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Summary of Testimony

The purpose of my testimony is to address Rappahannock Electric Cooperative’s ("REC" or the
"Cooperative") proposed rate design, focusing specifically on the Access Charge assessed to
residential and small commercial customers. Specifically my testimony will:

1. Explain that drastically increasing fixed rate charges results in rate shock, inequitable
impacts on customers, reduces customers control over their bills and reduces incentives
for energy efficiency conservation and distributed generation.

2. Explain that the Cooperative’s proposal would violate the fundamental rate design
principles of rate stability, equity, and efficient price signals and would undermine the
Commonwealth’s efforts to reduce energy consumption and promote energy efficiency.

3. Provide recommendations to the Commissions for alternative methods for addressing the
Cooperative’s concerns about revenue sufficiency, which will be more equitable, efficient
and effective, such as increasing the volumetric rate, revenue decoupling, minimum bills
or beneficial electrification.
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1. INTRODUCTION AND QUALIFICATIONS

Please state your name, title, and employer.
My name is Melissa Whited. I am a Principal Associate at Synapse Energy
Economics, located at 485 Massachusetts Avenue, Cambridge, MA 02139.

Please describe Synapse Energy Economics.

Synapse Energy Economics (Synapse) is a research and consulting firm
specializing in electricity and gas industry regulation, planning and analysis. Our
work covers a range of issues, including economic and technical assessments of
demand-side and supply-side energy resources; energy efficiency policies and
programs; integrated resource planning; electricity market modeling and
assessment; renewable resource technologies and policies; and climate change
strategies. Synapse works for a wide range of clients, including attorneys general,
offices of consumer advocates, public utility commissions, environmental
advocates, the U.S. Environmental Protection Agency, U.S. Department of
Energy, U.S. Department of Justice, the Federal Trade Commission and the
National Association of Regulatory Utility Commissioners. Synapse has over

twenty-five professional staff with extensive experience in the electricity industry.

Please summarize your professional and educational experience.

I have seven years of experience in economic research and consulting. At
Synapse, I have worked extensively on issues related to utility regulatory models,
rate design, policies to address distributed energy resources (DER), and market
power. I have analyzed rate design issues pertaining to DERs for proceedings in
Massachusetts, Colorado, New York, Utah, Nevada, Wisconsin, Hawaii, and
Maryland. In 2015, I presented to the Utah Net Energy Metering Workgroup on
rate design options for customers with distributed generation. I have sponsored

testimony before the Massachusetts Department of Public Utilities, the Hawaii
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Public Utilities Commission, the Public Service Commission of Utah, the Public
Utility Commission of Texas, and the Federal Energy Regulatory Commission. I
hold a Master of Arts in Agricultural and Applied Economics and a Master of
Science in Environment and Resources, both from the University of Wisconsin-
Madison. Prior to rejoining Synapse, I published in the Journal of Regional
Analysis and Policy an article regarding the economic impacts of water transfers,
analyzed state water efficiency policies while at the Wisconsin Public Service
Commission, and conducted econometric analyses of energy efficiency cost-

effectiveness. My resume is attached as Schedule MW-1.

On whose behalf are you testifying in this case?

I am testifying on behalf of the Sierra Club.

Have you testified in front of the Virginia State Corporation Commission
previously?

No.

What is the purpose of your testimony?

The purpose of my testimony is to address Rappahannock Electric Cooperative’s
(REC or the Cooperative) proposed rate design, focusing on the access charge
(also known as a fixed customer charge) assessed to residential and small
commercial customers. The Cooperative’s proposal to double the residential
access charge and drastically increase the small commercial access charge
represents a significant departure from REC’s current rate design. My testimony
explains that such a radical departure would violate the fundamental rate design
principles of gradualism, equity, and efficient price signals, and reduce customer
control, disproportionately impact low-usage and low-income customers, and
decrease incentives for energy efficiency and distributed generation. I also

provide recommendations for alternative methods for addressing the
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Cooperative’s concerns about revenue sufficiency due to flat growth, which will

be more equitable, efficient, and effective.

2. SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

Please summarize your primary conclusions and recommendations.

My conclusions and recommendations can be summarized as follows:

1. The Cooperative’s proposed increase in the fixed customer charge would
result in rate shock for many customers, would have inequitable impacts on
customers, would reduce customers’ control over their bills, and would reduce
incentives for energy efficiency, conservation, and distributed generation.

a. The Cooperative’s proposal would increase the fixed customer charge
by 100 percent for residential customers and 32 percent for small
commercial customers. This does not meet the widely-accepted rate

design criterion of rate stability, and would result in rate shock for

b. The Cooperative’s proposal does not adhere to the widely-accepted
rate design principle of promoting customer equity, since low-usage

and low-income customers would be hit with the highest rate

c. The Cooperative’s proposal does not adhere to the widely-accepted
rate design principle of providing customers with an incentive to use
electricity efficiently, since a larger proportion of the customer’s bill
will be divorced from energy usage.

d. The Cooperative’s proposal will undermine the Commonwealth’s

efforts to reduce energy consumption and promote energy efficiency.'

A
many customers.
Increases.

1

Energy efficiency has been prioritized by the Commonwealth in numerous ways. For
example, Executive Order 31, signed by Governor McAuliffe on October 16, 2014,
sets targets for reducing energy consumption by 15% in government buildings, but
also states “While the Commonwealth embraces the challenge of reducing energy
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2. The Cooperative failed to demonstrate in its application that a dramatic
increase to the fixed charge is the only way to recover its allowed revenues.
The Cooperative has not had a rate case since 1992, and yet has been
successful in recovering adequate revenues under the current rate design.
While I do not dispute that the Cooperative requires an increase in revenues,
the increase should be recovered through volumetric rates, not higher fixed
customer charges.

3. If revenue sufficiency is found to be a problem, there are superior alternatives
to increasing the fixed customer charge. I recommend that alternatives
including revenue decoupling, minimum bills, and beneficial electrification be
studied, and that the Cooperative’s proposed increases to fixed customer

charges be rejected.

3. OVERVIEW OF THE COOPERATIVE’S RATE DESIGN PROPOSAL

Please summarize REC’s proposal.

REC has requested an overall rate increase of $22 million and proposes to collect
this additional revenue primarily through drastically increasing the fixed customer
charges for its residential and small commercial classes.” REC also proposes to
implement seasonal energy charges, but I do not address this aspect of REC’s

proposal in my testimony.

consumption, localities, businesses, and individual consumers are encouraged to use
energy efficiently, and utilize available tools to conserve energy.” Further, SB 1416
established a goal of reducing electricity consumption by 10% for investor-owned
utilities. While this does not apply to cooperatives, there is no question that energy
efficiency is one of the Commonwealth’s energy policy goals. The Cooperative’s rate
designs should not undermine those goals.

Direct Testimony of David F. Koogler, Case No. PUR-2017-00044, 12-14 (May 23,
2017).
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Q Please explain how rates would change under the Cooperative’s proposal.
A Residential customers would see a doubling of the fixed customer charge under

REC’s proposal. Single phase customers would see their fixed customer charge
jump from $10 per month to $20 per month (an increase of 100 percent), while
three-phase customers would see it increase from $12.15 per month to $24.30
(also an increase of 100 percent). In contrast, the volumetric rate would only see

an small increase, between 3 and 13 percent.’

Small commercial customers would see their fixed customer charge rise by 32
percent: from $28 per month to $37 per month for single phase customers and
from $47.50 per month to $62.75 per month for multi-phase customers. However,

their volumetric rate would decrease by 12 to 26 percent.*

Conversely, large commercial and industrial customers will generally experience
no changes in their rate elements and no change in the relationship between

customer charges and other rates.

The proposed rate changes are summarized in Table 1.

3 Exhibit JDG, Schedule 15A
4 Ibid.
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Table 1. Summary of Proposed Changes to Rates
Percent
Class Rate Component Current Proposed
Change

Single Ph 10.00 20.00 100%
Residential Access Charge mgle Thase ¥ ¥ 3
Three Phase $12.15 $24.30 100%

(A1, A2 AL-R, First 300 kWh $0.0398 $0.0409 3%

t . . 9

A--TOU) Delivery Charge $kWh °
Above 300 kWh $0.0275 $0.0310 13%
Small General Access Charge $28.00 $37.00 32%

Service Single Phase
@1 Delivery Charge $/kWh $0.0290 $0.0214 -26%
Single Phase $28.00 $37.00 32%
Access Charge
Three Phase $47.50 $62.75 32%
General Service First 100 kWh/kW $0.0291 $0.0250 -14%
(B-3) . Next 100 kWh/kW $0.0261 $0.0220 -16%
Delivery Charge $/kWh

Next 200 kWh/kW  $0.0171 $0.0140 -18%
Over 400 kWh/kW $0.0141 $0.0124 -12%

How will the Cooperative’s rate design proposal change the relationship

between rate elements?

The Cooperative’s proposed rate design would fundamentally alter the

relationship between customer charges and volumetric rates by drastically

increasing the fixed portion of customers’ bills relative to the portion that

customers can control through their usage. In doing so, the Cooperative’s rate

design proposal would:

o Reduce customers’ control over their bills,

o Dampen incentives for energy efficiency and conservation,

o Increase low-usage customers’ bills the most, resulting in rate shock for

these customers, and

o Disproportionately impact low-income customers.




10

11
12
13
14
15
16
17
18
19
20

21
22

Virginia PUR-2017-00044
Sierra Club - Whited
September 18, 2017

Page 8

What reason does the Cooperative provide for doubling the residential fixed
customer charge and increasing the small commercial fixed charge by 32
percent?

Cooperative Witness Matthew Faulconer states that the proposed rates will more
fairly recover costs from customers and reduce the Cooperative’s dependence on
revenue from volumetric sales.” Witness David Koogler further explains that the
Cooperative has been unable to offset rising costs through growth in the number
of customers or sales, since the Cooperative “has experienced only modest growth
in new connections, while at the same time per-customer energy use has remained
relatively constant.”®

Do these reasons point to a need for a radical change to the residential and
small commercial fixed charges?

No. While I do not dispute the Cooperative’s need to increase rates in order to
recover its costs, the Cooperative has failed to justify why it needs to implement
drastic increases to the fixed charge to recover its costs. The current rate design
has served the Cooperative since 1992, with no need for an interim rate case to
increase distribution revenue.” The fact that the Cooperative has not had a
Commission proceeding for the purpose of changing its distribution rates in 25
years suggests that the current rate design functions well in recovering costs from

customers.

Furthermore, the Cooperative’s steep increase in the fixed customer charge is

inconsistent with widely-accepted rate design principles and Commonwealth

Direct Testimony of Matthew A. Faulconer, Case No. PUR-2017-00044, 11-12, (May
23,2017).

Direct Testimony of David F. Koogler, Case No. PUR-2017-00044, 6 (May 23,
2017).

Direct Testimony of Matthew A. Faulconer, Case No. PUR-2017-00044, 6 (May 23,
2017).
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energy policy goals, and would disproportionately harm low-usage and low-

income customers, as described below.

(=)

4. PRINCIPLES OF RATE DESIGN

What ratemaking principles should be considered when designing rates?

In his seminal work, Principles of Public Utility Rates, Professor James Bonbright

discusses eight key criteria for a sound rate structure. These criteria are:

1.

The related, “practical” attributes of simplicity, understandability, public
acceptability, and feasibility of application.
Freedom from controversies as to proper interpretation.
Effectiveness in yielding total revenue requirements under the fair-return
standard.
Revenue stability from year to year.
Stability of the rates themselves, with minimum of unexpected changes
seriously adverse to existing customers.
Fairness of the specific rates in the appointment of total costs of service
among the different customers.
Avoidance of “undue discrimination” in rate relationships.
Efficiency of the rate classes and rate blocks in discouraging wasteful use of
service while promoting all justified types and amounts of use:
a. in the control of the total amounts of service supplied by the
Cooperative;
b. in the control of the relative uses of alternative types of service (on-
peak versus off-peak electricity, Pullman travel versus coach travel,
single-party telephone service versus service from a multi-party line,

etc.).®

8 James Bonbright, Principles of Public Utility Rates, Columbia University Press,
1961, page 291, provided in Schedule MW-2.
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Q Are these principles widely recognized and used by commissions?

A Yes. The principles listed above have been recognized for many years as the
standard that is used by not only the Commission’ and its Staff'® but also
commissions across the country.

Q Is the Cooperative’s rate design proposal consistent with Bonbright’s
principles?

A No. The Cooperative’s proposal does not meet the principles of rate stability
(often referred to as “gradualism”), fairness among customers, or efficiency. I will
describe these failings below.

5. INCONSISTENCY WITH THE PRINCIPLE OF RATE STABILITY

Q Please describe Bonbright’s principle regarding rate stability.

A This principle means that customer rates should not change suddenly, particularly
if this will cause harm to customers by significantly increasing a customer’s bill.

Q In what way should customer rates exhibit stability?

A Customer rates generally have two or three primary components (the energy

charge, fixed customer charge, and possibly a demand charge). Bonbright’s
principle refers to how much these charges change from one period to the next,
and specifies that unexpected, adverse changes be minimized. Large increases in

customer bills can impose financial hardship on customers, particularly low-

9  See, e.g., Application of Columbia Gas of Virginia, Inc., for a general rate increase,
Case No. PUE-980287, 1999 WL 35764055, Report of Hearing Examiner, *12 &
nn.137-138 (November 2, 1999) (collecting Commission decisions weighing factors
“similar to those outlined by Bonbright”).

10 See, e.g., Commonwealth of Virginia ex rel. State Corporation Commission v.
Captain’s Cove Utility Company, Case No. PUE-2010-00062, Report of Hearing
Examiner, 21 (September 16, 2011); Application of Dale Service Corporation, for an
expedited increase in rates, Case No. PUE-2006-00070, Report of Hearing Examiner,
10 & n.5 (January 10, 2007).
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income customers, and cause customer confusion and frustration. Substantial
changes to electricity rates are also difficult for customer to adjust to, since
customers invest in household appliances with long lifetimes under the

assumption that rates will remain relatively stable.

Is the Cooperative’s proposal consistent with this principle of rate stability?

No. The Cooperative proposes to increase the fixed customer charge for
residential customers by 100 percent. This extreme increase would be detrimental
to many customers, particularly those who consume less energy than the average,

many of whom are low-income customers (as detailed below).

6. INCONSISTENCY WITH THE PRINCIPLES OF FAIRNESS
AND AVOIDANCE OF UNDUE DISCRIMINATION

Please describe Bonbright’s principles regarding fairness and avoiding
undue discrimination.

These principles refer to treating similarly-situated customers in a similar manner.

Is the Cooperative’s rate design proposal consistent with the principle of
fairness and avoidance of undue discrimination?

No. REC’s proposal exacerbates inequities among residential customers.

In what way would REC’s rate design unfairly impact different types of
residential customers?

The Cooperative’s proposed rate design would hit low-usage customers the
hardest — including customers who have worked hard to conserve energy, or who
have invested their personal financial resources in energy efficient technologies or
distributed generation. REC’s rate design already punishes low-usage customers
by charging them a higher electricity rate for the first block of energy

consumption. The Cooperative’s proposed increase to the fixed customer charge
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exacerbates this impact by also hitting low usage customers hardest, since the

fixed charge component is a higher proportion of these customers’ bills.

Figure 1 shows that low energy use residential customers will experience
significantly larger percentage increases in the distribution portion of their bill
under REC’s proposal than high energy use residential customers. While the
average distribution bill increase for residential customers would be
approximately 25 percent, a residential customer using 400 kWh per month or
less would see bill increases of more than 40 percent, while a customer
consuming 2,000 kWh or more would only see increases of approximately 20

percent.

Figure 1. Residential Distribution Bill Impacts by Usage Level
70%

60%
50%

40%

30%
20%
- IIIIIIIII
0

S L. . OSSOSO SS SIS
ROPOIROINEOSPNENEEN QQ \Q\ TS S Q?P'»QQ'»Q ,,9 S

Distribution Bill Increase (%)
Average

2

Customer's Monthly Energy Use (kWh)

What types of customers are low-usage customers?

Data from the U.S. Energy Information Administration reveals that, in Virginia,
low-income customers (i.e., those below 150% of the federal poverty line) tend to
also be low-usage customers (in terms of both median and average usage). This is

shown in Figure 2, below.
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Figure 2. Average Electricity Usage by Customer Income Category -

Virginia
m Below 150% poverty line Above 150% poverty line
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Source: Energy Information Administration Residential Energy Consumption
Survey, 2009 http://www.eia.gov/consumption/residential/data/2009.

Q What is the implication of low-income customers using less electricity than
average?
A Because fixed charges tend to increase bills for low-usage customers the most, the

fact that low-income customers use less energy means that higher fixed charges
will raise electricity bills most for those who can least afford it. This shows that
rate design has important equity implications, and fixed charges would have

regressive impacts.

7. INCONSISTENCY WITH THE PRINCIPLE OF EFFICIENT USE

Q How does Bonbright define the principle of efficiency?

A Bonbright defines the principle of efficiency as “discouraging wasteful use of

service while promoting all justified types and amounts of use.”"'

11 James Bonbright, Principles of Public Utility Rates, 291 (1961) (provided in
Schedule MW-2).
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Q Please explain what this means.

A The concept of efficiency means that rates should be designed to send price
signals that discourage wasteful use of energy and encourage customers to pursue
cost-effective means of reducing their energy consumption.

Q Does Virginia have energy efficiency policies?

A Yes. In 2007, the Commonwealth signed into law a statutory goal for the state to
reduce electricity sales 10% by 2022 relative to 2006 electricity sales. Though
voluntary, the Commission has expressed a clear understanding of the importance
and benefits of energy efficiency. In the Staff’s Report to the State Corporation
Commission in preparation for the Commission’s Report to the Governor and the

General Assembly (2007), the Commission Staff states that:

[m]ost of the sub-groups [of the proceeding] believed mass
implementation of energy efficiency and conservation efforts
would generate benefits to ratepayers and the state economy by
helping to offset future increases in energy costs, provide electric
system reliability benefits, offer customers the ability to better
manage their energy costs, and maintain a competitive regional
economy. Additionally, effective programs could help accelerate
Virginia’s environmental and air quality goals while helping to

reduce the costs associated with future climate change policies."

The Governor has also made energy efficiency a priority for his administration. In
Executive Order 31, Governor McAuliffe stated, “[w]hile the Commonwealth

embraces the challenge of reducing energy consumption, localities, businesses,

12 Commonwealth of Virginia State Corporation Commission Staff, Report to the State
Corporation Commission in preparation for the Commission’s Report to the
Governor and the General Assembly as Required by the Third Enactment Clause of
SB 1416, 4 (2007), available at https://www.scc.virginia.gov/pur/conserve/staff
/staf rept111607.pdf.
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and individual consumers are encouraged to use energy efficiently, and utilize

. 1
available tools to conserve energy.”"?

Further, the Cooperative has recognized the significant value associated with the
efficient use of energy and the management of peak load in its demand response
program application."* Unfortunately, the Cooperatives’ proposed rate design
would dilute incentives for its customers to pursue energy efficiency and

conservation.

Please explain the price signal that fixed customer charges send to customers.
A fixed customer charge sends the signal to customers that they have no control
over that portion of their bill, since they will have to pay the fixed portion
regardless of how much electricity they consume. As the fixed charge increases,
the overall size of a customer’s bill is increasingly divorced from how much

electricity they use, thereby diluting price signals associated with energy use.

What impact would REC’s rate design proposal have on customer incentives
to use electricity more efficiently or install distributed generation?

A higher fixed charge relative to the volumetric charge reduces customers’
incentive to use electricity more efficiently because more of the costs are
recovered through the fixed component of the rate. Since only the variable
component is avoidable, increasing the fixed customer charge makes customer
efforts to reduce their electricity bill by lowering their energy consumption less
effective. As a consequence, the price signal sent by higher fixed charges is likely

to discourage many customers from implementing efficiency measures or

13 Executive Order 31, October 16, 2014.
14 Application of Rappahannock Electric Cooperative for approval of a modified

incentive for A/C switch demand-side management program, and for approval of a
rate adjustment clause to recover the costs of the demand-side program pursuant to

§56-585.3.4.5 of the Code of Virginia, Case PUE-2016-00019 (February 17, 2016).
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installing distributed generation—resulting in greater future energy consumption

than would have occurred under the current rate design.

Do REC’s current electricity rates otherwise send efficient price signals?
No. REC’s residential energy rates currently feature declining blocks, which
charge lower prices for higher energy use — providing a weak incentive for

customers to reduce their energy consumption.

What is the result of inefficient price signals?

Rate designs that feature high fixed charges or declining block rates tend to lead
to higher costs on the system, since they induce customers to consume more
energy. Higher energy use will ultimately lead utilities to procure more energy
and generation capacity and expand investments in the capacity of power lines

and substations, thereby raising electricity costs for all customers.

8. COMMISSION DECISIONS ON FIXED CHARGES

Has the Virginia State Corporation Commission rejected an increase in fixed
customer charges in previous cases?

Yes. In 2014, the Virginia State Corporation Commission rejected Appalachian
Power Company’s proposal to increase fixed customer charges for residential,

small general service, and sanctuary worship service customers, stating:

We reject APCo’s proposed increases to customer charges
for Residential Service (“RS”), Small General Service
(“SGS”), and Sanctuary Worship Service (“SWS”). We
agree with Consumer Counsel and Staff that APCo has not

established that it is reasonable to increase such costs to
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these customers at this time and in the manner proposed by
the company.'
Q Have other Commissions recognized the detrimental impact of higher fixed
customer charges?
A Yes, the negative effects of increasing fixed customer charges are well-

recognized. For example, in 2016 the Maryland Public Service Commission
approved a smaller increase to fixed customer charges than requested by Potomac
Electric Power Company, explaining that a larger increase would result in
customers having less control over their bills, as well as being antithetical to

energy conservation efforts.

In arriving at this increase, we place emphasis on
Maryland’s public policy goals that intend to encourage
energy conservation. Maintaining relatively low customer
charges provides customers with greater control over their
electric bills by increasing the value of volumetric charges.
No matter how diligently customers might attempt to
conserve energy or respond to AMI-enabled peak pricing

. . 16
incentives, they cannot reduce fixed customer charges.

In 2013, the Maryland Public Service Commission rejected a small increase in the
fixed customer charge, noting that doing so would reduce customer control of

their bills and would be inconsistent with the state’s policy goals.

15 Application of Appalachian Power Company for a 2014 Biennial Review of the
Rates, Terms and Conditions for the Provision of Generation, Distribution and
Transmission Services Pursuant to 56-585.1 A of the Code of Virginia, Case No.
PUE-2014-00026, 33 (November 26, 2014).

16 In The Matter of the Application of Potomac Electric Power Company for Adjustment
to its Retail Rates for the Distribution of Electric Energy, Case No. 9418, Order No.
87884, 110 (Maryland Public Service Commission, November 15, 2016).
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Even though this issue was virtually uncontested by the
parties, we find we must reject Staff’s proposal to increase
the fixed customer charge from $7.50 to $8.36. Based on
the reasoning that ratepayers should be offered the
opportunity to control their monthly bills to some degree by
controlling their energy usage, we instead adopt the
Company’s proposal to achieve the entire revenue
requirement increase through volumetric and demand
charges. This approach also is consistent with and supports

our ENPOWER Maryland goals."”

writing:

Shifting customer costs from variable volumetric rates,
which a customer can reduce through energy efficiency
efforts, to fixed customer charges, that cannot be reduced
through energy efficiency efforts, will tend to reduce a
customer’s incentive to save electricity. Admittedly, the
effect on payback periods associated with energy efficiency
efforts would be small, but increasing customer charges at
this time would send exactly [the] wrong message to
customers that both the company and the Commission are

. . . .. 18
encouraging to increase efforts to conserve electricity.

Page 18

In 2012, the Missouri Public Service Commission rejected a proposed increase in

the fixed customer charge for residential and small general service classes,

17 In The Matter of the Application of Baltimore Gas and Electric Company for
Adjustment in its Electric and Gas Base Rates, Case No. 9299, Order No. 85374, 99
(Maryland Public Service Commission February 22, 2013).

18 In the Matter of Union Electric Company Tariff to Increase Its Annual Revenues for
Electric Service, File No. ER-2012-0166, Report and Order, 110-11 (Missouri Public
Service Commission December 12, 2012).
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Have you reviewed additional commission decisions?

Yes. In 2015, I analyzed 51 decisions regarding increasing fixed charges. Of those
cases, the utility’s fixed charge proposal was rejected in full in 41 percent of the
cases, was scaled back in 33 percent of cases, and approved in full in only 25

percent of cases. These decisions are shown in the table below.
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Table 2. Commission Decisions Regarding Fixed Charges
Utility Docket/Case No. Existing Proposed  Approved Z’el:]‘::::: %\::‘:ae?

Alameda Municipal Power (CA) AMP Board vote June 2015 $9.25 $11.50 $11.50 24% 24%
Ameren (MO) File No. ER - 2012-0166 $8.00 $12.00 $8.00 50% 0%
Appalachian Power Co (VA) PUE-2014-00026 $8.35 $16.00 $8.35 92% 0%
Appalachian Power/Wheeling Power (WV) 14-1152-E-42T $5.00 $10.00 $8.00 100% 60%
Baltimore Gas and Electric (MD) 9355, Order No. 86757 $7.50 $10.50 $7.50 40% 0%
Benton PUD (WA) Board approved in June 2015 $11.05 $15.60 $15.60 41% 41%
Black Hills Power (WY) 20002-91-ER-14 (Record No. 13788) $14.00 $17.00 $15.50 21% 11%
Central Hudson Gas & Electric (NY) 14-E-0318 $24.00 $29.00 $24.00 21% 0%
Central Maine Power Company (ME) 2013-00168 $5.71 $10.00 $10.00 75% 75%
City of Whitehall (WI) 6490-ER-106 $8.00 $16.00 $16.00 100% 100%
Columbia River PUD (OR) CRPUD Board vote September 2015 $8.00 $20.45 $10.00 156% 25%
Colorado Springs Utilities (CO) City Council Volume No. 5 $12.52 $15.24 $15.24 22% 22%
Connecticut Light & Power (CT) 14-05-06 $16.00 $25.50 $19.25 59% 20%
Consolidated Edison (NY) 15-00270/15-E-0050 $15.76 $18.00 $15.76 14% 0%
Consumers Energy (Ml) U-17735 $7.00 $7.50 $7.00 7% 0%
Choptank Electric Cooperative (MD) 9368, Order No. 86994, $10.00 $17.00 $11.25 70% 13%
Dawson Public Power (NE) Announced June 2015 $21.50 $27.00 $27.00 26% 26%
Empire District Electric (MO) ER-2014-0351 $12.52 $18.75 $12.52 50% 0%
Eugene Water & Electric Board (OR) Board vote December 2014 $13.50 $20.00 $20.00 48% 48%
Hawaii Electric Light (HI) 2014-0183 $9.00 $61.00 $9.00 578% 0%
Maui Electric Company (HI) 2014-0183 $9.00 $50.00 $9.00 456% 0%
Hawaii Electric Company (HI) 2014-0183 $9.00 $55.00 $9.00 511% 0%
Independence Power & Light Co (MO) City Council vote September 2015 $4.14 $14.50 $4.14 250% 0%
Indiana Michigan Power (MI) U-17698 $7.25 $9.10 $7.25 26% 0%
Kansas City Power & Light (KS) 15-KCPE-116-RTS $10.71 $19.00 $14.50 77% 35%
Kansas City Power & Light (MO) File No. ER-2014-0370 $9.00 $25.00 $11.88 178% 32%
Kentucky Power (KY) 2014-00396 $8.00 $16.00 $11.00 100% 38%
Kentucky Utilities Company (KY) 2014-00371 $10.75 $18.00 $10.75 67% 0%
Louisville Gas-Electric (KY) 2014-00372 $10.75 $18.00 $10.75 67% 0%
Madison Gas and Electric (WI) 3270-UR-120 $10.29 $22.00 $19.00 114% 85%
Metropolitan Edison (PA) R-2014-2428745 $8.11 $13.29 $10.25 64% 26%
Nevada Power Co. (NV) 14-05004 $10.00 $15.25 12.75 53% 28%
Northern States Power Company (ND) PU-12-813 $9.00 $14.00 $14.00 56% 56%
Pacific Gas & Electric Company (CA) R.12-06-013 $0.00 $10.00 $0.00 0%
PacifiCorp (WA) UE-140762 $7.75 $14.00 $7.75 81% 0%
Pennsylvania Electric (PA) R-2014-2428743 $7.98 $11.92 $9.99 49% 25%
Pennsylvania Power (PA) R-2014-2428744 $8.86 $12.71 $10.85 43% 22%
Redding Electric Utility (CA) City Council Meeting June 2015 $13.00 $42.00 $13.00 223% 0%
Rocky Mountain Power (UT) 13-035-184 $5.00 $8.00 $6.00 60% 20%
Rocky Mountain Power (WY) 20000-446-ER-14 (Record No. 13816) $20.00 $22.00 $20.00 10% 0%
Salt River Project (AZ) SRP Board vote February 2015 $17.00 $20.00 $20.00 18% 18%
San Diego Gas & Electric (CA) A.14-11-003 & R.12-06-013 $0.00 $10.00 $0.00 0%
Sierra Pacific Power (NV) 13-06002, 13-06003, 13-06004 $9.25 $15.25 $15.25 65% 65%
Southern California Edison (CA) A.13-11-003 & R.12-06-013 $0.94 $10.00 $0.94 964% 0%
Stoughton Utilities (WI) 5740-ER-108 $7.50 $10.00 $10.00 33% 33%
We Energies (WI) 5-UR-107 $9.13 $16.00 $16.00 75% 75%
West Penn Power (PA) R-2014-2428742 $5.00 $7.35 $5.81 47% 16%
Westar (KS) 15-WSEE-115-RTS $12.00 $27.00 $14.50 125% 21%
Wisconsin Public Service (Ml) U-17669 $9.00 $12.00 $12.00 33% 33%
Wisconsin Public Service (WI) 6690-UR-123 $10.40 $25.00 $19.00 140% 83%
Xcel Energy (MN) E002 / GR-13-868 $8.00 $9.25 $8.00 16% 0%
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Is REC’s proposed residential customer charge similar to that in use at other
utilities or cooperatives?

No. The proposed residential customer charge would be higher than that levied by
most other mid-Atlantic utilities, including regulated cooperatives. The proposed

and current single-phase fixed customer charge is shown relative to other fixed

customer charges in the figure below.

Figure 3. Current Residential Customer Charges at Mid-Atlantic Utilities
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9. THE COOPERATIVE SHOULD EXPLORE ALTERNATIVE
MEANS TO ADDRESS REVENUE SUFFICIENCY

What challenges does the Cooperative face regarding revenue recovery?

The Cooperative states that it is facing increasing costs, while sales are flat.

What mechanisms has the Cooperative proposed to address revenue
sufficiency and volatility concerns?
The Cooperative is seeking to address this issue primarily through changing how

customers are billed for their energy use. By imposing drastic increases to the
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fixed customer charge while making little change (or even decreasing) the energy
rate, the Cooperative’s rate design will stimulate energy consumption and
increase the portion of revenues that are unaffected by sales volumes. Thus, all
else equal, higher fixed customer charges would result in greater revenue stability

and higher sales (and more revenues) for the Cooperative.

Are higher fixed customer charges consistent with traditional ratemaking
principles?
No, high fixed customer charges are generally not consistent with principles of

rate design, as discussed in detail above.

Has the Cooperative demonstrated that higher fixed charges are necessary to
maintain sufficient revenues?

It is important to recognize that REC has not had a rate case for 25 years, an
unusually long period of time. During this period, distribution rates were not
substantially altered,'® and yet revenue sufficiency was not enough of a concern to
cause the Cooperative to seek a rate increase until now. While I do not dispute
that the Cooperative requires an increase in revenues, it has not been
demonstrated that an increase to the fixed charge is the only way to address
revenue sufficiency concerns. In other words, allocating the revenue increase only
to the volumetric rates could result in sufficient revenues for the Cooperative.
However, if costs and revenues again become unbalanced, the Cooperative can

seek another rate increase through a rate case.

19 Distribution rates have been “rebalanced” in the interim, but have otherwise not
changed. See Direct Testimony of Matthew A. Faulconer, Case No. PUR-2017-
00044, 6-7 (May 23, 2017).
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Do alternative mechanisms exist for managing revenue sufficiency and
volatility?

Yes. If the Commission finds that the Cooperative provided adequate evidence of
revenue sufficiency concerns, there are several alternative approaches that could

be used to address these concerns.

First, revenue decoupling mechanisms can address revenue sufficiency and
volatility without resulting in significant negative impacts on low-usage
customers, or reducing customers’ financial incentives to lower their bills through
energy efficiency or distributed generation. A revenue decoupling mechanism in
combination with the existing rate design would significantly reduce the rate
impacts on lower-use customers while providing revenue certainty to the

Cooperative.

Please describe what you mean by “revenue decoupling.”

Under traditional ratemaking, the utility’s revenue requirement is determined
through a rate case. Prices are then determined by dividing the utility’s revenue
requirement by sales. These prices are then held constant until the following rate
case, and any change in sales would cause the utility’s revenues to increase or

decrease proportionally, depending on the direction of the sales.

Decoupling removes this fluctuation in revenues, and instead adjusts prices so that
the revenues recovered by a utility are more closely aligned with the costs
incurred. If sales increase for any reason (for example, due to weather or
economic growth), the utility returns the excess revenues to ratepayers in the next
decoupling adjustment. Similarly, if sales decline for any reason (for example,
due to weather, economic decline, energy efficiency or distributed generation),
the utility is permitted to collect the unrecovered revenues in the next decoupling
adjustment. In this way, full decoupling actually allows for a utility’s revenues to

be more closely aligned with costs than under traditional ratemaking.
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Why do you see revenue decoupling as an alternative to the Cooperative’s
ratemaking proposals in this docket?

The Cooperative notes that one of the key reasons why it is requesting a rate
increase at this time is because it has experienced flat sales in recent years.*’
However, REC’s proposal to increase fixed customer charges in this docket do
not adequately or properly address this key issue. The Cooperative’s proposal to
increase residential and small commercial fixed customer charges will partly help
reduce revenue losses from reduced sales by requiring that a greater portion of
residential and small commercial revenues will be recovered regardless of sales
levels. However, this only affects a small portion of residential and small
commercial revenues, as many other components of the rate design are still
variable and can still change with fluctuations in sales. In addition, the
Cooperative is still subject to revenue losses from all of the other customer

classes.

Revenue decoupling, on the other hand, could address the issue of stagnant sales
(and sales volatility in general) directly and completely. Revenue decoupling will
ensure that the Cooperative recovers its allowed revenues each year, thereby
completely eliminating REC’s concerns about revenue sufficiency and volatility.
In fact, revenue decoupling is more consistent with Bonbright’s principles of
providing the utility with the opportunity to recover its allowed revenues and

revenue stability.

Does revenue decoupling affect utility incentives regarding demand-side
resources?

Yes. This is an additional advantage of revenue decoupling. A revenue
decoupling mechanism will remove the financial disincentive that the Cooperative

experiences regarding demand-side resources. Currently, as customers implement

20 Direct Testimony of David F. Koogler, PUR-017-00044, 12 (May 23, 2017).
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demand-side resources (including energy efficiency, demand response, and
distributed generation), the Cooperative’s sales are reduced, leading to reduced
revenues. A revenue decoupling mechanism would eliminate this significant
financial disincentive by enabling the Cooperative to earn its allowed revenues

regardless of sales levels.

As such, the adoption of a revenue decoupling mechanism can lead to a
significant shift in the mindset of utility management, where it becomes much
more likely to support (and less likely to oppose) demand-side resources. This
shift can help enable a much broader implementation of demand-side resources,
potentially leading to significantly reduced electric costs for many customers and

empowering customers with the tools to better manage and control their bills.

Are there ways that ratepayers can be protected when implementing a
decoupling mechanism?

Yes. Revenue decoupling mechanisms can be designed in many ways, and it is
important to design a mechanism that protects customers, and even makes
customers better off than under traditional ratemaking. For example, the following

customer protection measures can be included in a decoupling mechanism:

1. Allowed revenue targets under a decoupling mechanism can be established
through a fully-litigated rate case with active participation from stakeholders.
Relatively frequent rate cases can be used to ensure that the utility’s allowed
revenues remain in line with its actual costs.

2. Decoupling adjustments can be made on a fixed, pre-determined schedule to
provide some stability and predictability.

3. Decoupling adjustments can be subject to a cap in order to protect customers
from significant rate increases from one period to the next.

4. The utility can be required to make reasonable commitments toward
supporting cost-effective demand-side resources, or other measures to support

customers, in return for reducing revenue volatility.
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What other alternatives exist?

Minimum bills could offer an alternative to fixed charges. They are similar to
fixed charges, but with one important distinction: minimum bills only apply when
a customer’s usage is so low that his or her total monthly bill would otherwise be
less than this minimum amount. A key advantage of minimum bills is that it
guarantees that the utility will recover a certain amount of revenue from each
customer, without significantly distorting price signals for the majority of
customers. The threshold that triggers the minimum bill is typically set well
below the average electricity usage level, and thus most customers will not be

impacted by the minimum bill.

In addition, the Cooperative could encourage beneficial electrification, such as
proposing an electric vehicle pilot program, or providing incentives for heat
pumps. Such technologies can help to meet energy policy goals, reduce customer

bills, and provide the utility with adequate revenues.

10. RECOMMENDATIONS

What do you recommend with regard to the Cooperative’s proposed rate
design for residential customers?

I recommend that the Commission reject the Cooperative’s proposal to drastically
increase the fixed customer charge for residential customers and small
commercial customers. Such a change would represent a dramatic departure from
REC’s current rate design, and would not adhere to the fundamental principles of
equity, efficiency, or rate stability. Instead, I recommend that the revenue increase

be recovered through volumetric rates.

What do you recommend for addressing revenue sufficiency concerns?
The Cooperative has not adequately demonstrated that volumetric rates result in
revenue deficiencies. However, if revenue sufficiency becomes a concern, then I

recommend the following:
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Revenue decoupling should be investigated, as it ensures revenue stability
and sufficiency and can also help align the Cooperative’s financial
incentives for promoting energy efficiency. Any such investigation should
consider revenue-decoupling options that adhere to fundamental

ratemaking principles and are generally in customers’ best interest.

Minimum bills could provide a mechanism by which very low-usage
customers are required to contribute a minimum amount to the system

each month.

Options for beneficial electrification (such as electric vehicle pilots and
incentives for heat pumps) can help to achieve state energy policy goals,
reduce customers’ bills, and provide additional revenues to the

Cooperative.

Does this conclude your direct testimony?

It does.
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200 CRITERIA OF A SOUND RATE STRUCTURE

of principles, these chapters are mere essays on the nature of the
more controversial, largely unresolved, problems rather than at-
tempts at systematic development. All of them have one theme in
common: the thesis that the most formidable obstacles to further
progress in the theory of public utility rates are those raised by
conflicting goals of rate-making policy.

CRITERIA OF A DESIRABLE
RATE STRUCTURE

Throughout this study we have stressed the point that, while the
ultimate purpose of rate theory is that of suggesting feasible meas-
ures of reasonable rates and rate relationships, an intelligent choice
of these measures depends primarily on the accepted objectives
of rate-making policy and secondarily on the need to minimize
undesirable side effects of rates otherwise best designed to attain
these objectives. No rational discussion, for example, of the rela-
tive merits of “cost of service” and “value of service” as measures of
proper rates or rate relationships is possible without reference to
the question what desirable results the rate maker hopes to secure,
and what undesirable results he hopes to minimize, by a choice
between or mixture of the two standards of measurement. Not only
this: the very meaning to be attached to ambiguous, proposed
measures such as those of ““cost” or ‘““value”’—an ambiguity not
completely removed by the addition of familiar adjuncts, such as
“out-of-pocket” costs, or “marginal costs,” or “average costs”—must
be determined in the light of the purposes to be served by the
public utility rates as instruments of economic policy. This is a
commonplace; but it is a commonplace which, so far from being
taken for granted, needs repeated emphasis.

What then, are the good attributes to be sought and the bad
attributes to be avoided or minimized in the development of a
sound rate structure? Many different answers have been suggested
in the technical literature and in the reported opinions by courts
and commissions; and a number of writers have summarized their
answers in the form of a list of desirable attributes of a rate struc-
ture, comparable to the “canons of taxation” found in the treatises
on public finance. The list that follows is fairly typical, although
I have derived it from a variety of sources instead of relying on any

CRITERIA OF A SOUND RATE STRUCTURE 291

one presentation. The sequence of the eight items is not meant to
suggest any order of relative importance.

1. The related, “practical” attributes of simplicity, ::an.::..za-
ability, public acceptability, and mow&c:.mi of mvw.__nm:o:.

2. Freedom from controversies as to proper interpretation.
_ 8 Effectiveness in yielding total revenue requirements under

the fair-return standard. P

4. Revenue stability from year to year. v

5. Stability of the rates themselves, with 2 minimum of unex-
pected changes seriously adverse to existing customers. (Com-
pare “The best tax is an old tax.”)

6. Fairness of the specific rates in the apportionment of total

costs of service among the different consumers. . .

7. Avoidance of “undue discrimination” in rate an_mcosur_.vm.
8. Efficiency of the rate classes and rate blocks in discouraging
wasteful use of service while promoting all justified types

and amounts of use: .

(a) in the control of the total amounts of service supplied by
the company:

(b) in the control of the relative uses of alternative types of
service (on-peak versus off-peak electricity, Pullman
travel versus coach travel, single-party telephone service
versus service from a multi-party line, etc.).

Lists of this nature are useful in reminding the rate maker of
considerations that might otherwise escape his attention, and also
useful in suggesting one important reason why problems of practi-
cal rate design do not readily yield to “scientific” principles of
optimum pricing. But they are unqualified to serve as a base on
which to build these principles because of their ambiguities (how,
for example, does one define “undue discrimination”?), their over-
lapping character, and their failure to offer any rules of priority in
the event of a conflict. For such a base, we must start with a simpler
and more fundamental classification of rate-making objectives.

THREE PRIMARY CRITERIA

General principles of public utility rates and rate differentials
are necessarily based on simplified assumptions both as to the objec-
tives of rate-making policy and as to the factual circumstances un-
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