





July 7, 2010

Re: Conservation Incentive Inquiry – Rulemaking

Docket U-100522

Comments of the Mountaineers, a non-profit Outdoor Recreation and Conservation Organization of approx. 10,000 members in Washington State, which has played a leading role in the creation of many of our state and federal parks, including Olympic and North Cascades National Parks.

A brief statement of the general problem is followed by responses to your four questions of

July 2, 2010.

The Mountaineers are concerned that the activities of the Washington State regulated utilities, and the regulation of those utilities, do not typically take fully into account the negative economic impacts of those activities on our shared environment, the impacts on the recreational users of our environment, including hunters, fishermen, hikers, climbers, kayaks, skiers, etc. industries that particularly rely on our environment, including recreational industries, the ski industry, tourism, farming, and forestry, etc.  This in turn puts the actions of the utilities, particularly in acquiring additional facilities that have negative impacts on the environment, in conflict with these users and industries.  Historically the regulated utilities have measured their performance by attempting to minimize their internal costs, which in turn reflect lower rates to customers.  At the same time the utilities discount or attempt to discount the external costs of their resource acquisition choices, unreasonably raising total costs to any Washington State citizens and industries that have a relationship to the great outdoors.  By not measuring these external societal costs, the choices of the utilities fail to minimize total costs to society, nor do the utilities make optimal resource allocation choices, and conservation is not maximized.

Consumers understand that the right choices are not being made.  This is indicated by the passage of I-937, and by the willingness of consumers to pay a little more for electricity which does less damage to the environment, as indicated by PSE’s own customer surveys, where a large majority of customers indicated they are willing to pay more for less damaging electricity: 
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Table 50: 78% of customers say do everything possible to supply renewable, clean energy. 
Table 51: 72% of customers say operate utilities in a completely environmentally friendly manner.
We believe the right choices for the future are those choices which minimize the environmental damages caused by additional utility facilities and infrastructure, and which accelerate the retirement of those historical facilities which are most damaging to the environment, relative to the benefits they provide.  These choices should be made in order to minimize total costs over the next 50 to 100 years – including “free rider” costs – not just what it takes short term to keep the power on until the Seventh Power Plan. Maximizing conservation efforts is one great tool towards minimizing environmental impacts.

In the context of I-937 conservation is maximized by:

a) Minimizing the percent of recovery assigned to “Basic Charge” fixed monthly charges.
b) Maximizing the percent of recovery assigned to the “Over 600 kWh” second tier variable monthly charges.

c) Being very diligent to require utilities to maximize their cost effective conservation as required by law.
For example, under PSE current residential rates in effect, there is already effectively an $11 per month fixed charge penalty assessed to the Tier 1 “frugal consumer” of electricity compared to the Tier 2 “spendthrift.” We believe the fixed monthly charges are already way too high, and contrary to the goals of to minimize wasted electricity, and maximize conservation. (see attachment)

Customer conservation efforts may be motivated by one or more reasons – or more likely by a combination of reasons, including:

a) An attractive rebate offered by a utility as part of the utility’s conservation efforts.

b) The failure of an appliance requires a replacement.

c) A desire for greater comfort which also happens to be more efficient.

d) A desire to lower their monthly utility bills.

e) A desire to help protect the environment.

f) A desire “to do the right thing” to help society locally or globally.

g) A religious desire to preserve Creation.

h) An Early-adaptor desire to get the latest thing.

i) “Keeping up with the Jones.”

j) A desire to preserve the planet for their children and grandchildren.
k) Or, a desire to avoid doing business with a utility which they would prefer not to do business with.

Any reason that implements conservation is a good reason – but only the first reason, reason a) represents an action by the utilities potentially deserving compensation. Other than that, compensating companies for not providing a service is potentially a very dangerous combination, where the less utilities meet customer needs the greater the desire of the customer to avoid using the utility, but then where the more customers avoid using the utility, the more the utility is rewarded for not meeting customers’ needs!  On the contrary, we need to be working as hard as we can to move utilities in the right direction: providing goods and services at a total cost to society which we can all afford – including minimizing the costs of damages to the environment. We need to have utility businesses which our citizens are proud to be supporting.  It is WUTC’s role to act to help create such a utility system which we can all be proud of.

In this context then, we respond to your specific questions:

1) Full decoupling, including all declines and all increases in sales from any source?

We see this as a particularly dangerous suggestion – decoupling the utilities from any incentive to meet customers’ needs – including the need to minimize damages to the environment. We do not see this as leading to a utility system we can all be proud of.

2) Lost margin adjustment for declines in sales due only to company sponsored conservation efforts?

As listed above, utility sponsored conservation efforts such as rebates typically only represent one of many reasons why customers choose to implement those conservation efforts. The utility should only be compensated for that portion of the decision incentivized by the utility.  We suggest this simply be represented by that portion of the purchase price provided by the utility.  If the utility only provides 10% of the purchase price, the utility should only recover 10% of the lost margin due to that conservation effort.  If the utility provides 50% of the purchase price, then the utility should be allowed to recover 50% of that lost margin.

3) Attrition adjustment based on the results of an attrition study?

We don’t believe society has a responsibility for compensating utilities for services not used. Utilities have a responsibility to accurately project future needs and trends, and to make reasonable and prudent choices to meet those future needs.  Even as a regulated utility, a utility is still a for-profit business which should be subject to market forces, including down-turns in the market, technological innovations which obsolete their goods and services, or a simple desire on the part of their customers to take their business somewhere else which better meets their needs (examples: rooftop solar or CHP.) In general the investors in utilities are better able to absorb these risks that the ratepayer, where the modern investor will hold their investment in a utility as part of a portfolio of investments designed to minimize the investor’s total risk. By exposing utilities to these risks – rather than protecting them from these risks – we help create a utility system which better meets society’s needs while minimizing total costs.

4) An independent conservation provider like Energy Trust of Oregon?

We are very impressed by the efforts of Energy Trust of Oregon which we believe are generally more successful than conservation efforts in Washington.  Thus we would encourage pursuing this approach. 

In summary, we do not believe that most of these proposals on the table today are necessary or sufficient to align the best interests of utilities with the best interests of society.  As long as utilities view themselves as growth industries there will be a conflict with conservation efforts.  These conflicts are natural given the nature of regulated monopolies, and we believe the conflicts are best resolved in the standard manner during rate cases, where utilities can propose courses of actions, and WUTC can decide whether those actions are in the broad best interests of society, minimizing total societal costs, or if rather those actions are those of a monopoly taking advantage of their privileged position.  Current regulations already allow generous compensation to well-managed utilities. We note that some regions have other innovative approaches to encouraging conservation, such as long-term loans to customers for conservation equipment, recovered on the utility bill, such that utilities could still recover a fair margin on those investments.

In conclusion, we see many of the current problems of utilities ignoring environmental costs as being due to a short-sighted approach to investing in our utility systems, based on incremental 5-year modeling techniques “what does it take to get us to the next power plan?”  Rather, instead we should be asking: what will be the long term solutions Washington State needs?  What will provide the best solutions for our children and grandchildren? What will minimize environmental damages over the next 50 to 100 years, such that our children and grandchildren can continue to enjoy the same quality of natural environment that we are taking for granted today?
Thank You,

Martinique Grigg

Executive Director, Mountaineers
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