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Division of Strategic Planning

505 Van Ness Avenue

San Francisco California 94102-3298

Attention: Edward Howard

Dear Mr. Howard: 

My comments on the draft Water Action Plan prepared by Commission staff are attached. I appreciate the opportunity to comment and am pleased overall by the content of the draft. However, the response period (two weeks) was quite short and I strongly suggest that Commission staff allow more time in the future for external review. 

It might also be beneficial for Commission staff to review the list of parties from whom comments were solicited, and related communications actions. The draft came to my attention by chance. It is possible that many other interested or affected parties are not aware of the draft. 

Sincerely, 
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Gary Wolff, P.E., Ph.D.

Principal Economist and Engineer

654 13th Street, Preservation Park, Oakland, California 94612, U.S.A.

510-251-1600 | fax: 510-251-2203 | email: pistaff@pacinst.org | www.pacinst.org
Comments on the Draft CPUC Water Action Plan

Dated November 10, 2005

Prepared by Gary Wolff, P.E., Ph.D.

Principal Economist and Engineer

The Pacific Institute, Oakland
1. Indeed, water conservation is the least expensive source of ‘new water,’ as noted on page 2, item 2. Conserving hot water (e.g., showerheads, clothes washers, kitchen equipment) also saves energy, which negative costs of conserved water (for the customer) possible. Please see chapter 5 of “Waste Not, Want Not: the Potential for Urban Water Conservation in California,” available for free download from www.pacinst.org 

Although the draft correctly notes this point, it does not carry this understanding through to the discussion of water infrastructure investment. IOUs should be required as part of their rate requests to demonstrate that they have or will capture all water conservation opportunities that are lower cost than new sources of supply (e.g., desalination) when they propose to invest in new sources of supply. Furthermore, CPUC planning requirements (e.g., the third paragraph on page 10) should specifically mention this issue. 

2. Item 4 on page 6 would be better stated as “Encourage volumetric rates equal to the marginal cost of supply to promote greater conservation,” rather than as a direct statement in support of increasing block rates. Such rates can be an effective way to promote conservation, especially when the upward step from block to block is large. But increasing block rates can also be ineffective if the block steps are small, or if the top block rate is below the marginal cost of new supply. Furthermore, increasing block rates create a disincentive to conservation for customers who use less water or are considering large reductions in water use. Since many low-income households and older businesses have older appliances and plumbing fixtures that are less efficient than average, this disincentive can render some of the most attractive opportunities cost-ineffective from the customer perspective when they are quite attractive compared with new sources of supply. And when a large water user considers a significant reduction in use (e.g., an industry that might install in-house water recycling equipment), the inclined block rate structure may discourage investments that are again desirable compared with new supplies. 

Of course there may be excess revenue or revenue stability concerns associated with a uniform volumetric rate equal to marginal rather than average cost. But these concerns can be addressed by lower fixed charges and balancing accounts, respectively. Lower fixed charges, in fact, can be used not just to prevent excess revenue but also to address affordability concerns for lower-income customers. 

My point is that Commission endorsement of rate designs that promote conservation is very good, but inclined block rates are not the only and often not the best such designs. Marginal price that equals marginal rather than average cost (perhaps through a seasonal rate structure rather than a uniformly high volumetric rate) is the economic pathway to effective promotion of conservation. 

3. Item 5 on page 7 and item 6 on page 8 are excellent. This is a serious problem for public agencies as well as IOUs. Leadership by the CPUC in this area, especially in development of performance measurements and benchmarks, would benefit customers served by IOUs and also might indirectly benefit those served by agencies. 

4. Item 7 on page 8 correctly notes that energy use reductions are possible and desirable. But it focuses on reductions by water and wastewater utilities; although far more than half of all energy use in the water sector takes place on the customer side of the meter. This creates a ‘split incentive’ problem where potentially water utility investors and customers carry the cost of conservation programs whose benefits largely accrue to perhaps different customers via their energy bills. Water utilities are not likely to advance such programs without strong support and clear requirements from the CPUC that total resource costs (TRC) for customers are to be minimized, not just those costs that show up in water rates. 

5. The rationale for a distribution system improvement charge as a separate revenue stream (page 10) is not clearly stated. Although I support adequate investment in infrastructure replacement, it is not clear how a separate charge would promote that objective. 

6. I strongly concur with the statement at the top of page 14 that there is need for a Low Income Assistance program at the state level. However, it is not clear if the Draft plan is promoting such a program across all IOUs, or is suggesting that a statewide program involving IOUs and public agencies is necessary. The wider definition of a statewide program is more desirable in my opinion because it would spread the burden over a larger rate base, but it is obviously more difficult to implement. A water use charge to support CALFED was considered during last year’s budget process; and a similar mechanism might be used to support a statewide low-income assistance program. The millions of Californians without access to safe drinking water and effective sanitation is shameful in a state as wealthy as ours (see “Living Without the Basics in the 21st Century,” available from the Rural Community Assistance Partnership in Washington, D.C.). A resolution from the CPUC or the California Water Association requesting the Governor or the Legislature to consider a statewide program to address this problem might be an effective action to take, along with internal efforts to explore a program involving only IOUs. 

7. The discussion of low-income assistance on and about page 14 focuses on percent of income compared with the poverty level. But another and probably more appropriate way of addressing impacts on low-income households is to consider the cost of water (and perhaps sanitation) services as a percent of income. Households paying more than 2% of their income for such services, for example, might be eligible for assistance. This would focus assistance on those households that need it (e.g., one with income equal to 200% of the poverty level but facing very high water prices) and avoid providing assistance when it is not really needed (e.g,.a household with income equal to 150% of the poverty level but facing very low water prices). 

8. Item 3, page 16, please do not assume that consolidation will reduce costs through economies of scale. It may or may not. There are many instances of dis-economies of scale, such as when additional layers of administration are added to a simple, local business or operating system. Furthermore, the CPUC should take care to offer incentives not just to IOUS but also to public agencies and groups of customers or non-profit organizations to the extent possible. In some cases, an economy of scale can be captured if and only if an adjacent public supplier were to provide service. In other cases, an economy can be captured by customer purchase of the assets of the private company (via a newly formed special district or other means), and then contract management of the system (including planning, financing, and construction of new assets) by a regional public agency or a private company. There are examples of successful restructuring along these lines in the US, as well as via the approach advocated in the Draft Plan (consolidation of small IOUs into larger IOUs). 

9. Finally, I suggest that in the future the time allowed for comments should be longer, and that the list of parties from whom comments are solicited should be reviewed and perhaps expanded. The draft came to my attention by chance; and there may be other interested parties who are not aware of the draft or who are unable to respond in this two-week, pre-holiday time frame. 
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