thair dsceased husband’e names. These problems, while
time-consuming, were rasolved without too much difficuvlty. They represented
only & very 2mall perceatapgs of the tctal number of lifeline applicants,

and uvs the prograa becamy vell-estsblished the number of problems diminished.

In retroapect, estzblishment of the program went smoothly and without
major difficulty. Indezd, the cooperstion betwzen such diverse groups as
the Cemalasicm, the Division of Community Services, the five outreach

égancies and the three electric utilities was remarkable.

9. Comrencenent Dete of Program

When the lifeline statute was enacted, it had been expected that the
program would begin early in the autumn of 1975. This explains why the
statute directed the Commigsion to report its findings and any recommendations
concerning the lifeline rate to the Legislature priocr to the last day of 1976,

But this mgsumed that the program would end considerably before December 31,

1976.
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' During the early discussions on the implementation of the program it
became clear that this time table was hopelessly optimistic. It took time
for the electric utilities to program their computers (except for Maine
Public Service Company, which had no computer at the time of the lifeline
program)., Procedures had to be devised for processing lifeline applicants,
producing bills at lifeline rates and computing the surcharges. The outreach
agencieg had to locate and sign up the applicants in the various municipalities.
Because of the extra time needed to prepare for the program, a starting date
of December 1, 1975, for the lifeline program was ultimately adopted.

The timetable set by the legisiation may have assumed that all lifeline
applicants who were found to be eligible on the starting date would begin to
receive electricity at lifeline rates on that date. This proved fimpractical.
The participating electric utilities read meters and sent out bills on a
staggered basia: Central Maine Power reads meters and bills monthly; Bangor
Hydro-Electric Cbmpany reads meters and bills its residantial customers
bimonthly, with the exception of customers who have all-electric heat;

Maine Public Service Company reads meters and bills 1its residentiél customers
bimonthly, except for a few who live in commercial zones and therefore get
thelr meters read monthly with their commercial neighbors. Because of these
différent billing cvcles, it seemed unrealistic to have the three electric
utilities bagin applying lifeline rates on December 1 to customers who had
alreaady qualified.

The solution adopted was to have each customer who qualified for 1ifeline
before December 1, 1975 to obtain lifeline service at the beginning of his
first billing cycle which bepan on or after bDecember 1, 1975. Thus Cent;al

Maine Power Compeny had lifeline customers who bepan service at lifeline
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rates on any day beginning December 1, 1975 and ending December 31, 1975.
These customers obtained lifeline for a year, through the last billing
cycle which began before December 1, 1976 but continued on after that date.
On their first billing cycle beginning after December 1, 1976, they resumed
regular residential rates. This meant that some Central Maine Power
lifeline customers received electricity at lifeline rates through December 31,
1976, and were billed at lifeline rates in early January 1977. The last
lifeline surcharges were applied by Central Maine Power during January 1977.
Bangor Hydro and Maine Public Service lifeline customers went on lifeline
at any time between December 1, 1975 and January 31,.1976. Their last
electricity supplied to lifeline customers at lifeline rates (depending
on the cycle) was supplied between December 1, 1976 and January 31, 1977,
with the last lifeline bills mailed in early February 1977. Those two
companies' last surcharges were applied in February 1977.

Because of the billing cycle problem and the different billing
practices of the three utilities, the actual length of the program was

15 months., No customer, however, received lifeline rates for more than a year.
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IIT1. LIFELIKE PROGRAM YN OPERATICN

Thé lifeline program went into operation on December 1, 1975 when

the first electricity was supplied at lifeline rates. This section

T f

surmmavizes statistical and operating facts about the demonstration program

and discusces several problems that occurred while it was' in operation.

1, Summery Statistics

About 2,620 low income elderly Maine citizens participated in the life-
line demonstration program in the six municipalities selected by the Public
Utilities Commission. The number of participants and their home communities
vithin the service areas of the three participating electric utilities are
shown below:

TABLE I

Number of Participants in Lifeline Program

Population
of Mumicipality No. of
Utility Municipality (1970 Censaus) Participants
Central Maine Power Portland 65,116 1,229
Rockland 8,505 288
Bangor Hydro-Electric Bangor 33,168 497
Ellaworth 4,603 141
HMaivce Public Service Caribou 10,419 290
Fort Kent 4,575 174
TOTAL 2,619

Source: Numbers of participants from the Division of Community Services
The participants in the program had an average age of 75 years and an

aversge annuzl income of $2,938, Approximately 64 percent of these

individuale lived alone. The age, income and percentage living alone for

the six demonstration communities are shown in Table 11 below:
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TABLE T1

Age, Income, and Living Status
of Lifeline Participants

Average Average Annual Percentagé
Municipalities Agze (Years) Income Living Alone
Portland 74.0 $3,207 66.9%
Rockland 74.7 3,061 : 67.7
Bangor 75.0 2,945 74.0
Ellsworth 77.0 3,200 63.1
Ceribou 78.0 2,647 47.2
Fort Kent 71.7 2,571 36.8

el IRy ——t

Total 75.1 $2,938 '59.3%

Scurce: Division of Cozsunlty Services

Additional informaition on the age, income and other characteristics on
~1lifeline participants can be found in Appendix Tables 2 and 3.

Lifeline participants used much less energy than regular residential
customers both In the lifeline year and in early years. Based on data
from a random sample of participants furnished by the three utilities,
lifeline customers used on average about 249 K¥H of electricity per month,
as compared with about 520 KWH for regular household customers. The monthly
KWH usage data for lifeline participants in the six demonstration communities

are shown in Table III below.

TABLE IIIX

Average Monthly KWH Usage of Lifeline
and Regular Residential Customers

Lifeline Regular Regidential
Municipalitz Customors , Customers
(KWH) (KwH)
Portland ’ | 554
228
Rockland 610
Bangor 224 490
Ellsworth 258 435
Caribou 334 514
Fort Ken® 278
Total Avarage 364 521

Source: Based on data submitted by participating utilities
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' Additional data on sonthly KWH usege is preesented in Appendix Tables 5-12.
Besed on the averaga monthly uvezge of 300 KWH for lifeline customers,
the average wonthly savings for participants in the service areas of the
three utilitiez are shown in Table IV below:

TABLE 1V

Average Monthly Savings of
Partlcépanta in Lifeline Progrom

Average Monthly Savings
From Regular Rea{d. Rate Monthly Savings as 2

hifeline Customer Served by:  Amount Percent of Monthly Iticome
Central Maine Power $4.06 30.1% 1.6%
Bangor Hydro-Electric 4,03 31.0% ' 1.7%
Maine Public Service 8.95 49.8% 3.9%

Sourcea: Baced on data submitted by participating utilities and Division
of Ceraukity Savvices

As Table 1V indicates, the dollar savings are primarily a reflection
of the regular resident?al ratea of the utility from which the lifeline
customsr purchases electricity. Maine Public Service rates are significantly
higher than CMP's or Bangor Hydro Electric's, so the savings in Caribou

and Pert Kent ware significantiy greater for participants in those two

communities. Additional data on the zavings to lifeline participants are
shown in Appendix Tables 13-16. The regular residential rates of the three
participating utilities are shown in Appendix Table 4.

To make up the losa of revenue from savings made available to lifeline
customers from the program, a surcharge was assessad on other customers in
each of the aix demonstration communities., The following surcharges were

imposasd on a customer who used, for cxample, 500 KWH of electricity per month:
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TABLE V

Monthly Surcharge Imposed on
Customarg te Yay for Lifeline Program

Highest Lowest Average
Month Month * Month
Central Matne Povar 9 cents 2 cents 6 cents
Bangor Hydre-Electrie 7 4 6
Maine Public Service 46 18 (credit) 20

Source: Based oa datx svhmitted by parvticipating utilities.

The three companies incurred certain costs to administer the program.
Based on data furnished by the companies, the table below surmarizes those
adoinistrative costs:

TABLE VI

Administrative Costs of 14feline Program
Reported by Electric Utilities

Central Bangor Maine
Maine Hydro Public
Pbwer Flectric Servica
Total Cost throughout Program $31,499 $8,771 $9,884
Total Cozt of Program through
Februsry 29, 1976
(Mostly start-up costs) 23, 416 6,411 4,968
Total Cozt of Progran ‘ .
Aftey February 29, 1976 8,083 2,360 4,916

Average ¥onthly Cosft of
Program After
February 29, 1976 . 808 182 : 410
) (10 ronthsg) (13 months) (12 months)

Averagas Monthly Cost per
Participant After
February 29, 1976. 44 cents 28 cents 89 cents
Sourca: DBased on data filed monthly with Commission by participating utilities.

Additional data cn administrative costs are shown in Appendix Tables

19 through 25.
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2. Hastar Mater Preblem

A major problem that océurred during the early months of the program
was the master meter problem. The Portland Housing Authority was eager to
l:iave the Commission change {ts Rule and Regulation 3 to allow its eligible
tenants to obtain 1li1feline. Theae tenants had actually completed their
lifeline applications. Between November 1975 and February 1976, over 400
applicationg from Portland Housing Authority had been received by the
Comzission. The Cumberland-York Senior Citirzens Council urged the
Comniesion to allow these citizens to participate.

The practical reason why not all tenants in the public housing projects
were eligible for lifeline was due, firat, to & U. S. Department of Housing
and‘Urban Developrant raquirement that 10 percent of the units be reserved
for dicabled peopla, and second, the divergence batwean housing projects’
age and incom2 qualificatione #nd thoss of the lifeline statute. These

divergences ware:

Portland Bousing Lifeline
Authority
Age 60+ 62+
Maximum Income, One person $5,700 $&,$00
Maxisum Income, two people _ $6,500 $5,000

Dagpite thege differences, the Commission felt compelled to
ra-examine the question of whether low income elderly living in master
matered housing should ba eligible for lifeline. On February 20, 1976,
it zmended its Rule and Rezulation 3 to parmit low incoma elderly in public
housing to be eligible for lifelina. A copy of this amended Rule and
Regulation 3 1is included as Appendix F. Becausa its provisions address

cerisin problems basic to any lifeline program, some explanation is necessary. :3(“4
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3(a) (1) limits the amendment to public housing or non-profit private

housing. This avoided the more difficult problem of private landlords

during the demonstration program.

3(a) (11) requires that the landlord obtain electricity at residential
ratea, This eliminated all housing projects outside of Portland, and
certain projects within Portland, because they were on Ceneral Service or
other non~residential rates.

3(a)(111) made landlords agree that the savings affected by lifeline
would go to the lifeline cdstomer. l

3(a) ({v) was designed to provide data to compute the landlord's electric
bill. The section requires that landlords furnish the Commission with the
total numﬁar of households in apartment dwéllings. Landlords were also
required to submit a monthly report of all tenants in'ﬁhe apartment complex
who had become ineligible for lifeline.

By the end of Msarch 1976, three Portland housing projects and one
private project, Deering Pavilion, ownéd by the Roman Catholic Diocese
of Portland, had tenants receiving electricity at lifeline rates. However,
this arrangemeﬁt was sbruptly ended, when the United States Department
of Housing and Urban Development ruled that Maine's Lifeline program was
discriminatory because it did not apply to all tenants in the public
housing building and resulted in a double subsgsidy to lifeline tenants who
wvere already receiving rent ;ubéidiea related to their incomes. A copy of
the letter from Mr, Haney, Assistant Executive Director of the Portland
Housing Authority to the Public Utilities Commission discontinuing the

Aughority's participation in the lifeline program 1s attached as Appendix G.
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Mr. Haney's letter meant that during the remainder of the lifeline
program only one project, Deering Pavilion, operated by the Roman Catholic
Dioces2 of Portland, remained in the 1ifeline program under the amended Rule
and Rﬂgulatidn 3. All the efforts by the Portland Housing Authority to
socure participation of its tenants in the Lifeline program ultimately
came to naught.

3. Raefu3el of U. S. Governxment to Pay Surcharge

In December 1976 the Federal Government's General Services Administration
(GS4) in Boston contacted tha Cormission with reapect to the lifeline surcharge.
An employee of the GSA informed thelCommiaaion that because of the language
of 31 U,5.C. 8529, the Federal Government would not pay the surcharge. The
applicsable langu&gé from £529 reads:

"And in all cases of contracts for the perférmance of any eervice,

or the delivery of srticles of any description, for the use of the

United States, payment shall not exceed the value of the service

rendered, or of the articles delivered previously to such payment."

The GSA believed that this section precluded them from having to pay
for a‘service in exce;s of the value received. The GSA's interpretation
vas that the value of the electricity was represented by the regular rates
only. Since the surcharge was In excess of the value received, it was a
charge which the GSA could not pay under 31 U.S.C. 8529.

On January 21, 1977, the Cormission asked the GSA for an opinion letcgr
with respect to the non-payment of the surcharge. On April 13, 1977, the
Comuission was informed by the GSA that their Business Management Division
had concluded the surcharge could not be paid, becausa it was not for

sarvices rendered as was required by #1529, The GSA alao informed the

Cormission that they did not regulate military installations,
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In its initial contact with the Commission in December, the GSA also

cited the case of United Statea v. N. Y. Rayon Importing Co., Inc. 329 U. S.

654 (1947). This case, when examined, was found to address a different
question, the recovery &f interest against the United States. The case
held that no interest could be recovered unless there were '(1) specific
provision for the payment of interest in a statute or (2) an express
stipulation for the payment of interest in a contract duly entered into by
agents of the United States." (id at. 659)

The GSA's refusal to p;y the surcharge is of potentially major
significance. This would particularly be the case in localities where the
United States Government is a major consumer of electricity. Clearly, if
the GSA's boaitlon is legally correct, and Qere followed by the military,

any surcharge would encounter major problems.

4, Notice to Customers of Termination of Program

As December 1, 1976, approached, the outreach agencies and the Division
of Cosmunity Services became concerned about customers' reactions to the
end of the program. It became apparent that some lifeline customers had

forgotten that the demonstration program would last only one year. Other

"customers had forgotten that they were on the program., Still others, while

aware they were on the program, had forgotten its purpose.

The Commission wanted to avoid a situation where the participating
utilitias would be inundated by telephone calls from bewildered lifeline
customers after their firat bills were mAiled at residential rates. The
Commission suggested that a special notice be placed in customers' bills,
notifying them that the program was ending. This suggestion was followad

by the utilities.

B e ot b e y
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IV. PUBLIZ REACTION TO LIFELINE PROGRAM

The puhlic expreassed its rezctlon to the lifeline program in three
weys. First, the Commission received mﬂhy letters about the program during
its durctlon and after ite terminaticn., Second, the Commission held a public
hearing £t the Augusta Civic Center con Faebrusry 17, 1977, to allow the
public to axpress its viewe sbout the program. Finally, the
Division of Community Services snd the outreach agencies conducted a
talephons survey of 1ifeliné customers and the general public in Portland,
Bangor and Port Kent, giving many an opportunity to record their views on

specific quastions gbout the pfogram.

1. Coesmants on the Program

The Cormmission received 44 complaints by letter or telephone from
customzre about the lifeline program. They came from the following locations:

Central Maine Power

Portland 13

Rockland 4

Outaide demonstration
municipalicieas 4

Bengor Hydro

STEOT 8
Ellsworth 2
Cutside demonstration

municipelities 4
Mrine Public Service
Caribou 7
Fort Kent 2

Cutside demonstration
municipalities 0
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A petition from Fort Kent was entitled:

"We the undersigned, wish to protest the unfair discrimination
againat us in giving us a surcharge on our electric bills for
this older citizens lifeline electrical service law. We feel this
law ghonld be repealed.”

This petition was eigned by 430 people. ‘Since the total population
in Fort Kent in 1973 was only 4,702, this petition i3 obvioualy a
significant expression of community sentiment. The Commission also received
nine favorahble letters concerning the progrem, six of them from Bangor. At
the Lifzline hearing om Fabruary 17, 1977, the Commission recelved an
additicznl 134 favorable lestters from Lifeline participants, 117 from Fort
Fent snd 17 from Ceribeu.

Almost 81l of the complainta {rom the demonstration communities were
sbout the surchsrgoe., A significant number were from elderly people who
were fgzaligible for lifeline but had modest incomea and objected to having
to pay a aurchafge for other elderly people. Several elderly citizens
worrisd sgbout the younger generation, who were themselves having a difficult
time caring for their famflies. Other correaspondents thought that lifeline
was inccnsistent with self-reliance. One wvoman in Caribou wrote:

“"What has happened t5 the American peopla? Why can't sons and

dauzhters help parents instesd of asking the public to do their

duty for theuw?"

Msny correspondents were afraid that lifeline, if successful would be
exprrded astatewlde sad porsibly cover othar fusls, becoming in essence another
nassive welfare progrem. For exezple, a wen from Fort Kent observedi

"ty ropson for opnsaing ‘Lifelline' 1u simple: I feel we have to draw

the laine vow whore, Bath Incore Tarx and Soclal Security, e.g.,

ctercad suall, bur loow at them now:  They've mushroomed; they've grown

-~ to rldleulous proporticas. Like Income Tax end Soclal Security, 'Lifeline’
gppears to ve te bo enanther attempt to take my money (admittedly not

wuzh right nov) aod pive 1t to aomecne else. As far as I'm concerned,
thiis troad must stop, and, 1n fact, reverse."

%)
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The letters favoring the program stressed the benefits which the

B L

savings due to lifeline gave them. The following two letters are typical.
A man in Fort Kent wrote:

"This progrem help me in saving money toward paying for my oil bill
this winter. We do have a srmall check on S.S5.I., but we could never
save enough to pey our bills thie winter, without saving this way.
I'm getting only 132.00 8. Security & my wife gets 133.00 S.S.I1.
80, you pee vhat I mean, when ¥ say it did help us-.

Thank you"
A woman in Bangor woote:

"I would like for you to know how much the Electfic Lifeline means to
e to have 1t countinued,

"I em on a set income and I have a hard time to meet my bills with

high rente and cost of living, increasée in Blue Cross & Blue Shield;
also I have to buy special food ag I a=m on a speclal diet which costs
more than & plain diet of cheaper foods, and medications are very high,
as you know.

YAll in all teken into consideration, I would think that the lower cost
of electricity for Senior Citizens with set incomes like myself it
would be cheaper than to have us go on relief, which I will have to

do. I just can't stand any more high prices.”

2, The Lifeline Hearing

The Corission's lifeline hearing was held on February 17, 1977, shortly
~after the termination of the program. Witnesses appeared from electric
utiiitiaa, the Divislon of Cormunity Services and the general public. This
hearing provided a forum for the expression of a wide range of opinions.
Utility representatives were unanimously criticsl of the program. They
stressed the negative reaction of customers to the surcharge. One utility
witness, Mr. Robert F. Scott, Vice President of Central Maine Power, said that
this company had received 549 complaints from customers objecting to the
program, by letters, telephone calls or by notes written upon bills. The

company received two favorable responses. ;}g{(}




~36-
' Mr. Scott also initially asserted that the lifeline program had

resulted in no savings of energy by lifeline customers because they iIncreased
their usage by 2.7% during 1976. This, Mr. Scott saild "is in the opposite
direction from that intended by the Legislature.' However, Mr. Scott later
admitted that during 1976 regular residential customers increased thelr usage
by 8.2% (the actual figure was 8.3%). Thus, lifeline customers consumed
_relatively lese KiHs than other users.

Mr. Scott said he did not think lifeline was the "right answer to the
problem." He proposed energy stémps as an altemative program, a suggestion
which has been made by others, including other utility executives:

"If there is a:system that people have to go and qualify for food

stamps, then it seems to me that this same agency, whatever the

agency 18 in the State, could handle an energy stamp program that

would help not only the electric customer, but all energy users that

use energy in the home. And I say in the home to exclude gasocline

in autcmobiles."

A later witness Mr, Seephen Aucoine, presented to the Commission
an evaluation of the only fuel stamp project in the country. It was conducted
in Lehigh and Northampton Counties, Pennsylvanla, which include the cities
of Allentown, Bethlchem and Easton. The program was planned and administered
by the Comunity Action Committee of Lehigh Valley, Inc.1 fhe program
was funded by a grant from the Office of Ecoromic Opportunity. The purpose
of the project was "to insure that an adequate amount of various energy forms

was available to tbhe poor and the elderly by providing redeemable energy

vouchers while encouraging energy conservation.” Under the project fuel

1. For those who seek further information con thils program, the address of
this agency 1is 520 East Broad Street, Bethlehem, Pennsylvania 18018.
Its telephone number is (215) 691-5620.
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voucher bocklets worth $75.00 were sold to eligible persons for $25.00,
The vouchers could be used toward the purchase of coal, heating oil, natural
gas, wood, and other home heating fuels as well as electric utilities. The
net $50 subaidy figure was derived from estimates of an average $50 per
heating scmson increase in costs over the base year 1973-1974,

The Pennsylvania Committee's report suggests that energy stamps would
not encourage conservation. In appraising the success of 1its energy stamp
program, the Committee concluded that:

"there was greater energy consarvation by the participants before

they received fuel wouchers than during the period in which
they were given the subsidy.' (Emphasis in the original)

"Our findings suggest that fuel voucher program recipients, des-

pite efforts to encourage them to conserve fuel, used their $50

- subsidy to purchase more fuel at higher prices thereby

diminishing both the economic relief intended and our nation's
fuel supply. Recipients were more concerned with staying wamm
than with saving money and fuel."

Mr. Timothy P, Wilson, the Director of the Division of Community Services,
who was responsible for that Division's lifeline activities, suggested two
other objections to energy stamps. He observed that elderly people could
not always get out to pick up the stamps, He also said that there have been
many problems of frzud with food stamps, and continued, "I've got that same
problem when you talk about fuel stamps.' Mr. Wilson also alluded to problems
in administering an energy stamp program, in particular, installing safes in
rural areas to hold undistributed energy stamps. In contrast, Mr. Wilson

indicated that there was liftle, if any, fraud or serious administrative

problems involved in the lifeline program.




-38~ ‘

' Another alternative to lifeline was proposed by Mr, David E. Horney,
Manager of the U.lon Riwver Electric Cooperative, Inc., which serves a
gparsely settled arca of eastern Maine jJust north of Ellsworth. Mr. Honey
said that if a permanent lifeline progrem were adopted, 22 percent of his
customers would be on lifeline and would be supported by the other 78 percent,
who would have a 10 percent surcharge on their bills to pay for lifeline. He
stated that some people in his area funding the lifeline program were making
less money than senior citizens teceiving the benefits of the program.

As an alternative to lifeline Mr, Honey proposed taking the 5 percent sales
tax off all energy sold to people over 62. This would iqclude fuel oil
sales and even wood.

Many witnesses at the hearing favorad ¢ontinuation of the program. One
of the sponsors of the Lifeline Law, former State Senator Bruce M. Reeves,
testified:

"What the Legilslature was concerned with when it debated this bill was

basically how to help Maire's elderly who were the hardest hit by the

rising power company bills, because the elderly's income was so fixed

and tbey had to use a certain amount of electricity for life's
necessities,

"fnd, s=2condly, the Legislature was concernced that the low income
elderly, particularly those living by themselves paid the highest rate
per kilowatt hecur than any other group of customers."

Mr. Reeves then evaluated the lifeline program:

"My conclusion is that this has been an extraordinarily successful
demonsgtration and, Incidentally, several other legislators from other
states have shown an Interest in starting such a special rate for the
elderly . . . I am interested in other experiments, whether they are
e¢nergy stamps or whatever. But I think meanwhile the old people in
Maine are desperate, They need this. It's not a perfect situation;
it's not a perfect program, but it does work and I hope that you will
recommend it further to the legislature."
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Represantative Xathleen Vetson Goodwim, Chairman of the Maine Committee

on Aging, vas unable to attead the hearing, but sent a memorandum to the

Cozmineion, vlaich stated in part:

"Givsn the positivo results of the domonstration programs and the
continuved blask financlal status of many of Maine's elderly, we
strongly urge the continuation and statewide expansion of the
Lifelins progronm. According to a recent study commissioned by the
Mrine Comzittes on Aging eatitled Over 60 in Maine: A Progress
Raport, the wadian real income of aged single people is $2,850
end aged couples is $5,660 (1975). Furthermore, 397 of all aged
peraoncs are balow the low income level established by the Bureau
of Labor statistics ecnd emnother 267 are within the low to inter-
eediate incoms lavel., For these people, the asesistance provided
by the Lifeline program can be a significant factor in their
continued ebllity to stretch tight budgets to cover basic
necessities,"

Mra. Adella Ives, an ocutreach worker from Rockland, presented a
patition in favor of the program signed by 33 participants. Mre. Ives
listed the names of anotber 32 who would have signed the petition, but
vhon she was unsble to visit due to the weather.
Another witnees was Mary Ellen Twombly, the lifeline coordinator for
the Division of Community Services, Ma. Twombly testified that she had
asked the outreach agencles to derive statistics on the age and income levels
of lifeline participents from the application forms. The resulting statistics
‘which Hs. Twombly presented at the hearing appear in Appendix Tables 2 and 3.
Thene data reveal that the average yearly income of lifeline participanus wase
$2,638. The average age was 75 and 647 of the participants lived alone.
Ms. Twoambly algo daveleped some statistics on the savings lifeline customers
vere able to mska, The findings are contained in Appendix Tables 13 through 16.
They show that the economic benefit of lifeline to a participant depends on

two varisbles, the level of rates and the size of the participnn:n' income.

Ji4
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Thus, in the territory of Maine Public Service Company, since that utility's
rates are higher than those of the other two utilities, the savings in
dollar terms to lifeline participants there were greater than elsewhere.

And because of the lower average income level in Arocostook Counéy, the total

benefit of lifeline is doubly magnified.

3. The Telephone Survey

In attempting to determine if the Lifeline Demonstration Project was
successful or not, the Division of Community Services conducted a telephone
survey in selected demonstration areas during November and December of 1976.
The communities surveyed were Portland for Central Maine Power Company, Bangor
for Bangor Hydro-Electric Company, and Fort Kent for Maine Public Service
Company. The survey was designed to determine the feelings and attitudes of
. the general public, as well as the project participants, regarding the lifeline
concept and related subject areas, The survey forms used in the project

are shown in Appendix H.

A. Findings fros Survey of Lifeline Particivnants

589 lifeline participants were surveyed. The figures were as follows:

Portland 320 26% of lifeline participants

Bangor 200 40% of lifeline pavticipants

Fort Kent 69 407 of 1lifeline participants

The lifeline participants answered the survey's questions as follows:

1. 847 of the participants surveyed noticed a saving on their electrical
bills.

2. An overvhelming percentage, 91%, indicated they would like the

Legislature to continua the program.
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3. A gomewhat gmaller percentage, 66%, indicated that Lifeline ghould

be available for all persons over 62, regardless of income. 17X

1

were opposed.

4, 43% indicated no difference in their power consumption from pre-

1ifeline days and only 327 indicated that less power was used when
they were on lifelinas than before they were on the program.
5. 492 of the participants were aware of the surcharge; 34X were not.

6. Only 37X considered the surcharge to be a fair way of recovering the

cont of the program. 327 felt it waa not a falr way and the balance i
had nc opinion. Thess percentages varied with the municipality. In |
Portland, 48% of the psrticipants believed the surcharge was fair,
while only 24% belisved the surcharge to be unfair. In Fort Kemt,

91X thoesht tha surcharge was wafair; ealy &X thought it was fair.
(It st ba remembered that lifeline participsnts did not pay

tha zurcharge.)

7. The responses to the question asking who should cover lifeline's
costs was statiatically inconclusive with 697 of the participants
gurveyed having no opinion. The 31X that did respond, however,
indicated gpprorimately equally that either the power company or
the stete or federnl governmant ghould subsidize the cost. Energy
aterps were claarly an unpopular choice, with only 1.5% approving.

6. 537 of the participants favored an inverted rate structure for
utilities favoring small users, as opposed to the present structure
which favors large electrical users. The reaction to this question
was remarkably strong iﬁ Fort Kent, where 93X of those polled

prafarred an inverted rate structure.

PRONVIEY S

1. Because goms pecple either did not rezpond to quaations or did not know,
percentagse in this data, such &s the ones here, will add up to totals

less than 100X,
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9. The responses to the qusstion of whether the respondent could take
advantage of peak load pricing were approximately even, with 41% saying
yes and 397 saying no. There was, however, remarkable divergence
between municipalities with respect to the question.. In Portland,

527 said they could take advantage of an 8 P.M. - 7 A.M. lower rate
period, whereas 33% said they could not. In contrast, in Fort Kent,

only 28% said they could, while 71% said thgy could not.

B. Findings from Survevy of Non-participants

1,060 non-participants in the program were surveyed. The figures were
as followe:
Portland 316

.Bangor 344
Fort Kent 400

The Fort Kent rssults are particularly significent becauge its
400 people surveyed are 8.57 of Fort Kent's total 1973 population of 4,

1. 48%7 of those surveyed were familiﬁr with the lifeline project.
The figures varied between municipalities. Whereas in Fort Kent
692 of the respondents knew about lifeline, apparently because of
the high surcharge, conly 407 in Portland were familiar with lifeline,
and only 307 in Bangor were. (The Bangor surveyors only questioned
the 30% who were familiar with thé proegram. The very lsrge number
of thosge in Bangor who answered no further questions in the survey
(22% of the total) for the three municipalities affects the
responses below).

2. 677 favored special low electric rates for people 62 and over, while

only 6% vera opposed.
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427 opposed loswr rates for all those 62 and cver regardless of
incoma, while only 281 approved. This variee markedly from the
11feline participants’ favpfable reaponse.

357 felt vhen asked directly that the low rate should be available
for low income slderly only.

20% of those questioned were 62 and over. Only 15% of those who

gave their age in Fort Kenmt were ovexr 62, wherezs 387 in Portland were.
247 of those surveyed had incomes lese than $5,000 per year. 352

of those in Portl&gd were below that level, as were 27X in Fort Keat.
572 wer§ sware of the lifeline surcharges while only 162 were not
awgra. In Portland, 551 were aware and 30X unaware; and in Fort

Keat, 79% were ewgra and 151 umeware.

Tha recpomse to the question ragarding the fairness of the surchargs
was zpproximately aeven, with 337 indicating it was fair and 31%
Indiceting 4t vas unfair. Theag figures conceal a wide gecgraphical
variaticn: In Portland, 557 of the general public thought the
surcharge was fadtr, while only 197 thought 1£ was not. In Fort Kent
627 thought th2 surcharge waalunfair, while cnly 25Z thought it was
fsir. Appendix Tables 17 nndle show the surcharge was many times higher
in Port Kent than {a Portland.

of 3Sl.peop1e. 3X of the total questioned, who specifically
responded to this question concerning alternatives to the surcharge,
45% of them [15% of the total questioned) thought that the state or
fedaral goverrmant ghould make up the lost revenua, while 42X

{142 of the total] thought the power company should. 127 [4X of the
total] thought that both governments end powar companies should make

up tha logs. Omly 72 [2X of the totel] favored snargy stamps.

-
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10. With respect to_invurtcd rate structures, 407 of the non-participants
fasvored them and 261 were not in favor of them. In Portland, 552
wvere fevorable and 191 werenot. In Fort Kent 56X were favorable
&nd 31X were not.

11, Vhen asked if they could tske advantage of pubstantially lower
ele:tric rates between 8 P.M. and 7 AM., 45X indicated that they
could, and 26% said they could not. In Portland, 62X said they could,
and 277 seid they.could not. In Port Kent, only 527 said they could,
and 427 said they couid not.

Further data on the lifeline telephone survey appears in Appendix I.
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V. 1ISSUES RAISED BY LIFELINE PROGRAM

1. Lifeline Rates are not Cost-Related

A frequontly raised objectioﬁ to the lifeline concept is its deviation
from rate structures based on cost. This objection assumes that present
electric rate structures are based on costs actually incurred by the utiliry.

wﬂowever, the rate structures currently used by Maine electric utilities are
in no way related to the coats that crise from the consumption by a particular
customer,

Briefly, the declining block rate structure results in a high charge
per KWH for the infitial block of KWH uszags, and a declining charge per KWH
for each additional block of KWH usage. For example, 1f a Central Maine
Power customay consuzao 50 KWH in & wonth, the firast 25 KWH he purchsses will
cost $3,40 and the second 25 IWH will cost $1.09 (25 x .0434 KWH). The
current rata structure for the three participating utilities is shown 4in
Appendix Table 4.

The theot§ behind this structure is that at low levels of usage, the
bulk of the cost is recovery of capacity and customer costs which cccur
irrespective of the smount of elsctricity produced. At higher levels of
production, these costs are spread over more units of alectrical Outpﬁt,
hence unit costs are lower,

While this approach will recover costs for a company as a whole, it does
not neceassarily lead to cost related treatment of each individual customer.
Even more important is whether consumption by individual customers adds to
peak. Consuaption off peask may add little to overall costs, but this

possibility is not reflected in the current rate structures of Maine utilities.
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ether consumption occurs on or off peak was not so critical when the costs
f plant construction and fuel were low. vThe current costs of constructing
new plaut are enormous. For instance, in its recent prospectus for the sale

of common stock, dated March 17, 1977, Central Maine Power said that it plans

to spcnd through 1988, $669,974,000 on new generating facilities. Given such
an exﬁenae, i is unrealistic in cost terrmz for Centrsl Maine Peower to
encourage electric use through rate design that gives no indication of the
cost of peak timevusage in terms of the construction of more oparating plants.
The new plant coat is so high that the increases in peak time electrical usage
are producing the most expensive plant coet, which is tha reverge of the
situation during the 1960's. Similarly, foasil fuel costs and the problems
of obteining an adequate supply of fuel make peak time elactrical consumption
expensive because it is during the peak houre that the foasil fuel units must
be added to the baseload hydro and nuclear mixture. |

The snawer to thie dilemma 1s to price the increased consumption of
electricity according to its actual costs. President\Carter recognized this
in his speech to Congress on April 20, 1977:

"We must also reform our utility rate structure. For many years we
have rewarded waste by offering the cheapest rates to the largest
ugera. It 18 difficult for individual States to make such reforms
beceuse of the intense competition among States for new industry.
The only fair way is to adopt a set of principles to be applied
nationwide, .

"I am, therefore, proposing legislation which would require the
following =teps over the next two years: firat, phasing out
promotional rates and other pricing systems that make natural gas
and electricityertificislly cheap for high-volune users and which

do not accurately reflect actual costs; next, offering users peak-
load pricing techniques which set higher charges during the day when
demand {3 great and lower charges during the day when demand 1s
gmall." Congressional Record: April 20, 1977, page H3329.
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Although the President in his speech did not specifically refer to
declining block rates, the fact sheet issued on April 20, 1977 on his
energy program specifically mentions them:

“Conventional utility pricing policles discourage conservation.
The smallest users commonly pay the highest per unit price due
to practices such as declining block rates. Rates often do not
reflect the costs imposed on society by the actions of utility
consuners. The result is waste and inequity. The President
will therefore submit legislation which contains the following
provisions:

", . . State public utility commissions must require their
regulated electric utilities to phase out and eliminate pro-

motional, declining and other rates for electricity that do not
reflect cost incidence.

". . . to ghift energy usa from peak to nonpeak periods, electric

ut{lities would be required to offer daily off-peak rates to each
customer who 18 willing to pay metering costs and to offer lower
rates to customers willing to have their power interrupted at

times of higheat pask demand." Weekly Compilations of Presidential
Docuzeuts, April 25, 1877, Vol. 13 No. 7, Pg. 576.

At present both peak-load pricing and rate redesign are being actiwvely
considered by Coimissions and economists. Rate redesign proposals vary from
flattening the current decliniﬁg block rates to flat rates and inverted rates.
The historically accepted nmethods of cost allocation are also being quesationed.
Concepta of margimal cost pricing, when applied to the new economic realities,
create profoundly different analyses of the real costs electric utilities
confrént today and leave no doubt that present rate structures are not cost-
related in any economically meaningful cense. Consequently, to criticize

11felina on the basis that it is rot cost-related is not persuasive.
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2, Lifel’ne Rates and Ccnscorvatiom

The statistics collected by the Commission on the lifeline progranm
disclose the participants' patterns of use. Appendix Table 2 shows the low
income levels of lifeline participants, Appendix Table 14 reveals that
through lifeline, participants could annually save a week;s income because
of the program. Appendix Table 15 reveals that the savings in percentage
termms on total bills are substantial, especially for participants with small
monthly KWH usage levels. 7

Was there any conservation?‘ The table below indicates that lifeline
customers increased their usage during 1975 by a significantly smaller amount
than did regular residential customers.

TABLE VIII

Increases in Usage, 1975 to 1976

: 7 o
Residential Lifeline CpAens ne T
ot il
Central Maine Power 8.3 2.7
Bangor Hydro-Llectric 6.3 2.6
Maine Public Service 4.6 2.7

Source: Appendix Tables 7, 11 and 12.

Another study was made of the changes in KWH usage by a random sample
of lifeline customers from 1972 to 1976, as compared with the changes in
usages by regular residential customers. The results of this study appear in
Appendix Table 6.‘ They show that except for Fort Kent, lifeline customers
during this period increased their usage by a significantly smaller amount
than did regular residential customers. Appendix Table 6 aisoAreveals
graphically that l1ifeline customers use far less electricity than do regular

residentisl customers.
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& Appendix Table 6 suggests that lifeline customers are more frugal than
' the general public, and perhaps because of their financial situation, are

normally forced as a group to practice conservation. An additional explanation

is that because of their lack of income many lifeline customers do not have the
electrical appliances which most residential customers have.

To conclude, these statistics make it clear that the low income elderly
did not use the lifeline progrem, despite its significant savings, to
.increase their use of electricity. Lifeline customers increased their usage =
for a variety of rezsons - less than did regular residential customers. Even
1f a majoxity of lifeline participants did not deliberately conserve
electricity, 4n actual practice their record was better than regular
resldential customers, And the statistics also suggest that the lifeline
program allowed many low income elderly to increase their electrical use
from auatere stringency to more normal and adequateblevels. This tendency
to conserve has relevance to the questions of basing rate-making on costs.
Under declining block ratae structures curreatly in use by Maine utilities,
those residentiel éua;onaro who use the fewast kilowatt hours are in fact
paying the most per KWH of all electrical customere. And those low usage
custemars - tha elderly poor and others - are the peopla leaét able to pay

thena hish rates par KWH.

3. Lifalire sz a Secial Proarvam

A nuzber of people hava objected to wmanipulating utility rate structures
to {mplamznt a soclal program. In thie regard it sehould be emphasized that

any rate structura bas secisal comzequencea. Curremt declining block rate
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structures place a heavier burden on those elderly and other low income
customers who use small amounts of electricity. Obviously this has social
consequences,

Despite utility company protestations, the Legislature clearly has
the prerogative to make social judgements concerning rate design which
heretofore have been left primarily to management; provided, of course,
thet the utility continues to earn a falr return on its Iinvested capital.

Rate redesign that produces.a beitar balance between peak time and off
peak users may be the beat approach to providing scme relief to most conaumers.
To the extent that special rate differentiation basad on age and income ia
deemed warranted, lifeline may be 2z valid solution.

There appear to have been no more than isolated and unsubstantiated
allegations of fraud. No one actually brought a fraud complaint to the
attention of those running the program. The use of outreach agencies familiar
with their communities, together with the fact that all the accounting, billing,
and collection was done by the utilities, may have prevented any widespread
fraud, However, the program was not audited, so no firm conclusion on fraud

is possible.

4, Lifeline is Burdensome to the Utilities

Concerns were raised that the lifeline program would cause an excessive
adwinigtrative burden on the electric utilities. However, the data collected
from the utilities on administrative costs does not bear out this concern.

The costs do not seem excessive. One would expect the initial costs of
establishing a wholly new program to be high, yet once the program was actually
in regular operation, after February 29, 1976, the administrative costs became

very small.
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Moreover, the Commission does not believe that the companies incurred
substantial "out-of-pocket" expenses as a result of the program. To our
knowledge, thg utilities did not hire extra personnel‘or increase the capacity
of thelr computers because of 1iféline. The salaries and wages of the utilities'
personnel andlthe costs of computers would have been incurred had the lifeline
program never begun. The increase in the u;ilities' exéenses appears to have
been'only a very small portion of the total administrative costs resulting

from the progran, .
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. POSSIBLE MODIFICATIONS AND ALTERNATIVES TO LIFELINE PROGRAM

1. 'Paying for Lifeline and Alternative Federal Programs

It ia difficult to estimate the cost of a Statewide Lifeline Program,
although an extrapolation of Appendix Table 17 suggests it might be about
$800,000 per yearl - not 2 small amount and one which would have to be
reflected in rate increasea. Thia figure appears high, but the three electric
utilities participating in the program had total electric revenues in 1976
from residential customers totaling over $90,000,000, and from all customers
of almost $200,000,000. Viewad in that perspective the revenues foregone
under 1ifeline scem relatively slight.

Whether lifeline should be paid for through general taxation 1is, of
course, a matter for the legislature to consider. . ?aying for 1ifeline out
of general revenuzs avoids the surcharge problem and extends the burden of
the program over all taxpayers in the society, rather than just the utility
ratepayers. To the extent that subsidizing the poor elderly is a responsibility
of the general population, rather than the responsibility of the ratepaying
gegment of that pépulation, it {a &rguably proper for lifeline to be paid
for out of general federal or state revenues. Such a program has been

enacted by Congress and approved by President Carter on May 4, 1977, as

1. The total surcharges billed over the year the program was in operation
totaled $111,191. Approximately 14% of Maine's population over 60 lived
in the six demonstration municipalities according to the 1970 census.
(No actual figures for people 62 and over were available.) An extra-
polation suggests the cost of about $800,000 for a statewide program.
This figure does not include any additional administrative costs due to
the program, '
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part cf & Supplemental Appropriation Act, HR 4877. The program is under the
Comnunity Services Administration, and is called the Emergency/Fuel Assistance

Progran,

On April 28, 1977, the President of Central Maine Power, Elwin W. Thurlow,
gsent a telegram to President” Carter urging him to sign this legislation.
Mr., Thurlow said the legislation which provides $200 million to assist low-
income families with their fuel and energy bills 1s needed to assist needy
families and individuals in obtaining energy and fuel supplies.

"Asalsting low income families with their energy and heating needs
through this program is a much better alternative to a social need
than the limited effects of an electrical lifeline program such as
vas tested in Maine last year.

"Under the lifeline test established by the 107th Maine Legislature
low-income elderly reczived electricity at a lower cost than that paid
by other ccnsurers. The loss to the ccmpany was added to the bills of
recining custoners in the tegt communlties. The federal program #s

not restricted to the eldarly but 1s available to all low-income families
who can prove nesd, It 18 breoader in that it covers all forms of

energy and dces not penalize electric customers through a surcharge

on their electric bills.,"

-2, EKeimbursing Utilitiles for the Cost of Lifeline

How should the ﬁtiiities be reimbursed? If state or federal money is
used to pay for the lifeline program, then the best method 1s to have the
customer pay his shave of his bill at a special low rate to the utility. The
customer would pay for all his eiectrical use, albeit at a lower cost. The
‘difference between this lower rate and regular residential rate would be paid
by the state or federal government directly to the utility.l The fact that a
1. To the extant tha program 1s fipanced by highar individual State income

taxes, a part of the burden would be shifted to the Federal Government

because state {ncorme tazxes are a legitimate deduction from Federal income

taxea. Ths sctual effect on any individual would depend on his or her tax
brackat. )
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'participant pays his entire bill, although at a lower rate, is not given
a direct refund or rebate representing the government's contribution, may

curtail increaced uase.

The Emergency Energy/Fuel Assistance Program dces provide for the
payments Lo be made to the energy and fuel suppliers, not the actual participants.
This should minimize the tendency of participants to increase their usage,
unlike the situation with the Pennsylvania fuel stamp program described

earlier.

3, Lifeline and Comprehensive Rate Redesign

One serious objection to the Maine Lifeline demonstration program is
that it gave its benefits only to a minority of fhose who consume small
. quantities of electricity., Many poor, dissbled and other customers use small
quantities of electriciﬁy, yet they were unable to benefit from lifeline.

It can be argued that giving lifeline benefits only to the elderly poor
would be appropriate because of their frugality and their use of relatively
small amounts of electricity., Thus lower rates for this group, unlike lower
rates for the remainder of the population will result in no increase in
usage, unlike the probsble result of granting lower rates to those other groups
who uée enall quantities of electricity. On the other hand, we have seen that
declining block rate structures may not conform to the economic realities which
electrlic utilities face tcday. .A gencral rate redesign, besed on more precise
concepts of cost, would result in lower rates for all those who do not use
peak hour electricity. This could make a special lifeline program unnececssary.
Such a general rate redesign has another advangage. It would not result in any
surcharge, although the bills of users of large quantities of peak hour

electricity would be increased,
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4. Accounting for Different Residential Rate Levels Among Utilities

One significant problem with the lifeline program was caused by the
fact that Maine Public Service Company's rates were higher - both the rate
and the fuel charges - than the rates of the other two participating utilities.
Tgis meant that both the savings due to lifeline and the lifeline surcharge
were much higher in Aroostook Coupty than elsewhere. (See Appendix Tables 4,
15 and 18) This dispazity is due to tha lifeline ratess being a fixed
amount - 3¢ per KWH - instead of & percentage of the utility's residential
rates, such as 66 2/3% or 75% ;f residential rates,

The use of a fixed figure like 3§ per KWH in a stetewide program could
vork hardships on particular utility companies. When épplied to some of the
very small electric cceperatives and companies, for example the lifeline rate
would be only a small percentage of the regular rate, and the revenue loss
from the program would be enormous. Using 1975 figures (the last year
for which complete figurea are available), the difference between the
residential and lifeline rates for utilities located on islands off the Maine
coast is shown in Table IX below:

ATABLE IX

500 KWH Monthly Uéage

Residential Rate Life~ Difference

Company (Including fuel) 1line Amount 7
Fox Island Electric Co~op. .
(Vinalhaven, North Haven is]ands) $36.34 $15.00 $21.34 41.3%
Isle Au Haut Elcctric 52.06 15.00 37.06 28.8
Matinicus Light & Power Co. ~
(Matinicus Island) 52.70 15.00 37.70 28,5
Swang Island Electric Co-op, Inc. 32.58 15,00 17.58 46.0
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' These ccmpaniles are located on islands many miles off the coast., The
unueual difficulties these islands face in supplying electricity to their
customers explain their high rates. Because of the great difference between
lifeline and regular residential rates in such situations either an exception
for these companieg would have to be made, or else a lifeline rate which is
a percentage of the residential rate should be adopted.

One percentage method was included in a Lifeline Bill, L.D. 1317, which
vas before the 108th Legislature in 1977:

"For the first 500 kilowatt hours utilized each month, the lifeline

rate shall be a flat per kilowatt hour rate which is determined by

taking the applicable residential base bill amount for a monthly

usage of 500 kilowatt hours, adding to 1t the average monthly fuel

adjustument charge for the preceding calendar year and multiplying the

swn by 75%;"

Using the current rate schedules shown in Appendix Table 4, the percentages

of regular rates for 500 KWH and 300 KWH for the State's major electric

utilities are in Table X shown below,

TABLE X
500 KWH 300 KwH
Central Maine Power 79.7% 66.6%
Bangor Hydro-Electric 75.1 65.3
Maine Puwlic Service 63.4 55.9

The table shewa that the 75% lifeliwe rate calculation described above
would result in savings to lifeline customers comparsble to those produced

in the demonstretion program. Percentage rates may ba particularly useful

as a nmethod of zvoiding the requirement of repeated lagislative or commiasion

Juggling of the 1lifaline rztes. Thus, whenaver an elcectric ucility is granted
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a rate increase ‘or decrease, the lifeline rates could change nroportiomately.

Under the lifaeline démonstration hrogram, participants who used
extremely small amounte of electricity each month paid very small bills.
Thus a customer who used 35 KWH in one month would have, under the lifeline
rate of 3¢ per KWH, a bill (befofe taxes) of $l.0$. fhe utilities have a
very high rate for ﬁh; first few KWH consumad each month. This high initial

rute is designed to cover plant costs and administrative expenses such as

>meter reading and bill p%ep&r&tiou which are incurred regardless of the

KWilg actuslly conszumed.

It 1a, of course, possible to demign a tariff for a lifeline program
that would recognize the monthly administrative expensa‘separately.l For
exemple, a minlwum monthly bill for all residential customers (iﬁcluding
l1ifeline customars) exclusive of any energy used could be eatablished. In
California for the three major electric utilities, these minimums are between

$1.05 and $3.00.

1. This separation haa been made by Maine Public Service Company in 1its most

recent tariffe, in which it has saparated out a "Custemer Service Charga"
and an "fnergy Charge." (See Appeadix Table 4) Csalifornia's three major
electric utflities mske a eimilar separation.
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The Maine lifeline rates allowed a lifeline customer to save, no
matter what his usage was, As onae can see from Appendix Table 15, the
emaller the usags, the larger the saving in percentage terms, By the time
a customer was usihg 1000 KWH per month, the pearcentage savings were slight.
The dollar savings, of course, wera constant above 500 KWH.

Frederick E. Anderson, the Director of the Rate Department of Central
Maine Power Company, avggested an approach which would regult in lifeline
customers using in excesa of 1000 KWH par month paying the same for electric
service as a regular rzaidentisl customer. Hr. Anderson wrote the Commission
on October 22, 1975:

"We feel that the 1ifeline rate form as proposed at the Conference

fails to fulfill ons important requirement of the lew which is

'« . . to encourage the reduction of electrical powar consumption

for all uses bayoad such basic neccesitiss.’

"To achiove thias objective, the lifeline rate must have equality at

some Kuhi vsege lavel beyoud 500 Kwh with the rate under which service

to all other residential customers is provided. To accomplish this

conpervetion chiective, we are proposing the lifeline rata shown in

Attachment A, The first 500 Kwh are priced at 3.0¢. The aext block

is desigaed to achieve equality in the base bill emount between

Residential Service Rate A and Lifeline Service Rate LL at a usage

level of 1000 Kwh (existing break point in Residential Service Rate A)."

Mr. Anderson's proposal providee savings to levels of enargy usage below
500 KWH and completely eliminates those savings at lavels of usage above
1000 KWH. Mr. Anderson's proposed lifeline rate achedula is based on
Central Maine Power Octobar 1375 rates as shown in Appendix Table 25. It

wvas incorporated in L.D. 1317,
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5. California's Lifeline Program

On September 23, 1875, California;s Governor Brown signed the Miller-
Warner Energy Lifeline Act.l The Lifeline Act directs the Public Utilities
Commission to designate a lifeline quantity of gas and eléctricity necessary
to supply the minimum energy needs of the averageiresidential user for end
uses of gpace and water heating, lighting, cooking and food refrigeration.
It also requires the Public Utilities Commission to require electrical and
‘gas corporations to file a revised schedule of rates and charges providing
a lifeline rate, which shall n;t be greater than the rates in effect on
January 1, 1976, The law prohibits any increase in the lifeline rate until
the average system rate in cents per kilowatt hour or cents per therm increased
25 percent or more over the January 1, 1976 level.

This program does not decrease rates, but inatead holds lifeline rates

constant when a rate Increase is granted. The California Commission on

October 7, 1975, issued its First Interim Opinion - Preliminary Considerations

with respect to lifeline. This 58 page opinion 13 primarily directed towards
the determination of what lifeline quantities of electricity and gas are for
purposes of the Act. The Commission divided Californmia up into four climatic
zones for purposes of determining the minimum amounts of ele;tricity-and gas
needed for space heating. The resulting lifeline amounts for electricity found

by the Commission are as follows:

1. This statute 1s Section 739 of the California Public Utilities Code,
and Chapter 1010 of the 1975-1976 California statutes.
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TABLE XI

Lifeline Amounts of Electricity
Desipnated by California Public Utilities Commission

A.) Single Family Residences and Metered Units of Multi-Unit Complexes

Basic
Climatic Residential Water Space -
Zona Use Heating Heating
Degree Kwid /mo. KWH/mo. KWH/mo.
Ho. Daya
1 2,500 240 250 550
2 2,500 240 250 800
3 4,500 240 250 1,120
4 7,000 240 250 1,420

B.) Unmetored Units of Multi-Unit Complexes

Basic
Clinztic Residential Water Space
Zong Use Heating Heating.
Degree KWH/mo. KWwH/mo. KWH/mo.
Yo. Days
1 2,500 190 200 330
2 2,500 190 200 480
3 4,500 190 200 675
b 7,000 190 200 850

NOTE: These quantities are additive., Thus a customer with water heating in
climatic zone 4 would obtain 390 KWH at 1lifeline amounts. If he had
space heating, he would obtain 1240 XWH at lifeline amounts.

It should be noted that all parts of Maine have yearly degree day totals

over 7,000 degree days, and are thus in climatic zone 4.

In California lifeline rates have an energy charge analogous to our fuel

adjustment charge added to the rates for lifeline KWHs. The California

utilities have separate rate levels for various gebgraphieal areas. The rate
schedules for each geographical area consist of only two rate glocks. The
present rate structure of the California electric utilities for a given

gecgraphical area is somewhat flatter than the rate structure of the three

Maine electric utilities.
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The California lifeline program is more complex than the Maine
demonstration program. However, the California program's effort to define
e minimum quantity of energy appears to have merit and to warrant consideration
in developing any permsrnant program in Maine. The same 18 true of the phasging

in of the California lifeline rate.
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"11. CONCLUSIONS AﬁD RECOMMENDATIQHS

| The low income elderly who participated in Maine's demonstration
program did obtain meaningful savings in their monthly electric bills. The
operationzl problems with the program were few and its administrative burdens
vere not severe, If the Legislature were to extend lifeline statewide, the
Cemmiselon believes the program could be extendad in substantially the form
it took during the demonstration project. However, it is not a substitute
elther for overall redosign of electric rates or for a comprehensive program
designed to e¢ashle Malne's poor beople to purchase minimum quentities of
energy et rates that they can afford.

The wmajor problem 1s how to pay for lifeline. The per kiloyatt surcharge
was clearly unpopular. Possible alternative methods for consideration would
include:

(1) Peyments of federal or state funds, as in the recently enacted
‘Emetgency Energy/Fuel Aasistance Program, directly to the utilities to
reimburse them for the loss of revenue from lifelinevrates.

(2) Incorporation of the lifeline rate into the overall rate gstructure

of the electric utilities, which will mean that the reduction in revenue due

to lifeline would be recouped from the basic rates of other customers. Ideally,
lifeline rates would be incorporated as part of a general rate redesign
proceeding.

Ir our view, the.lifeline rate aﬁould be a percentage discount from

the utility's rogular residential rate. This computation rate will provide

substantially larger savings at lower usage levels.

If a lifeline customer uses over 1000 KWH in any month, his bill should

be the same as though he were a regular residential customer. This requires
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& rate block between 500 and 1000 XWH per month which makes up the difference.
This rate block will have a single rate, somewhat higher then regular residential
ratea, which will mean that by 1000 K¥i the difference in basic rates will
reach zero.

The remainder of any asuch program, including the methods of signing up
applicants and the use of the outreach agencies, should remain essentially
as it operated during the d&monaétation progran except for more comperchensive
verification procedures. However, we suggest that the lifeline applications
be sent diractly from the outreach agencies to the utilties after verification
with other state agencies as necessary. Any disputes about lifeline applica-
tiona should be resolved between the'utility and the outreach agencies, with

a right of eppeal to the Commission.
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CHAPTER 585
AN ACT to Provide Lifeline Electrical Service for Older Citizens.

Be it enacted by the People of the State of Maine, as follows:
Sec. 1. 35 MRSA c. 4 is enacted to read:
CHAPTER 4
OLDER CITIZENS LIFELINE ELECTRICAL SERVICE LAW

§ 81. Title

This chapter shall be known as the Older Citizens Lifeline Liectrical Serv-
ice Law.

§ 82. Policy

It is declared that it is a policy of the State of Maine to insure an adequate
electrical utility service to older citizens at a price they can afford. Older
citizens today face a special crisis in surviving under the constant increase in
the cost of living and particularly in the cost of fuel and utility services. It
is the purpose of lifeline clectrical service to alleviate the upward spiral in the
cost of elecirical service to older citizens and at the same time to encourage
as well as reward the conservation of scarce energy supplies by adopting the
approach of constant per unit cost for the use of electricity. It is the policy

of the State that older citizens be able to reccive electrical service for basic’

nccessities of modern life, such as lighting and refrigeration, at a stable, fair
and reasonanle minimum cost and to encourage the reduction of electrical
power consumption for all other uses beyond such basic necessities,

§ B3. Definitions

As used in this chapter, unless the context otherwise indicates, the follow-
ing words shall have the following meanings,

1. Household. “Household” means a claimant and spouse and members
of the household for whom the claimant under Title 36, chapter gor is en-
titled to claim an exemption as a dependent under Title 36, chapter 8ot for the
year for which relief is requested.

2. Housshold income. “Household income” means all income received by
all persons of a household in a calendar year while members of the household.

3. Income. “Income” means the sum of Maine adjusted gross income de-
termined in accordance with Title 36, chapter 8o1, the amount of capital gains
excluded from adjusted gross incormne, alimony, support moncy, nontaxable
strike benefits, the gross amount of any pension or annuity including railroad
retirement benefits, all payments received under the Federal Social Security

Act, state unemployment insurance laws, and veterans disability pensions,

nontaxable interest received from the Federal Government or any of its in-
strumentalities, workmen’s compensation and the gross amount of “loss of
time” insurance, cash public assistance and relief, but not including relief
granted under Title 36, chapter gor. It does not include gifts {rom nongovern-
mental sources or surplus foods or other relief in kind supplied by a govern-
mental agency.

4. Older citizens. “Older citizens” means a residential customer 62 years
or older.
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5. Residential customer. “Residential customer” means an individual who
mnaintains a permanent place of abode within this State and is present in this
State for more than an aggregate of 183 days each year.

§ 84. Lifeline demonstration program

The Public Utilities Commission shall establish the rules and procedures
for, and put into operation, a demonstration lifeline electrical service program
that shall include the following:

1. Selection of size of municipality. Selection of a medium-sized munici-
pality, 2,500 to 10,000 population, and a large municipality, population over
10,000, in each of the service areas of the Central Maine Power Company, the
Bangor Hydro-Electric Company and the Maine Public Service Company, 6
municipalities in all. These 6 municipalities shall be the municipalities in
which the demonstration program is conducted.

2. Establish a lifeline rate for a period of 12 months. Establish the life-
line electrical service rate for a period of 12 months. The first rate step of the
lifeline rate shall be not more than 3¢ per kilowatt hour for each of the first
so00 kilowatt hours of electricity utilized in any monthly billing period. A
residential customer who is an older citizen shall pay not more than the life-
line rate for electricity utilized in any meonth at his principal dwelling. The
rate provided by this section shall not be supplemented by any minimum
charges, service charge, connection charge or other periodic charge to an
older citizen who is a residential customer in a principal dwelling. Where any
existing rate for a particular usage level is lower than the lifcline rate estab-
lished by the commission, the lower rate shall prevail. No claim for lifeline
rate otherwise allowable shall be granted to claimants of single member
houscholds with household income in excess of $4,500 for the previous calen-
dar year; and no claim otherwise allowable shall be granted to claimants of
households of 2 or more members with income in excess of $5,000 for the
previous calendar year.

All state agencies are authorized to provide whatever support services, in-
formational support, evaluative services and other such assistance as may be
requested by the Public Utilities Commission in carrying out the objectives
of the demonstration lifeline electrical service program.

§ 85. Review

After the completion of the one-year demonstration program, the Public
Utilitics Commission shail hold a public hearing or hearings to review the
lifeline service rate to insure that it is adequate to effect the purposes of this
chapter. It shall report its findings and any recommendations concerning the
rate to the Legislature prior ot the last day of 1g76.

Sec, 2. Transitional provisions,

1. Central Maine Power Company, Bangor Hydro-Eleetric Company and
Maine Public Service Company shall file with the Public Utilities Commis-
sion revised tarifls in conformance with this Act in accord with the direction
of the commission,

2. 1n the event that implementation shall cause a loss of revenue to a
utility, the additional revenue shall be obtained from all other classes of
energy use in a just and reasonable manner.,

Effective Octolier 1, 1975
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APPENDIX B

Ricsamp 8. Connn
Mantin L. Wiea
DEMYTY AYIOANETE OENERA,

ATTRARLY SENEAAL

State or MaINE e N
DEPARTNENT OF THE ATTORNEY GENER ul-‘"-l s TIILLIC
AUoUSTA, MAINE 043033 dovLIVED

' . ¥AR9 1976

February 24, 1976

UL LITIDS COMT, “

Honorable Gail H. Tarx
R.F.D., #l
Brighton, Maine

Re: The Constitutionality of Secticn 2, Chapter 583, laws of
1875, An AcCt to bProvide Lifeline Floctrical gervice for

Older Citizens,

Dear Represantative Tarri

This opinion is in response to your telephone call to this
office and your latter dated November 20, 1975, to Deputy Attorney
Genoral Martin Wilk, in which you asked whether subssction 2 of
Section 2 of Chaptar 585, Laws of 1975, An Act to Provida Lifeline
Plectrical Service for Older Citizens (L.D. 20}, ia constitutional,.

éubceq;{én'z provides that;

2. In the event that implementation shall
cauge & loss of revenue to a utllity, the
séditional revenue shall be obtainad frum
all other clusses of anergy use in a just
ard roasonadle manner.

~The only guestion raised by that subsaction is whather it
gatisfies the requiremente of the Fourteanth Ameondmant of the United
Statas Constitution and Article.I, Secticn 6-A of the Maina Conetitution
that the Stats shall not deny aZny perscn within its 4urisdiction squal
protection of the laws, Wa think that tha statute satisfies thase
constitutional requiremznts.

Pursuant to the Act, tha Public Utilities Cowmiesion (PIC) has
{mplemonted a ons ycar demonstration older citirana' lifeline electrical
gervice progyram for six municipalities the PUC hze gelectad, three
with a population of over 10,000 and three with a population bhetween
2,500 end 10,000, in each of the service arcas of the Contral Maine
Power Cotpzny, Bangor Hydro-Electric Cempany aad Maine Public Service
Company., 235 M,R.3.,A. § 84. The three lorgex cormunitiss that have been
geisctad for tha demonstration project are Portland, Bangor and Caribou:
the three smaller ones are Rockland, Ellsworth and Fort Kent. Any
citizen of 62 yeara of age or older who maets the incowme limitations
provided in the statute shall not pay more than three cents per
kilowatt hour (Title 35 M.R.S.A. § B4 sub-§ 2) *for ecach of the first
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500 kilowatt hours of electricity utilized in any menthly billing
period at his principle dwelling." The subsequent rates for
additional usage, while varying from utility to utility, correspond
to the standard residential rate for the sccond and third steps in
the utility's declining block residential rate structure, For example,
in Central Maine Power service area, the rate applicable to lifeline
customers for the second five hundred kilowatt hours (KWH) ig 2.16
cents per KWwH; thereafter, all KWH are billed at 1.97 caents. The
lifeline rate is applicable whether ox not the recipient limits his
residential consumption to 500 KWH per month. If he uses 25,000
K#H, he would still receive the lifeline rate for the first 500 KwWH

uged.

The lifeline rate of 3 cents per ¥XWH for the first 500 KwH
consumed, established by the PUC under the statute, or $15.00 with
no additional charges of any kind whatsoever permitted (35 M.R.S.A.
$84, subg 2),is substantially less than the comparable standard rate
for each of the three utilities involved. With the fuel adjustment
charge added, the standard rate would be $18.07 for C¥P, $20.32 for
Bangor Hydro and $25.10 for Maine Public Service.

Tt is not known at this time to what axtent each reciplent of
the 1lifeline rate will use the full 500 KWHs at the three cent rate.
That consumption leval, ,howaver, is about average for a typical
residence in thé CMP service area.

Under Section 2, subsaction 2 of the Act, the other ratepayers
in each municipality (thosa not qualified as lifeline ratepayars)
will be required to pay for the loss of revenue their particular
utility incurs as a consequence of the lower lifeline rates. Accordingly,
in the Maine Public Service (MPS) area (Caribou and Fort Kent), to
the extent that the lifeline recipients use the full 500 KwH, the
difference between $25.10 on each bill that the MPS would have collected
and the $15.00 that it does collect from the lifeline rate customer,
or $9.90 per rmonth,will be added to the bills to be paid by -the other
ratepayers in those particular towns. Because the statute providas
that the revenue dificiency shall be collected “"from all other classas
of energy use in a just and reascnable manner* (underlining suppliaed},
the PUC has declided to impose a surcharge bassd solesly on KWH usage,
regardless of the Tate otherwise applicable to each ratepayer, Sae,
e.g., PUC Order in F. C. #2165, appendsd hersto. 2/

2/ CMp has protested the PUC's decision to not parmit the costs incurred
by 4P in administering the program to be addad to the aurcharge as

o part of its resulting loss of revenue., Sce CMP's Petition to Reopen
Proceedings, etc. in F. C. #2165, appended hereto. See also PUC Rules
and Procedures for Older Citizen Lifelins Electrical Service, November

3, 1973, p. 3, arpendaed hereto. If G{P's protests were to be¢ successful,
the surcharge would ba increased accordingly.-
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As of January 27, 1976,+1,966 persons in the six demonstration
communities had applied for and qualified as lifeline rate customers. 3/
Inasmuch as the surcharge is based on KWH usage, it is expected that,
‘given the numbar of ratepayers in the demonstration communities, the
resulting economic impact of the amurcharge on residential customers in
these demonstration communitiea will be very small indeed. Industrial
users could, of course, depending on their K@WH usage, pay moOre substan-
tial surcharges which, in turn, would be passsd on to their customers in
the form of higher prices for their gocods or services.

Heavy users of electricity, such as those residential ratepayers
having large families with heavy washing, drying and/or electric heating
loads as well as the largsr industrial firms, would, of course, pay more
of the subsidy for thae lifeline rate customers than would more nodsst
users of electricity. 4/ Landlords with single meter apartment houszes
will presumably choose to pass their subsidy costs on to thair tenants,
unless prevented fror do;ng 80 by the terms of a lease.

Lifelins rate customera do rot pay any part of the subsidy, even
on their electrical usnoge that exceeds 500 XWH per month. 5/ '

3/ As the PUC racognizes in its Rules and Frocedures for Older Citizens'

" Lifeline Electrical Service, Rules 2 and 3, not all those eligible may
qualify as lifeline customers. Potential lifeline rate customars living
in & multiple unit dwelling with a single meter will be eligible for
the preferred rate only if all households within the dwelling so qualify.
(Bven if they do,. the lifeline customers apparantly receive the resulting
benafits in fact only if the landlord chooses to follow the PUC recom-
mendztion that he reduce rents accordingly. See Rule 2).

4/ The statute can, and inevitably will, result in persons living on
welfare and on marginal incomes, but not satiefying ths age requirements
of the lifeline rxts customar, subsidizing ths lattsr., 1In eoms instanceas,
i{f such marginal income families hava heavy electrical load requirements,
their subsidy of the lifeline rate customer may be more substantial than
that of more affluent persons in the same community having lesser nesds
for electricity. 1In that connection, we are aware that much of ths
cheaper housing in Maine is heated with electricity, oftan with relatively
inefficient radiant electrical heat, because of the low initial capital
costs. .

5/ The utilities, with the approval of the PUC, have interpreted "classes
of energy use"” 1in subsection 2 of Section 2 of the Act as essaentially
synonymous with classes of service. Lifeline service customers are treated
28 a class of use and, therefore, are exempt from the surcharce imposed

by esubsection 2 for their KwH usage beyond the firat 500 KwH monthly.

Soes, e.g., CMP's Rats LL appended to the PUC Order in F, C. 2165.
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As 2 consequence of subsection 2 of Section 2 of the Act, taken
in conjunction with the other provisions of the Act and under the
plan that has baen developsd by the PUC for the implamentation of the
lifeline service program (which plan, it should be noted, follows the
requiremants of the statute reasonably), the following differences in
rate treatment result:

1. Lifeline customars receive preferable rate treatment over
others in the community-who do not qualify as lifeline recipients.

2. Ratepldyers other than lifeline customers living in demonstra-
~tion communities will pay for the subsidized rate for the lifeline
customers in their communities while similarly situated ratepayers
outside the demonstration communities will not pay any of the subsidy,
regardless of their KWH usagae.

3. .Ratepayers, other than lifeline customers, living in the same
demonstration communities will pay different amounts of surcharge
according to their respective KWH usage,

This statute is presumed constitutional at the outset. As stated
by the Supreme Judicial Court of the State of Maine in State v, Norton,
335 A. 2d 607, 614 (1975): .

+

“In passing upon the constitutionality of any act

of the legislaturs the Court assumes that the legis-
lature acted with knowledge of constitutional resty-
1ctlons, and that: the legislature honestly believed
that it was acting within its rights, duties and powars.
All acts of the kogislature are presuped to be consti-
tutional and this is a ’‘presumption of great strsngth.'
. « « The burden is upon him who claims that tha act
is unconstitution&l to show its unconstitutionality .

. « Whethar the aenactmant of the law is wise or not,
and whether it is the best moans to achieva the

dasired result are mattars for the legislatura and

not for the Court." (Citations omitted.) State v.
Fantastic Fair & Karmil, 158 Me., 450, 466, 467, 186
A.2d 352, 262,263 (1¢961).

Turning to the first category of difference, we have no difficulty
whatgoever with preferential treatment being givan to persons 62 yaars
of age or older with limited incomes as specilZied in the.statute,.
Public assistance to such groups of persons would undoubtedly be sus-
tained as & legitimate exercise of the Legislature’s powers to protect
the public welfare. 6/ The only question remaining, then, is whether the
manner of imposing the resulting economic burden of the subsidy to that
group is so arbitrary or unfair as to deprive any of the other ratepayers
paying the subsidy egual protaction of the laws,

6/ In New York, it has been held that a county govarnment's Department of

Social Services was required to meet the immediate needs of a walfare
recipient by paying the sum that would make the recipiont currant in his
obligation to the utility that provides power for hesating and lighting
his home. JIngram v. Fahuy, 358 N.Y.S. 24 604.
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The relevant criteria here regarding the resalting disparity in
the burden of this social welfare program carried by various persons
is well stated in the recent decision of the United States Suprome
Court in Weinberger v. Salfi, 422 u.s,. {June 26, 1975), at
45 L.E4 24 522, 541, gquotirng from one of its prior opinions,

“In the area of economics and social welfare,

a State does not violate the Egqual Protection
Clasuse merely because the clasasifications made
by its laws are imperfect. 1If the classifica-
ticn has some ‘reasonable basis,' it does not
offend the Constitution simply because the
"classification 'is not made with mathematical
nicety or because in practice it results in soame
inequality.’' Lindsley v. Ratural Carbonic Gas
Co., 220 U.S5. 61, 78, 55 L B4 269, 31 s Cct 337.
'The problems of government are practical ones
and may justify, if they do not raquire, rough
accomodations - illogical, it may ba, and un-
scientific.' Metropolis Theatre Co. v. City
of Chicago, 228 Us 61, 69-70, 57 L Bd 730 S Cct
441 - * * L " :

Applying that criteria here, the difference in troatmant betwean
those in demonstration communities and thosa ocutside of those communitiss
{category (2)) is not sarious, in our view, from a constitutional stand-
point. One purpose of the demonstration or pilot program was to try to
doterming, by axamples in communities of different aizes, what the
eccnomic impact would ba on other ratepayers in such communities if the
program were to be adopted statewido. Assuming no other constitutional
probiems with the plan, then, tha discrimination that results betwsan
equal coasumara of electricity in difforent communities could be justified
on the ground that it is an inevitable result of a legislative determina-
tion to treat this aspect of the economic welfare problems of the elderly
poor as a local responsibility sclely for the purposes of the demonstra-
tion project, The difference in treatment results from that detormina-
tion, not from any arbitrary or invidious claesification. Wa think the
legislature has the lawful authority to make that determination. It
follows that the resulting discrimination betwean comparable &nergy users
in different communities is not constitutionally impermissibla,

The remaining (third) category of differcnce in treatment is that
between big and little users of clectricity. The inquiry here is whether
the discrimination based on KWH uszgo is reasonably related to the pro-
wotion of scue legltimate legislative purposs of this statuta,

The underlying policy or purpose of the statute, as originally
introduced, was to provide aid to Maine's alderly through lifeline
preferential electric rates., See 35 M.R.S.A. § 8Z. It waa pointed out
during debata that three-guarterz of Msina's 114,000 alderly citizens
support themselves solely with social gecurity paymeants and this moans
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that most of them live on 340 a week. See Senator Cummings' comments,
Senate Record, Juna 4, 197%, p. Bl622, _

A secondary policy of the statute is (35 M.R.8.A. § 82) "to
encourage the reduction of electrical power consumption for all othar
uses bayond" the basic necessities of modsrn life, such as lighting and
refrigeration, needed by Maine'’s older citizens, The sponsora of
thas legislation were of the view that the bill would encourage such
energy conservation. BSee the comments of Senator Reeves, Senate Record,
June 4, 1975, at Bl622, and on Juna 9, 1975, at Bl753, and the commants of
Repregentative Goodwin, House Record, June 9, 1375, at B1740 and June 20,
1975, at B2202. Whether or hot the proponents of the bill were factually
correct in their statements that the bill would encourage the recipients
of the lifeline rata to conserve electricity, it is reasonably clesar froa
the legislative history that the proponents of the bill did profess a
concern that the bill help achieve energy conservation. Subsection 2 of
Section 2 of the statute should encourage other ratepayers in the demon-
stration communities to conserve electricity because the surcharge is
based golely on KWH usage, The more electricity used the more the :
ratapayer must pay in the way of a surcharge,

It may also be pointed out in defense of this statute that today,
in an inflationary period, the increased usage of electricity, especially
during peak demand periods, increases the cost of electricity, as it
requires the construction of expensiva naw gensrzting and transmitting
facilities, all ‘to the detriment of the eldarly poor when they attempt
to pey their electric utildty bills. It can ke argusad, then, that there
is &n elament of fairnens in imposing a surcharge based on HJH usage to
help svhgidize the slectric bills of the elderly poor.

The atatute is not without precsdent in offering a preferential
rate with discrimination resulting against other ratepayers, while
utilities are prohibited from giving (3% M.R.S.A. § 102) "any undue or
unreasonable preference or advantage to any particular persoh, firm or
cerporation, * they are free to provide (35 M.R.S.A. § 103) *“service at
free or reduced rates for charitabla or benevolent purposes = = * »
wWhile saction 103 fails to specify upon whom the resulting kurden of
the subsidized service to tha charity shall fall, it seems clear that
the other ratepayers would have to pay tha subaidy so that the utilities
would still receive a reasonable rate of return as required by law. See
35 M.R.S.A. § 51.

The legislative debata on thia bill (L:D. 20) réflects the con-
cern of a number of legislaters, including yourself, that {f enacted,
it would impose an economic burden on poor people who are large users
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of electricity, and several legislators recommended, instead, that
the lifeline rate be subsidized directly out of the tax base.B
As we have pointed out, however, the resulting differences in treat-
ment between small and large users of electricity does bear some )
relationship to an objective of the statute. The legislature’ has broad
discretion to enact lawsg which affect some groups of citizens differently
than others and the equal protection clause will be offended only if the
classification rests on grounds wholly irrelevant to the achievement of
.. the State's objective in enacting the statute. In making that determina-
[ tion, the statute will be sustained if any state of facts may reasonably
§f be conceived that would justify it. E.g. McGowan v. the State of Maryland,
: 366 U.S. 420 (1961); see Weinberager v, Salfi, 45 L.Ed.2d at 549, n.l5.

" For the reasons stated above, we balieve the statute would be
sustained if challenged on the ground that it denies equal protection
of the laws.

- If we could be of any further assistance to you with regard to ;
this inquiry, please do not hesitate to call on us.

Sincerely yours,

Asgistant Attorney General

ELR:mfe
énclosures

B/ See, e.g. the comments of Representative Borry from Buxton and

your own comments, Housae Record, June 9, 1975, at B1740 and the comments
‘of Senator Cyr of Arcostook, Senate Record, June 4, 1975, at B1622 and
those of Senator Katz, June 9, 1975, at Bl754. Senator Katz stated the
issue as follows: :

"New if your * » # answer to the neads of
the elderly is to give them some kind of
preferential rate * * * and say that every-
body else who usas electricity is going to
have to * * * [pay more], including all the
low income people in this state, all the
marginal pecople with large families, who are
large users of electricity, this is not my
idea of compassicnate social welfare legis-
lation at all."
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APPLICATION FOR MAINE
ELECTRIC LIFELINE SERVICE

- YOUR NAME (first, midcdle initlal, last)

TUZRENT HOME ADDRESS (num!}er, streat, apartment number)

CITY OR TOWN, Zi? CODE

FAIING ADDRESS (i sams, wrlte “samse”

DATE OF BIETH (month, day, yoar) TOTAL PERSONS IM
HOUSEHOLD

VI YOU TIVE 163 T70VS (six months) O |[NOW .
FACRE IN MAINE LAST YEAR? YES[ ] NO[]|LAST YEAR .

Tha Lifaling Cladiical Survice Damonsiration Progrem will be oper-
cted December 1, 1975 to Dacember 1, 1976 starting with the first
monthly Litling oycie for the opplicant following recsipt of application,

FOR INFQRAATION OR ASSISTAXNCE CALL TOLL FREE 1-800-452-4617,
O THE LOCAL DISICHATED LIFELINE AGENCY IN YOUR CORMJAUNITY.

As provided by law, the Maine Public Utilities Commission estab-
lished the Lifeline eloctrical rute of 3 cents per kilowatt hour up to 500
kilowott hours in eny menth for citizens 62 and over who live in the
following municipalities only:

BANGOR, CARIBOU, ELLSWORTH, FORT KENT, PORTLAND, ROCKLAND

Send your completed application to your local designated Lifeline
Agency or directly to Lifsline, State of Maine, Augusta, Maine 04333,

YOUR NAME (first, middla initial, last)

CUNRENT HOME ADDRESS (number, street, apariment numbar)

CIY ORYOWN, LI CODE

MAILING AUDRESS (if same, write “same”)

NAFAE OF FERSON FRESENTLY BILLED FOR ELECTRIC SERVICE IN YOUR
HOME (if same, write “same”)

MAILING ADDRESS OF PERSON PRESENTLY BILLED FOR ELECTRIC
SERVICE iN VOUR HOME (if same, writa “same”’)

ELECTRIC COMPANY ACCOUNT NUMBER (if availabla)

(sco cibwr vide)

LINE WHERE

CARD IS
CUT IN TWO
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DETERMINATION OF INCOME QUALIFICATION FOR LIFELINE
(THE IMFORMATION BELOW MUST BE FULLY PROVIDED)

REPORTING YEAR: 19 . Annucl Annual Total
(last calender year) Amount Amount Household
TYPE OF INCOME Received by [Received by Income
Applicant othersin | (A plus B) $
A)S$ houszhold
(B)$
1. Salaries, wages and
earnings
2. latarest and Dividends
3. Social Security and/or 551
4. Other ponsion or annulty
5. Other Income
TOTAL INCOME
OTHER INCOME THAT MUST BE INCLUDED  WHERE TO INCLUDE

Capital gains, alimony, support money

Stirike benefits, taxable end non-taxable

Railroad Refirement and Veterars Disability

State Unemployment Insurance

Hen-taxebls interest from federal govarnment
Workman's compensation and “loss of time” insurance
Cash public assistance and relief

TYPE OF INCOME NOT TO BE INCLUDED AS INCOME
1. Gifts from non-govarnmental sources.
2. Food Stamipe.
3. Other reiict in kind (household objacts etc., not including cash
or mcney) suppliad by a guvernment.
4, Rofurds under the Eiderly Househaldars Tax and Rent Pefund
nrogrom,

TOR SHNGLE MEMRER HOUSEHOLDS TOTAL LIMIT IS 34,500. FOR
TWO O MOSE MENMBER HOUSEHOLDS TOTAL INCOME LIMIT
IS $5,000.

Under penalty of perjury, | deciare that | have examined this appli-
cation and to the best of my knowledge and belief, it is true, correct
and complete.

MU WB L WL

APPLICATION MUST BE SIGNED

Signature of Applicant \ Date
Signature of preparer if other than applicant Date
based on all information of which he or she has any
knowledge.
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STATE OF MAINE

PUSLIC UTILITIES COMMISSION

RULES AND PROCEDURES FOR OLDER CITIZENS
LIFELINE ELECTRICAL SERVICE

® k *

Authority: Thesze rules are established pursuant to 35 M.R.S.A.
chapter & §84,

Tariffa:

Central Maine Power Company, Bangor Hydro-Electric Company
and Maine Public Service Company shall file with this Commission
tariffs establishing Lifeline Electric Service to become effective
Decembér 1, 1975. 'Said tariffs shall rémain in force for twelve
consecutive months for each respective billing cycle commencing
on or after the specified effective date.

‘'The Lifeline rate shall be limited to 500 kilowatt hours per
month which shall be priced at 3¢ per kilowatt hour. Usage in
excess of 500 kilowatt hours per monﬁh will be charged at regular
established rates wifh applicable fuel adjustment charges added.

Rules and Regulations:

1. Lifeline Electric Service customers shall be limlted to
a single service at the place where they live.

2. Where each household within a mu1tip1e unit dwelling
gerved by a single electric @eter is otherwise qualified to receive
Lifaline Electric Scrvice, and where applications for service have
been submitted, the utility shall give appropriate credit for the

Lifeline rate in ¢Qmputiug the bill for service. It is anticipated
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thet in all such cases the rent charged to each household shall be
reduced by tha amount Lifeline Electric Service reduces that part
of the bill for aervicé allocated to each household.

3. Where not all households within a‘multiple unit dwelling
served by a single electric meter are eligible for Lifeline Electric
Service, those eligible may receive service 1if individual moters are
installed, or if all hopseholds served by the single meter becone
eligible for Lifeline Electric Service.

4. Where a Lifelipne Electric Service applicant's dwelling is
wired for service from more than one electric meter, (such as a separate
meter for water heating) he may elect to install one meter, otherwise
the Lifeline rate shall epply to his reaidential service meter only.

5. There shall be no service connection charge applicable
for Lifeline Electric Service.

6. The provisions of Lifeline Electric Service shall not affect
any exlsting (such as for a line extension) contracts between an eligible
household and an electric utility company.

7. All other Rules and Regulations abplicable for reaidéntial
service shall remain in effect provided such rules and regulationa
are not specifically prohibiied by the Older Citizens Lifeline Electrical
Service Law.

Records:

Each electric utility company shall keep and majntain accurate
recorde showing:

a. Name, address, date of services gnd account

nunber for each Lifeline customer.

35%
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b. Kilowatt hour usage for each billing period,
amount of bill, and amount which would have
been billed under regular residential rates,
including service connection charges for each
account.

c¢. The difference between the amount billed and
that which wohld have been billed under regular
rates.

Lifeline Surcharge:

The loss of revenue within each municipality resulting from
Lifeline Electric Service may be recovéred monthly from other clasaes
of service within said municipality by applying an appropriate sur-
charge factor to the kilowatt hour sales on each bill. Costs of
administration of the Lifeline program shall not be recovered through

this surcharge.

Reports:

Each utliity shall report the following information to the
Coumission at least once monthly, except where the information may
" not be available due to bi-monthly billing. Then such report may
be submitted bi-monthly.

a. A customer summary for each billing cycle

showing name, account number, kilowatt hours
taken and amount of bill.

b. A copy of the Lifeline surcharge computation

together with related revenue data.
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c. Such othar informastion as the Staff may request

from tims to tims.

Dated at Augusta, Maine, this 3rd day of November, A.D., 1975.

BY ORDER OF THE COMMISSION

Hownrd M. Cunningham
Howard M. Cunninghan
Secretary

A true copy. >€é Gé? )
Attept? ‘:Z““fzﬁdiz‘

Hovard M, Cupnipghaid, Secretary
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FOR MORE INFORMATION WRITE THE
DIVISION OF COMMUNITY SERVICES
STATE HOUSE

AUGUSTA, MAINE O4333

CALL TOLL FREE 1-800-452-4617

APPENDIX E

This information was prepared by the Divi-
sion of Community Services in conjunction
with the Older Citizens Lifeline Electrical
Demonstration Program. Published under
Appropriation No. 4028-1010.

DIVISION OF COMMUNITY SERVICES
STATE OF MAINE, AUGUSTA, MAINE 04333

W/ig@zé (an “You Save
22 On “Your~ “Electric “Bill.

7
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PROJECT LIFELINE——-CALL TOLL FREE 1-800-452-4617

HERE IS THE COS5T OF THE TYPICAL
ELECTRIC APPLIANCE ON A MONTHLY
BASIS UNDER THE LIFELINE RATE OF 3
CENTS PER KILOWATT HOUR —

AIR CONDITIONER

$2.15
BLANKET .37
CLOCK .02
CLOTHES DRYER .99
COFFEE MAKER .27
DISHWASHER .91
FAN (CIRCULATING) .04
HAIR DRYER .04
FRYING PAN A7
HEATING PAD .02
HOT PLATE .22
IRON .36
MIXER .03

RAMNGE WITH OVEN $2.94
RADIO .22
RADIO/RECORD PLAYER 27
REFRIGERATOR (12 cu. ft.) 3.04
SEWING MACHINE .03
SHAVER .00
TELEVISION (B& W) .30
TELEVISION (color) ' 1.10
TOASTER 14
VACUUM CLEANER 12
WASHING MACHINE

(Automatic) .26
WATER HEATER 10.55
WATER HEATER

(quick recovery) 1203

This chart is based on averaga usags by a
family of the apoliances listed. You can est-
mate your monthiy electric bill by adding up
your appliances used.

\

ENERGY CCONSERVATIGN TIPS FROM
THE MAINE ELECTRIC LIFELINE
PROGRAM

HOW TO MAKE YOUR LIFELINE ELEC-
TRIC RATE SAVE YOU EVEN MORE!!H

— — — LIGHTING

LIGHTING ACCOUNTS FOR 16 PER-
CENT OF ALL ELECTRICITY USED IN
YOUR HOME. HOW CAN YOU CUTDOWN
ON YOUR ELECTRICITY USED FOR
LIGHTING AND SAVE MONEY?

1. Fluorescent lishting is much more
economical than regular bulbs. Fluorescent
lamps give up to 5 times a3 much light for the
same energy as regular bulbs and last up to 10
times longer.

2. Try using lower wattege bulbs. For
example, 40 or 60 watt bulbs may give
enouyh light in place of a 1C0 watt buib.

3. Paople were nght when they ussd to
shut off lights to save electricity. You save
energy by turning off hichts or appliances
whenever they are not needed. :

— — — APPLIANCES

SOME ELECTRICAL APPLIANCES
ACTUALLY SAVE MONEY. FOR EXAM-
PLE, AN ELECTRIC SHAVER THAT
CGSTS PRACTICALLY NOTHING TO QP-
ERATE (A NICKEL A YEAR) REPLACES A
REGULAR RAZOR WHICH REQUIRES A
GOOD DEAL OF HOT WATER, A HIGH
COST ITEM. HOW CAR YOU SAVE IN
APPLIANCE USE?

1. Manual defrost refrigerators use less
than automatic defrosting units. However,
never let frost build up to more than one
quarter of an inch before defrosting.

2. Using small kitchen appliances can save
money in preparation of small meals. Toast-
ers, waffle irons, electric grills and skillots
usually use LESS electricity than an electric
rangs.

3. It is a myth that an oven must be pre-
heated before baking. Prcheating is often not
necessary.

4. If you have both a larga oven and a
small oven, use the small one whenever pos-
sible,

5. Use a tea kettle rather than a pan for
heating or boiling watér] it can save you
enorgy. ' ’

J
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STATE OF MAINE
PUBLIC UTILITIES COMMISSION

RULES AND PROCEDURES FOR OLDER CITIZENS
LIFELINE ELECTRICAL SERVICE

Rule and Regulation 3, As Amended

3. (a) Where not all households within a multiple unit dwelling

served by a single electric meter are eligible for Lifeline

Electric Service, those eligible may receive electricity at
Lifeline rates if the multiple unit dwelling satisfiles the
following requirements:

(1) 1t is public housing or non~profit housing;

(i1) the landlord is charged for electricity at residential
service rates;

(i1i) the landlord agrees in writing to refund to each
household on Lifeline, or reduce the rent of each
household on Lifeline by, the pro rata amount each
household has saved 1in electricity costs because of
the Lifeline program. Copies of this written agree-
ment shall be supplied to the Commission ‘and the
electric utility.

(iv) the landlord agrees to submit to the electric
utility each month, at a date chosen to conform

with the utility's billing cycle, the following



(b)

| (c)

-86~
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information with respect to each meter serving
Lifeline households: (A) the total number of
households currently served by the single meter,
(B) the number of households currently on Life-
line, (C} the names of customers whose households
breviously on Lifeline became ineligible for

Lifeline during the preceding month.

. For each multiple unit dwelling eligible under (s) above,

during each billing cycle the kilowatt hours to be billed
at Lifeline service rates for each single meter shall be
computed by multiplying the total kilowatt hours used by that
fraction whose numerator is the number of households on Life-
line and whose denominator is the total number of households
served by said meter. The remaining kilowatt hours shall be
billed to nmon-Lifeline households at residential service rates.
The landlord of any multiple unit dwelling eligible under (a)
above shall refund to, or reduce the rent of, each household
on Lifeline according to the following computation:
R equals the total bill for all households at regular
residential rates, as though no houscholds were on

Lifeline.
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B equals the total bill for all households as com-
puted pursuant to (b) above. This will be the actual
bill received by the landlord under the Lifeline
program.
N equals thg number of households on Lifeline.
The refund or rent reduction to each household on Lifeline
shall be:

(R - B)
N

This amount shall be recomputed for each month's bill. The
landlord shall remit to each eligible household on Lifeline
the refund or rent reduction as computed above either monthly
or bimonthly.

Dated atiAuéﬁsta, Maine, this 20th day of February, A.D., 1976.

BY ORDER OF THE COMMISSION

Howard M. Cunningham
Howard M. Cunningham

| Secretary
A true copy. ;ﬁ;ézdu4€;? éQZxazzfifz/

Attest:

Howard M. Cunningham, Secretary
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PORTLAND HOUSING AUTHORITY _
211 CUMBERLAND AVENUE, PORTLAND, MAINE 04111

' | Administrative Office (207) 773-4753 . APPENDIX G
: : Rental and Occupancy Office (207) 774-3911
Social Services (207) 774-8418

COMMISSIONERS: ) PETER A. HOWE

REV. WILBURN B. M!LLER, Chairman 5":,‘7’5"5"3 cg’;gf“"
FRANCES B. GLECKMAN, Vice Chalrman Y

STANLEY A. ROGERS, Commissioner “OYIS ;}‘umNEY
DOLORES V. pAQUETrE, Commissioner - Executlve Director

BARBARA A. WHITMORE, Commissloner

June 1, 1976

Mr. John D. 'Molloy
Maine Public Utilities Commissionp~-- .. .

State House Annex s ";\E§7§EEE?_
Capitol Shopping Center YOLIEVLD

Augusta, Maine 04333 "y

7

J
Dear Mr. Molloy: b i 1976

AN CC S

I regret to have to inform all concerned that'fh@* ortland Housing
Authority will not be able to continue to participate in the State of
Maine Lifeline Program for the Elderly. The Department of Housing and
Urban Development has reviewed the various aspects concerned with our
participation in the program and has asked that we discontinue our
participation for the following reasons:

1. The purchasor of the utilities involved is the Portland
Housing Authority, not the elderly tenant.

2. Utilities are provided by the PHA to the tenant as part of
contract rent. Adequate utilities are guaranteed to elderly
tenants within 25% of adjusted income. Since this precludes
elderly tenants from being affected by the upward spiral in
the cost of electric service, it appears that LRPH already
achieves the policy objective of the State Law.

3. Permitting participation of only some tenants results in a
discriminatory practice, violating the spirit and intent of
Public Housing Law.

4, Use of the Maine Life Line Program would result in a double
subsidy which must be ref1ected in reduced performance funding
subsidy.

On behalf of the Portland Housing Authority, I wish to thank all of those
who worked so hard in allowing our participation in the Lifeline Program.
1 am disappointed that your efforts cannot be rewarded by success, but

I am even more disappointed that our low income elderly will not be able
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to benefit from the program. 1 agree with and am consoled by the fact
pointed out by the Department of HUD that "Utilities are provided by the
Portland Housing Authority to the tenant as part of contract rent and
adequate utilities are guaranteed to elderly tenants within 25% of their

. adjusted income, and this precludes elderly tenants from being affected
by the upward spiral in the cost of electric service."

Sincerely,

A g st

Hoy€ A. Haney _
Assistant Executive D&

ector

HAH:vfs

cc: Mr. Robert W. Leason
Manager, Customer Services

:f Central Maine Power Company

'i Cumberland/York Senior Citizens Council
Ms. Mary Ellen Twombly

Executive Coordinator

State of Maine
Division of Community Services

Mr. Creeley S. Buchanan
Area Director, HUD
ATTN: Ms. Doris Desautel, Chief, HPMB

-
4




Public Utilities Commiseion.

-91-

APPENDIX H

TELEPHONE SURVEY FOR PARTICIPANTS OF LIFELINE PROGRAM

Hello, my name is

and I'm calling for the Maine
Ve are conducting a survey of attitudes

among those of you who have participated in the experimental Lifelire
Electrical Program, and I wonder if I might have a few moments of your
time to ask some quegtions.

1.

Have you ncticed the savings on your electric bill?

Would you like the.Legislature to continue the
program :

Would you like a Statewide Lifeline Program for
all persgons over 62 regardless of income?

Have you used less power since you went on Lifeline?
Are you aware that all other electric customers in
who were not on Lifeline paid for the pro-

gram with a small surcharge on their bills,

Do you believe the surcherge is a fsair way to
recover the costs of the Lifeline program?

(If "no") how would you like the loss in money to
the power company because of Lifeline to be made up?

A. By the Power Company?
B, Through energy stacpas like food atampa?

Yes

C. Directly by the State or Federal Government?

Do you feel that people that use small amounts of
electricity should pay less per XKilowatt Hour used,
than the larger users of electricity?

If electric rates were asubstantially lower between

8 P.M. and 7 A.M. than during the rest of the day,

would you be gble to use this period of lower rates
in crder to make savings in your electric bi1ll?

No

Don't
Know

Ref-
used
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TELEPHONE SURVEY ON LIFELINE TO THE GENERAL PUBLIC

Hello, my name 1is

concerning the oldar citizens Lifeline Flectrical

Program, and I wonder i1f I could have a few moments of your time?

10.

11.

Are you familiar with the Lifeline Electrical
Program?

Do you feel that a speclal low electric rate for
people over 62 is deasirsgble?

Do you feel this rate should be for all people
over 62 regardless of incoma?l

1f "no'", do you feel this rate should be only
for people over 62 whose income is less than
$5,0007?

What is your present age?
Is your income less than $5,0007

Are you aware of the Lifeline asurcharge on
your electric bill?

Do you feel the surchargé is a fair wvay to
recover the costs of the Lifeline Program?

If "Ko", how would you like the locss of money
to the power company because of Lifeline to be
made up?

A. By the Power Company?
B. Through energy stamps, like food stamps?

Yes

No

Don't
Know

, and I am calling for the Maine
We are conducting a survey of attitudes

Ref-
used

C. Directly by the State or Federal Government?

Do you feel that people that use small amounts of

electricity should pay less per Kilowatt Hour
usad, than the larger users of electricity?

If electric rates were substantially lower
between B8 P.M, and 7 A.M. than during the
rest of thea day, would you be able to use
this period of lower rates {n order to mnka
s savings in your eclectric bill?
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Total Ft. Kent Bangor Portland
Number Sampled 589 69 200 320
Savings noticed +84% +100% +717% +887%
Progranm should be continued +917% +1007% +772 +97Z
Lifeline should be available +66% +70% +57% +70%
to all 62+ '

Less power was used during

demonstration period -437% -48% : +32% -50%
Were aware of surcharge +497 +647% +§8% +46%
Consider surcharge fair +37%‘ -917% +31% +487%
Who should pay cost (No clear opinion) Power Co. Power Co.
of lifeline » (15%) (8%)
Favor inverted rates +53% +93% pa LY +50%
Favor low rate period +41% - =71% ' ~38% +527

-93.-
APPENDIX T

MAINE LIFELINE DEMONSTRATION PROJECT
PARTICIPANT SURVEY - DECEMBER, 1976

Sample size = 589 (30%)

Total participants = 1975

"+'" = yes response,

"-" = no response

SOURCE OF DATA: Telephone Survey, November - December, 1976

Maine Division of Community Services-Research
Participating Agenciles:
Aroostook County Task Force on Senlor Citizens

Penquis Community Action Program, Inc.
York-Cumberland Senior Citizens Task Force
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~94 - APPENDIX T (continued)

MAINE LIFELINE DEMONSTRATION PROJECT
GENERAL PUBLIC SURVEY -~ DECEMBER, 1976

Total Ft. Kent Bangor Portland
Estimated Total Populationl 99,004 4,702 33,429 - 60,873
Number Sampled 1,060(17%) 400(8.5%) 344 (1%) 316(.5%)
Question Response Totals:
Were Familiar with Lifeline +487% +697% -49% -56%
Desire Low Rate for 62+ +67%* +82% +67% +87%
Desire Low Rate for all 62+ 427 -53% -20%2 -50%
Desire Low Rate for 62+ +35% +55% +172% +30%
Low income only
Mean Age 36 yrs. 42 yrs. 17 yrs. 2 49 yrs.
Percentage Aged 62+ 2ozﬁ' 147 ‘ 10% 38%
Income Below $5000/yr. ~46%% ~59% -23%2 ~54%
Were Aware of Surcharge +57T* +78%. +29%2 +59%
Consider Surcharge‘Fair +33%% -62% ‘ +2l%2 +55%
Wwho should pay cost 2 657% +32% +372 +Zz2
of lifeline (No opinions) (Gov'mt.) (Gov'mt.) (Gov'mt.)
Favor Inverted Rates +407%% +56% | +19%2 +42%
Favor l.ow Rate Perilod +457% +527% +2122 +62%

*Significant findings
11973 Population Estimate, U.S. Bureau of the Census
ZResults questionable due to 677+ rate of non-response

SOURCE OF DATA: Telephone Survey, November-December, 1976
Maine Division of Community Services-Research

Participating Agencles:

Aroostook County Task Force on Senior Citizens

Penquis Community Action Program, Inc. )
York-Cumberland Senlor Citlzens Task Force 365
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1

2

10

11

12
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APPENDIX TABLES

Number of Participants 1in Lifeline Program
Income of Participants in Lifeline Program
Age of Participants in Lifeline Program

Electric Utility Residential Rates During
the Lifeline Program

Comparison of KWH Usage of Lifeline
Participants, 1975 vs. 1976

Changes in Usage, Years 1972 through 1976
A Random Sample of Lifeline Customers
Compared with Regular Residential Customers

Monthly Comparison of Changes 1n Average KWH
Usage of Regular Residential Customers and
Lifeline Customers, 1975 vs. 1976:

Central Maine Power Company

Comparison of May 1976 Usage of Lifeline
Participants with Their Usage in May 1975:
Central Maine Power Company

Percentage of Electricity Consumed by Lifeline
Particlpants at Usage Levels of Less Than

500 KWH Per Month:

Central Maine Power Company

Monthly Lifeline KWH As A Percentage of Total
KWH in Lifeline Demonstration Municipalities:
Central Maine Power Company

Comparison of Changes in Average Yearly KWH
Usage of Regular Residential Customers and
Lifeline Customers From 1975 to 1976:
Bangor Hydro-Electric Company

Comparisons of Increases in Average Monthly
KWH Usage of Regular Residential Customers
With Lifeline Custowmers: May 1975 and May 1976
Rimonthly Bi1llings:
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99

100

101

102"

103

104

105

106

107

108
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' , APPENDIX TABLES (Continued)
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Central Maine Power Company 113
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Utilities 114
18 : Monthly Lifeline Surcharges in Demonstration
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19 Monthly Administrative Costs of Lifeline

Program:

Central Maine Power Company 116
20 Monthly Administrative Costs of Lifeline
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Bangor Hydro-Electric Company 118
21 Menthly Administrative Costs of Lifeline

Program:

Maine Public Service Company ' 119
22 Electric Utility Administrative Costs Per

Lifeline Applicant - 121
23 Administrative Costs of Establishing Lifeline

Program Incurred by Public Utilities Commission,

Division of Community Services and Outreach

Agenciles 122
24 Costs Incurred by Individual Outreach Agencies in

Establishing Lifeline Program, Through February 29, }976 123
25 Summary of OQutreach Agencies' Administrative Costs

Through February 29, 1976 125
26 Compérison of Central Maine Power's Regular Resid-

ential Rate, Lifeline Demonstration Program Rate,
and Central Maine Power's Proposed Alternative .
Lifeline Rate : 126
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’ APPENDIX TABLE I

Nunber of Participants in
Lifeline Program

Final Count on
Final Data Records of Out-
12/1/75 2/29/76 6/30/76 of Program Reach Agencies

Central Maine Power

Portland 495% 945 1,221 1,299#% 1,229%*
Rockland 121% 266 281 281 288
616 1,211 1,502 1,580 1,517
Bangor Hydro Electric
Bangor 166% 42 496 506 497
Ellsworth 75% 134 139 142 141
241 557 635 648 638
Maine Public Service
Caribou 178 252 293 297 290
Fort Kent 138 168 176 178 174
316 ' 420 469 475 464
Total Customers 1,173 2,188 2,606 2,703 2,619

* This figure does not include lifeline cards from four municipalities which were
received on December 1. The utilities had not, however, received these cards at
the time the program formally began on December 1. If these cards are included,
the totals are: Portland, 547; Rockland, 151; Bangor 208; Ellsworth, 98.

** Including 118 at Deering Pavilion, an apartment complex for senior citizens
owned by the Roman Catholic Diocese of Portland.

NOTE: Except for the final column, these figures include all applications received
by the Commission and processed by the utilities, even though some applicants
were found ineligible for lifeline.

Source: All information is from the Commission's own records, ‘except the final
column, which was based on the records of the outreach agencies.
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' APPENDIX TABLE 2

Income of Participants
In Lifeline Program

Average Lowest Income of
: Number of Yearly Yearly Oldest ‘
Municipality Participants Income Income Participant
Central Maine Power
Portland 1,229 $3,207 $1,004 $1,680
Rockland 288 3,061 1,104 1,580
Bangor Hydro Electric
Bangor 497 $2,945 $ 774 $3,116*
Ellsworth 141 3,200 1,000 1,722
Maine Publilc Service
Caribou 250 $2,647 $1,005 $1,664
Fort Kent 174 2,571 1,006 2,499
" TOTALS AND/OR AVERAGES 2,619 $2,938 s 982 $2,044

2 member household

Source: These statistics were ccmpiled and computed by the five participating
outreach agencles and the Division of Community Services.
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APPENDIX TABLE 3

Age of Participants in Lifeline Program

Age of
Number of Average Oldest Participants Living Alone
Munilcipality Participants  Age Participant Number Percent
(Years) (Years)
Central Maine Power :
Portland 1,229 74.0 93 8§22 66.9%
Rockland 288 74.7 96 195 67.7
Bangor Hydro Electric
Bangor 497 . 75.0 100 368 74 .0
Ellsworth 141 77.0 96 89 63.1
Maine Public Service
Caribou 290 78.0 90 137 47.2
Fort Kent 174 71.7 91 64 36.8
TOTALS OR AVERAGES 2,619 75.1 94 1,675 64.0%

Source: These statistics were compiled and computed by the five participating
outreach agencles and the Division of Community Services
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APPENDIX TABLE 4

Electric Utility
Residential Rates During
The Lifeline Program

CENTRAL MAINE POWER COMPANY:

May 2, 1975 - October 21, 1976 October 21, 1976 - Present

$3.00 first 30 kwh or less $3.40 first 25 kwh or less
0459 per kwh for 30-100 kwh .0434 per kwh for 25-100 kwh
.0277 per kwh for 100-300 kwh .0248 per kwh for 100-300 kwh
.0216 per kwh for 300-1000 kwh ° .0202 per kwh for 300-1000 kwh
.0197 for all kwh over 1000 kwh .0184 for dl kwh over 1000 kwh

BANGOR HYDRO-ELECTRIC COMPANY:

FJuly 16, 1974 - November 12, 1976 November 12, 1976 - Present
1.88 for first 15 kwh or less , $2.15 for first 15 kwh or less
.0625 per kwh 15-75 kwh .06943 per kwh for 15-75 kwh
«0237 per kwh for 75-500 kwh .02392 per kwh for 75-500 kwh
".0174 for all kwh over 500 kwh .01654 for all kwh over 500 kwh

MAINE PUBLIC SERVICE COMPANY:

April 17, 1973 ~ November 1, 1976 November 1, 1976 - Present
$1.35 first 8 kwh or less Customer Service Charge $3.30
.066 per kwh for 8-80 kwh . 037 per kwh for 0-400 kwh
.030 per kwh for 80-300 kwh .027 per kwh for 400-800 kwh

.023 per kwh for 300-600 kwh .024 for all kwh over B0O kwh

.020 for all kwh over 600 kwh

Source: The electric utilities' rate schedules on file with the Commission.
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Month
January
February
March
April
May

June

. September
October
November

December

TOTAL
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APPENDIX TABLE 5

Comparison of KWH Usage of
Lifeline Participants, 1975 vs, 1976

Central Maine Power Company

Z Difference

1975 KWH , 1976 KWﬁ Difference KWH
253,121 271,163 - 18,042
296,992 313,973 16,981
305,489 . 297,750 (7,739)
294,980 305,934 10,954
279,630 271,480 (8,150)
257,070 262,224 5,154
256,424 256,605 ‘ 181
253,403 263,814 10,411
294,070 261,188 (2,882)
274,085 285,154 11,069
299,054 305,867 6,813
324,398 354,859 30,461
3,388,716 3,480,011 91,295

7.1%
5.7
(2.5)
3.7
(2.9)
2.0
0.1
4.1
(1.0)
4.0
2.3

9.A

2072

This Table has been adjusted to exclude all multiple-tenant accounts,

Source:

Information compiled by Central Maine Power Company and supplied to

Commission.
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APPENDIX TABLE 6

A Random Sample of Lifeline Customers

' Changes in Usage, Years 1972 through 1976
Compared with Repular Residential Customers

Central Maine Power ~ Monthly Average KWH Usage

Residential Residential
Year Lifeline Portland Rockland
1972 210 466 507
1973 219 482 528
1974 216 495 554
1975 214 511 566
1976 228 554 610
% Change, 1972-1976  8.2% " 18.8% 20.4%

(Lifeline Customers in Sample: 62)

Bangor Hydro-Electric - Monthly Average ¥WH Usage

Lifeline Lifeline Residential - Residential Residential
Year Bangor Ellsworth Total System Bangor Ellsworth
1972 212 246 415 437 380
1973 216 237 428 460 388
1974 213 244 456 490 422
1975 218 238 434 LG4 402
1976 224 258 462 4380 435

% Change, :
1972-1976 5.6% 4.5% 11.3% 12.3% 14.5%
(Lifeline Customers in Sample; Bangor 70, Ellsworth 31)

Maine Public Service - Monthly Average KWH Usage

Year ' Lifeline Caribou Lifeline Fort Kent Residential Total System
1972 356 216 458
1973 334 260 471
1974 345 272 480
1975 332 278 490
1976 334 278 514
 Change 1972-1976 -6.3% 28.7% 12.1%
1973-1976 -0.0% 7.1% 8.9%

ifeline Customers in Sample; Caribou 25, Fort Kent 20)

Source: Data supplied by the three electric utilities. In order to make
statistics conform with other tables, we have convernted average ycarly kwh usage
into average monthly kwh usage. For greater precision the percentages have been
computed from the average yearly kwh usage figures.
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' ' APPENDIX TABLE 7

Monthly Comparison of Changes in Average
KWH Usage of Regular Residential
Customers and Lifeline Customers, 1975 vs. 1976

Central Maine Power Company

Residential Customers
(Total CMP System)

Average monthly KWH % Change LIFELINE CUSTOMERS
1976 1975 Change per customer Z _change
January 753 637 116 18.2% 7.1%
February 726 661 65 9.8% 5.7%
March 619 5%4 25 4.2% (2.5%)
April 585 557 28 5.0% 3.7%
May : 493 488 5 1.0% (2.9%)
June 458 437 21 4 .8% 2.0%
July 452 436 16 3.7% 0.1%
August 472 438 34 - 1.8% 4,17
September 470 450 20 4.4% (1.0%)
October 484 455 29 6.4% 4,07
November 562 509 33 10.47% » 2,37
December 700 594 106 17.8% 9.4% |
Yearly KW 6,774 6,256 518 8.3% 2.7

Source: Monthly reports supplied to Commission by Central Maine Power
Company. Percentage changes of residential customers were
computed by the Commission using these monthly reports. The
percentage changes of 1lifeline customers were computed by Central
Maine Power Cowmpany.
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' ' APPENDIX TADLE 8
' Comparison of May 1976 Usage of Lifeline

Participants with Their Usage {n May 1975

Central Maine Power Company

Percentage decreaaé‘from MA&;VI97S {; Mﬁy, l§75
in lifeline participants' total kwvh usags: (2.9%)

Total lifeiine participants, May 1976 . 1,153
Note: This figure excludes all master
metered housing projects.
: Percent of total
Lifeline participants using less kwh in 1976 Participants
than in 1975 530 46.0%

Lifeline participants whose kwh usage increased
by 25.0% or more from May 1975 to May 1976 196 17.0%

Participants who increagsed 25.0% or thore

Lifeline participants increasing kwh usage more than
25.0% who, before the increase (but not necessarily
after the increase) used less than 200 kwh per month. 150 76.5%

Lifeline participants increasing kwh usage more.
than 25.0% who, both before and after the increase,
used less than 200 kwh per month. 112 57.1%

Source: Percentege decreasz in lifelins kwh usage pupplied by Central Maine
Power Compamny, which excludes all magtor metared housing projects.
All other .ata waa derived by Commicelion from computer printout of
changes in lifeline participanta' usage from May, 1975 to May, 1976,
supplied by the Company. '
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APPENDIX TABLE 9

Percentage of Electricity Consumed
By Lifeline Participants at Usage
Levels of Less than S00 KWH Per Month

Central Maine Power Company

Percentage consumed

KWH usage KWH at at usage level of
Report of lifeline lifeldine less than 500 KWH
Month _customers _rates per month
January 1976 279,796 266,109 95.1%
February 1976 322,84i 307,060 95.1%
March 1976 305,292 | 293,280 96.1%
April 1976 386, 682 376,203 | 97.3%
May 1976 359,064 352,697 98.27%
June 1976 285,979 281,873 98.6%
July 1976 278,847 275,513 | 98.8%
August 1976 287,889 284,120 98.7%
September 1976 296,402 285,517 96. 3%
October 1976 310,800 305,472 | 98.3%
November 1976 332,308 323,095 _ 97.2%
December 1976 388,302 370, 682 . 95.5%
TOTAL 3,834,202 3,721,621 97.1%

Source: The first column is from Central Maine Power Company's
monthly reports., The second column was derived from
the Company's monthly computations of its surcharges.
The thizd column was computed by the Commission.




Yonth
February 1976
March 1976
April 1976
May 19676
June 1976

y 1976

ust 1976
September 1976
October 1976
November 1676

December 1876

TOTALS

Source:

by Central Maine Power Company.
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APPENDIX TABLE 10

Monthly Lifeline KWH As A Percentage
of Total KWH in Lifeline Demonstration

Municipalities

Central Maine Power Company

KWH Usage of
Lifeline Custo-

mers (incl. usage

KWH Surcharged
During Month in
Portland and

Total Supplied
in Portland

% KWH Usage
of Lifeline Cus-
tomers to Total

over 500 KWH) Rockland and Rockland Usage

322,841 85,410,000 85,732,841 .38%
305,292 ‘ 48,557,000 48,862,292 .62
386,682 39,117,000 39,503,682 .98
359,064 36,922,000 37,281,064 .96
285,979 35,829,000 36,114,979 .79
278,847 36,321,000 36,599,847 .76
287,889 36,796,000 37,083,889 .78
296,402 37,550,000 37,846,402 .78
310,800 37,074,000 37,384,800 .83
332,308 40,112,000 40,444,308 .82
388,302 42,137,000 42,525,302 .91

3,554,406 475,825,000 479,379,406 .74%

the Commission. ‘

Figures on lifeline customers' usage and the KWH surcharged were supplied
The remaining flgures were computed by
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APPENDIX TABLE 11

Comparison of Changes 1n Average
Yearly KWH Usage of Regular Resi-
dential Customers and Lifeline
Customers From 1975 to 1976

Bangor Hydro-Electric Company

KWH Usage | ' 1975 1976 Percent Increase
Lifeline customers 426 a7 2.6
Residential customers . 434 462 6.5

Bangor District 464 490 A 5.6

Ellsworth District 402 435 8.2

Source: Lifeline customers' increase figure comes from Lifeline hearing,
February 17, 1977 (Transcript, p. 2). The remaining figures
were derived from the Company's December 1976 monthly statement
supplied to the Commission.
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APPENDIX TABLE 12

Comparisons of Increases in Average
Monthly KWH Usage of Regular Residential
Customers With Lifeline Customers: May
1975 and May 1976 Bimonthly Billings

Maine Public Service Company

Average monthly KWH use of residential customefs:

1975 1976 Percent Difference
February 591 627 6.1%
March 547 . 586 7.1
April 524 549 4.8
May 479 486 1.5

Increase in lifeline participants' usage: May bimonthly billings

Note:

1975 1976 Percent Difference

— es—

Total KWH 184,825 189,818 2.7%

An approximate weighted computation can be made, based on the following
premises. There 1is a S5~day gap between when the company reads meters
and sends out bills. Therefore, May bimonthly billings include almost
all April KWH usage by customers. Two thirds the March KWH usage and
one third the May KWH usage will be in May billings. This 18 because
say a May 20 b4ll will be for usage from March 15 to May 15. Some
early May billings will also include a few days of February. The
following computation can be made:

1975 1976

February (5/28 - 5/29) 106 108
March (21/31) 371 397
April (25/30) 437 457
May (11/31) 170 172
Weighted Total 1,084 1,134
Residential % Difference 4,67
Lifeline 7 Difference 2.7%

Sources: The average residential KWH usages for 1975 and 1976 are from the

Company's regular monthly reports to the Commission. The lifeline
customers' ugages in May 1975 were compiled for the Commission by
the Company. The May 1976 lifeline usages were complled by the
Commission from the Company's monthly computer printout on lifeline
participants' usage.
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APPENDIX TABLE 13

Monthly Savings of
Lifeline Participants

B1i11 for 300 B111 for 500

kwh Monthly kwh Monthly
Usage Usage
Residential Residential
Minus Life- % Minus Life- %
Partiecipating Utility Amount line Rate Saving Amount line Rate Saving
REGULAR RESIDENTIAL RATES: .
Central Maine Power
Rates to October 21, 1976 $13.38 $3.93 29.4% $18.61 $2.86 15.47%
Rates on and after
October 21, 1976 14.19 4.74 33.4 19.75 4.00 - 20.3
Bangor Hydro Electric
Rates to November 12, 1976 13.62 4,17 30.6 20.01 4.26 21.3
Pates on and after
November 12, 1576 14.47 5.02 34.7 20.96 5.21 24.9
Maine Public Service
Rates to November L, 1976 16.99 7.54 bbb 24,26 8.51 35.1
Rates on and after
November 1, 1976 16.92 7.47 44.1 24.83 .08 36.6
LIFELINE RATES: $ 9.45 - - $15.75 - -

NOTE: The abeve figures show bills, including the sales tax and an average fuel
adjustment charge, for regular residential and 1lifeline services during
the lifeline program. Each electric utility has two rates listed, since
each utility obtained a rate increase during the program. A separate
average fuel adjustment charge has been computed for the utilities' old
and new rates.

Source: These statistics were compiled by the Commission, using the electric
utilities' residential rate schedules on file at the Commission.
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' APPENDIX TABLE 14

Annual Savings of Lifeline‘Participants

Yearly Saving Due Yearly Saving Equals
Participant's to Lifeline at Mo. of Weeks Income
Average Income Usage Levels of at Usage Levels of
Utiliey Per Week 300 kwh/mo 500 kwh/mo 300 kwh/mo 500 kwh/mo
CENTRAL MAINE POWER
Rates to 10/21/76
Portland $61.48 $47.04 $34.08 .77 wk .55 wk
Rockland 58.86 47.04 34.08 .80 wk .58 wk
Rates after 10/21/76 .
Portland 61.48 57.24 48.60 .93 wk .79 wk
Rockland ) 58.86 57.24 48.60 .97 wk .83 wk
BANGOR HYDRO-ELECTRIC
Rates to 11/12/76
Bangor 56.63 50.04 51.12 .88 wk .90 wk
Ellsworth 61.53 50.04 51.12 .81 wk .83 wk
e s after 11/12/76 :
ngor 56.63 60.24 62.52 1.06 wk 1.10 wk
lsworth - 61,53 60.24 62.52 .98 wk 1.02 wk
MAINE PUBLIC SERVICE
Rates to 11/1/7¢6
Caribou 50.90 90.48 102.12 1.78 wk 2.01 wk
Fort Kent 47.75 90.48 102.12 1.89 wk 2.14 wk
Rates after 11/1/76 .
Caribou 50.90 89.64 108.96 1.76 wk 2.14 wk
Fort Kent 47.75 89.64 108.96 1.88 wk 2.28 wk

Source: These statistics were compiled by the outreach agencies (first columm)
and by the Commission and the Division of Community Services, using
the data from the outreach agencies and the electric utilities' rate
schedules on file at the Commission. (remaining columns)
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APPENDIX TABLE 15

Survey of Actual Monthly
Savings of Lifeline Customers
for PFebruary 1976

CENTRAL MATNE POWER COMPANY  (Monthly Billing)

-

AT LIFELINE RATES (Rate Actually Billed)

Total
Rwh Fuel Charge before .
Customer Used  Base Rate (only if Kwh over 500) Tax Tax Total
A 154 $4.62 : - 84.62 $ .24 $4.86
B 300 9.00 - 9.00 .45 9.45
c 497 14.91 - 14.91 .75 15.66
D 1007 25,94 $1.88 27.82 1.40 29.22
AT REGULAR RESIDENTIAL RATES
KWH L Total »
Customer Used Bage Rate Yuel Charge before Tax Tax Total
A 154 $§ 7.71 $ .57 $8.28 . § .42 $8.70
B 300 11.75 1.11 12.86 .65 13.51
c 457 16.01 1.84 17.85 .90 18.75
D 1007 27.01 ' 3.73 30.74 . 1.54 32.28
DIFFERENCE .
KWH Total Total
Customerx Used Base Rate Fuel Charge before Tax Tax Saving % Saved
A 154 $3.09 $ .57 $3.66 $.18 $3.84 46 1%
B 300 2.75 1.11 3.86 .20 4,06 30.1%
c 497 1.10 . 1.84 2.94 .15 3.09 16.5%
D 1007 1.07 1.85 2,92 .14 3.06 9.5%
BANCOR HYDRO-ELECTRIC ORPANY  (Bimonthly Billing)
KW KWH Lifeline Regular
Used Used Rates Rates Difference Difference ) 4
Customer 1 month 2 months 2 months 2 moaths 2 months 1 month Saved
A 151.5 303 $9.09 $17.00 $7.91 $3.96 46,52
B 299 598 17.94 26.00 8.06 4.03 31.0%
c 491 982 29.46 37.81 8.35 4.18 22.12
D 770.5 1541 51,54 43,18 8.36 418 19.42
E 117 2342 62.68 71,03 8.36 4.18 13.3%
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'APPENDIX TABLE 15 (Continued)

MAINE PURLIC SERVICE COMPANY (Bimonthly Billing) v /

KWl kWi Lifaline Regular : :
Used Used Rates Rates Difference Difference z
Customer 1 wonth 2 months 2 months 2 conths 2 months 1 zonth Saved

A 148 296 $ 8.88 $ 17.76 $ 8.88 $ 4.44 50.0%
3 300.5 601 18.03 35.93 17.90 8.95 49.8%
c 489 978 29.34 51.21 21.87 10.94 42.7%
b} $93.5 1587 67.01 87.91 20.90 10.45 23.8%
B

2200 4400 157.51 178.40 20.83 - 10.45 11.7%

[y

rces: February 1976 ¢omputer printout by Central Maine Power Company
detailing each individual Lifeline participant's electrical use.
"A", "B", YC" and "D" are actual lifeline participants. The only
figures computed by the Commission are the ¥ saved figures.
Bangor Hydro-Electric Company and Maine Public Service Company
figures were complled by the Commission from computer printouts
which detailed (though not to the extent of Central Maine Power's
printouts) each individual lifeline participent's electrical use.
A, Ys", "CY", "D" and "E" are actual lifeline participants.
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APPENDIX TABLE 16

Comparison of Total Monthly Bills at Lifeline
Rates with What Those Bills Would Have Been
At Residential Rates

Central Maine Power Company

What Total

Total Monthly Monthly Billings Lifeline Rate
Billings At Would Have Been At as a percenta
Lifeline Rates Residentlal Rates of Residentia
(incl. sales tax) (incl, sales tax) Difference  Rates
January 1976 $ 8,516 . $ 11,699 $ 3,183 72.8%
February 1976 9,882 13,823 3,941 71.5
March 1976 - 9,478 14,135 4,657 67.1
April 1976 11,972 18,686 : 6,714 64.1
May 1976 11,123 17,670 6,547 62.9
June 1976 - 8,907 13,509 4,602 65.9
July 1876 8,674 12,851 4,177 67.5
August 1976 8,941 ‘13,058 4,117 68.5
September 1976 9,040 13,087 4,047 69.1
October 1976 9,662 14,689 5,027 65.8
November 1976 10, 344 16,536 6,192 62.6
December 1976 11,989 18,002 6,013 66.6
TOTALS 5118,528 $177,745 ©$59,217 66.7%

Sources: Monthly computer printouts supplied to Commission by Central
Maine Power Company. Differences, percentages and totals
computed by Commission.
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APPENDIX TABLE 17

Total Lifeline Surcharges Billed
By Electric Utilitiles

Utility Amount

Central Maine Power $56,743.93
Bangor Hydro-Electric - 22,184.00
Maine Public Service 32,263.00
TOTAL SURCHARGES . $111,190.93

Sources: Central Maine Power Company, oral communication to Commission;
Bangor Hydro-Electric, Lifeline hearing, February 17, 1977
(Transcript, p. 2); Maine Public Service, Lifeline hearing,
February 17, 1977 (Transcript, p. 39).
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APPENDIX TABLE 18

Monttiy Lifeline Surcharges in Demonstration
Municipalities of Participating Utilities
(Dollarg per kilowatt hour)

Central Maine Bangor Hydro Maine Public

Date Power Electric Service
February 1976 .000035 . 000083 -

March 1676 .000109 .000119 : .00034
April 1976 .000138 . 000074 .00077

May 1976 " .000174 .000138 .00037
June 1976 .000185 .000111 .00092
July 1976 .000115 .000123 .00026
August 1976 .000109 . .000127 .00063 |
September 1976 .000101 .000127 .00015
October 1976 .000102 .000110 .00060
November 1976 .000120 .000118 . .00005
December 1976 .000143 .000119 .00043
January 1977 | .000124 .000079 .00074
February 1977 - .000102 (.00036)

The following examples show how the surcharge worked:

A’ customer in Portland with a bill for 500 kwh in November 1976 would
have paid a surcharge of 6 cents.,

A customer in Bangor with a bill for 1500 kwh in May 1976 would have
paid a surcharge of 21 cents.

A customer in Caribou with a bill for 1000 kwh inr January 1977 would
have pald a surcharge of 74 cents.

Source: The electric utilities reported thelr surcharges each month to the
Commission. This table 1s compiled from these reports.
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APPENDIX TABLE 19

Monthly Administrative Costs

of Lifeline Program

Central Maine Power Company

Payroll Cost

Rate Dept.

Acéounting Dept.
Rockland District
Portland District
Legal Dept.

Data Processing Dept.

Customer Service Dept.

Total Payroll

Exvenses

Personal Expenses
Computer Time
Total Expenses

TOTAL COSTS

Payroll Cost

Rate Dept.
Accounting Dept.

Rockland District
Portland District

Legal Dept.
Data Processing Dept.

Customer Service Dept.

Total Payroll

Expenses

Personal Expenses
Computer Time
Total Expenses

TOTAL COSTS

November December
1975 . 1975
$ 375.11 $ 113.93
1,008.73 420.58
. 100.93 56.10
241.11 547.82
295.11 98,37
4,192.02 2,005.01
389.31 536.52
6,602.32 3,778.33
84.97 1.50
4,072.41 2,474.57
4,157.38 2,476.07
$10,759.70 $6,254.40
March April
1976 1976
26.84 29.24
84.72 95.76
73.06 77 .41
302.19 315.69
452.04
98.88 61.47
1,037.73 579.57
621.72 347.70
621.72 347.70
$1,659.45 $927.27

January February
1976 1976
$ $ 194.15
195.60 185.01
104.70 64.02
560.48 395.73
1,523.77 684.80
368.20 275.28
2,752.75 1,798.99
7.56 -
1,521.90 320.40
1,529.46 320.40
$4,282.21 $2,119.39
May June
1976 1976
$
41.19 18.14
81.46 81.04
76.20 107.17
159.97 76.77
32.83 237.65
391.65 520.77
347.70 347.70
347.70 347.70
$739.35 $868.47
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APPENDIX TABLE 19 (Continued)

July August September
1976 _1976_ 1976
Payroll Cost
Rate Dept. $ 21.83 $§ 22.19 $ 21.43
Accounting Dept. 90.90 87.06 65.73
Rockland District 90.19 82.61 78.04
Portland District 39.12 39.12 16.90
Legal Dept.
Data Processing Dept.
Customer Service Dept. 206.76 29.76 __42.35
Total Payroll 448.80 260.74 224.45
Expenses
Personal Expenses 41.89
Computer Time 347.70 347.70 347.70
Total Expenses 389.59 347.70 347.70
TOTAL COSTS $838.39 $608.44 $572.15
October November Decemberx
1976 1976 1976
Payroll Cost ‘
Rate Dept. $ 21.43 $100.50 $ 57.28
Accounting Dept. 62.55 73.26 104.57
Rockland District 81.51 62.38 91.17
Portland District 20.29 19.09 16.76
Legal Dept.
Data Processing Dept. -
Customer Service Dept. 75.71 39.41
Total Payroll 261.49 255.23 309.19
Expenses
Personal Expenses
Computer Time 347.70 347.70 347.70
Total Expenses 347.70 347.7 347.70
TOTAL COSTS $609.19 $602.93 $656.89

Source: These statistics were supplied monthly by Central Maine Power.
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APPENDIX TABLE 20

Monthly Administrative Costs

of Lifeline Program

Bangor Hydro-Electric Company

Payroll Cost
Accounting Dept.

Customer Acct., Bgr.éE.

Computer Dept.
Total Payroll

Expenses
Computer Machine
Computer Supplies
Legal Cost
Total Expenses

TOTAL COSTS

Payroll Cost
Accounting Dept.

Customer Acct., Bgr.&E.

Computer Dept.
Total Payroll

Expenses
Computer Machine
Computer Supplies
Legal Cost
Total Expenses

TOTAL CGSTS

November

1975

$ 533.78

2,795.91
3,329.69

541.00
47,00
__622.50
1,210.50

$4,540.19

March
1976

$146.29
55.10
_20.32
221.71

$221.71

December

1975

$533.78
52.83

586.61

April
1976

$156.62
55.10
20.32
232.04

$232.04

January
1976

$656.30
55.37

711.67

$711.67

May
1976

$212.43
55.10
_20.32
237.85

$287.85

February
__1976

$563.74
9.14

572.88

$572.88

June*
1976

$131.39
10.16
20.32

161.87

$161.87

* The expenses during each month from June 1976 through March 1977 were

identical.

Source: These statistics were supplied monthly by Bangor Hydro-Electrie.
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APPENDIX TABLE 21

Monthly Administrative Costs
of Lifeline Program

Maine Public Service Cempany

November December Jaduary February
1975 1975 1976 1976
Payroll Cests ~ ,
Caribou District $ - $ 56 $278 $ 225
Fort Kent District - 35 ' 87 192
Gen. and Mach. Acct. 267 274 102 76
Total Payroll 267 365 467 493
Expenses : .
Consulting Serv. . - - - 2,740
Legal Serv. - 555 - -
Forms & Processing Cards - - 2 5
Miscellaneous ' 63 - - 11
Total Expenses 63 555 2 2,756
TOTAL COSTS , $330 $920 $469 $3,249
March April May June
1876 1876 1976 1976
Payroll Costs | '
Caribou District 5154 $171 $116 $ 75
Fort Kent District 139 155 20 21
Gen. and Mach. Acct. 425 392 543 253
Total Payroll 71 718 679 349
Expenses :
Consulting Serv. - - - -
Legal Serv. ‘ - - - 24
Forms & Processing Cards 22 18 23 18
Miscellaneous - : - - -
Total Expenses 22 18 23 42
TOTAL COSTS $740 $736 $702 $391
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APPENDIX TABLE 21 (Continued)

July August September October
1976 1976 1976 1976
Payroll Costs : ‘
Caribou District $ 47 $ 16 A $ 14 $ 14
Fort Kent District 21 20 21 13
Gen. and Mach. Acct. 342 272 316 365
Total Payroll 410 308 351 392
Expenses
Consulting Serv. - - -
‘Legal Serv. - - - 32
Forms & Processing Cards - 18 - =
Miscellaneous - - 23 _18
Total Expenses . - 18 23 50
TOTAL COSTS : $410 - §326 $374 $442
November December January February
1976 1976 1977 1977
: (last month)
Payroll Costs
Caribou District 8§11 $ 3 $ 4 $§ 2
Fort Kent District 14 1 3 3
Gen. and Mach. Acct. 201 181 181 _98
Total Payroll 226 185 188 103
Expenses
Consulting Serv. = - - - -
Legal Serv. - 32 - =
Forma & Processing Cards - 20 15 3
Miscellaneous _23 = = e
Total Expenses 23 52 15 3
TOTAL COSTS $249 $237 - §$203 $106

Source: These statistics were supplied monthly by Maine Public Service.
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APPENDIX TARLE 22

Electric Utility Administrative Costs

Per Lifeline Applicant

INITIAL ADMINISTRATIVE COSTS RELATED TO ESTABLISHMENT

THROUGH FEBRUARY 29, 1976

OF PROGRAM,

Central Maine Power Company

Administrative Costs through 2/29/76
Number of applicants processed through 2/29/76
. Cost per applicant

Bangor Hydro-Electric Company

Administrative costs through 2/29/76
Number of applicants processed through 2/29/76
Cost per applicant

Maine Public Service Company

Administrative costs through 2/29/76
Number of applicants processed through 2/29/76
Cost per applicant

ONGOING ADMINISTRATIVE COSTS DURING REMAINDER OF PROGRAM,

MARCH 1, 1976 TO EXD OF PROGRAM

Central Maine Power Company

Total Administrative costs 3/1/76 - 12/31/76 (10 months)

Final number of active participants
Cost per participant per month

Bangor Hydro-Electric Company

Total Administrative costs, 3/1/76 - 3/31/77 (13 months)

Final number of active participants
Cost per participant per month

Maine Public Service Company

Total Administrative costs, 3/1/76 ~ 2/28/77 (12 months)

Final number of active participants
Cost per participant per month

$23,415.70
1,211
$19.34

$6,411.35
557
$11.51

$4,968.00
420
$11.83

$8,082.53
1,517

$.53

$2,360.30°
638

$.28

$4,916.00
464

$.88

Source: Based on data supplied to the Commission by the participating

utilities.
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APPENDIX TABLE 23

Administrative Costs of Establishing Lifeline
Program Incurred by Public Utilities Commission,
Division of Community Services and Outreach

Agencies

Outreach Agencies™ $11,185.19

Division of Community Services™* 5,036.01

quiic Utilities Commission(estimate)*** 3,500.00
$19,721.20

Original Number of Applicants to 2/29/76 2,188

Cost‘Per Applicant _' $9.01

Final Number of Applicants 2,619

If startup costs are spread over 12 month life of program: monthly cost
of program per applicant: 63 cents.

* See Appendix Table 25.

*% Division of Community Services, to February 29, 1976

Salaries $3,911.60
Printing 826.44
Travel 297.97
' $5,036.01

*%% No study of the Commission's costs have been made. The cost can,
however, be broadly estimated. A reasonable figure would be about
$3,500. This figure represents employee time expended.
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Cumberland-York Senior Citizens Council
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APPENDIX TABLE 24

Costs Incurred by Individual OQutreach
Agencies in Establishing Lifeline
Program, Through February 29, 1976

Salaries $3,266.00
Travel 91.30
Postage 56.71
Telephone 100.00
Office Supplies 20.96
Portland Total $3,534.9/

Rockland:

Mid-Coast Human Resources

Rockland Total $2,780.00
Bangor:
Penquis C.A.P., Inc.
Salaries $600.00
Travel 968.75
Postage 21.44
Supplies 31.44
Total $752.63

Senior Citizens Task Force

Salaries - $525.00

Travel 97.20

Postage 37.81

Supplics 56.00

Total $716.01

Bangor Tenants Unicn

Salaries §220.00

Travel 4 48.00

Supplies 20.00

Total $288.00

Bangor Total $1,756.64
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APPENDIX TABLE 24 (Continued)

Ellsworth:
Washington-Hancock Community Agency

Salaries $432.00
_Travel 72.00
Telephone 31.00
Postage 45.00
Supplies 26.00
Volunteers' Time 132.00
Ellsworth Total $738-OO

Caribou and Fort Kent:
Aroostook Regicnal Task Force'of Older Citizens

Arocostook Community Action Project

Salaries $515.10
Travel 51.68
Total §566.78

Aroostook Regional Task Force of Older Citizens

Salaries $1,530.40
Travel 259.25
Postage 12.85
Supplies 6.30

Total $1,808.80

Caribou and Fort Kent Total $2,375.58
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APPENDIX TABLE 25
' Summary of Outreach Agencies'
Administrative Costs Through
February 29, 1976

Number of Establishment

Applicants Cost Per
Total Cost Thru 2/29/76 _Applicant
Portland $ 3,534.97 945 $ 3.74
Rockland 2,780.00 ’ 266 10.45
Bangor 1,756.64 423 4.15
Ellsworth 738.00 134 5.51
Caribou
2,375.58 420 5.66
Fort Ken
TOTAL §11,185.19 2,188 $ 5.11

Source: Each outreach agency supplied the Commission with information
concerning its administrative costs.
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APPENDIX TABLE 26
Comparison of Central Maine Power's Regular
Residential Rate, Lifeline Demonstration
Program Rate, and Central Maine Power's
Proposcd Alternative Lifeline Rate
(Excludes Fuel Adjustment)
Lifeline CMP Proposed
Regular Demonstration Lifeline
KWH Residential Rate* Program Rate** Ratokx*
.0 $ 3.00 $ - $ -
100 6.21 3.00 3.00
200 8.98 6.00 6.00
300 11.75 . 9.00 9.00
400 13.91 12.00 12.00
500 16.07 15.00 15.00
600 18.23 ' - 17,16 17.37
700 20.39 19.32 19.75
800 22.55 21.48 22.12
900 26,71 23.64 24.60
1,000 26.87 25.80 26.87
1,500 36.72 35.65 36.72
2,000 46.57 45.50 i 46.57

* Sece rate schedule shown in Appendix Table’s.

** Lifeline rate of 3 cent/KWH for first 500 KWH, regular residential
rates above 500 KWH.

k%% Lifeline rate of 3 cent/KWH for first 500 KWH, 2.374 cents for next
500 KWil and 1.97 cents for all KWH in excess of 1,000 KWH.

Source: Letter from Mr. Anderson of Central Maine Power to Commission
dated October 22, 1975. ' ’






