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November 23, 2005

California Public Utilities Commission

Division of Strategic Planning

505 Van Ness Avenue

San Francisco, CA  94102-3298

Attention: Edward Howard

Re: Draft Water Action Plan

Dear Mr. Howard:

On behalf of the Natural Resources Defense Council, we applaud the California PUC for developing its first Water Action Plan (WAP).  The draft plan proposes six worthy objectives and corresponding actions to promote the Commission’s goals of safe, high quality water supplies; highly reliable water supplies; efficient use of water, and reasonable rates and viable utilities.  NRDC supports these four goals and believes that the objectives outlined in the Draft WAP can help achieve them.  We have several suggestions that we believe will strengthen the WAP and, in particular, will more fully reflect the benefits of water efficiency.

Our comments focus primarily on Objective #2: Strengthen Water Conservation Programs to a Level Comparable to Those of Energy Utilities.  We also offer limited comments on Objectives #3: Promote Water Infrastructure Investment and Objective #6: Set Rates That Balance Investment, Conservation and Affordability.

The actions in the WAP are consistent with recommendations made to the PUC by the Landscape Task Force created by AB 2717.  That task force recently finished its deliberations and will deliver its report to the legislature next month.  In particular, the Task Force recommends that the PUC adopt a decoupling mechanism, and urges the adoption of conservation rate structures.  NRDC supports these recommendations and commends the Commission for incorporating them into the WAP.
I. Objective #2 Strengthen Water Conservation Programs to a Level Comparable to Those of Energy Utilities

NRDC strongly supports this objective.  Water utilities, particularly investor-owned water utilities, have lagged behind their energy counterparts in making conservation a central element of their resource management strategies.  Yet conservation is frequently the most cost-effective and environmentally sound approach to meeting customer needs.  The WAP states that water conservation is critical to extend limited resources in order to allow for future growth.  (WAP, p.2)  The WAP should further note that water conservation is also important to protect and restore the aquatic environment, and to reduce the energy consumption and associated impacts that accompany water use. Additionally, water conservation will help California stretch the limited revolving loan funds available for water and wastewater infrastructure investment. 

NRDC urges the Commission to consider establishing a water resources “loading order,” similar to the “loading order” established and being implemented for energy resources.  This “loading order” should place water efficiency at the top of California’s preferred water resources before the construction of new supply-side facilities.  

Action #1 Promote metered service to encourage conservation.

Water metering is the foundation of efficient use.  We are particularly pleased that the CPUC will seek to require water meters and tiered rates in future water rates cases. Utilities should be allowed to recover costs for meter installation programs.

Action #2 Educate water industry stakeholders regarding policies and practices which reduce water and energy consumption.  

This is a critical task.  The specific actions of a water summit and utilizing the CPUC website are commendable but do not go far enough, particularly to educate consumers about the link between water and energy use.  As the WAP notes, energy ratepayers have for decades funded extensive education efforts.  A similar approach should be explored for water ratepayers. The effectiveness of such education programs could be maximized if efforts were undertaken collaboratively between water and energy utilities to ensure a consistent message.

Action #3 Direct Participation by all California Class A and B water utilities in the Urban Water Conservation Council and encourage implementation of the Council’s Best Conservation Management Practices.  

We strongly support this action.  The Council’s Best Management Practices (BMPs) established 15 years ago set a minimum level of effort that all water utilities should adopt.  Indeed we hope that the CPUC encourages the water agencies it regulates to exceed the levels of conservation specified in the MOU.
We support allowing the IOUs to recover costs associated with participation in the CUWCC.  The WAP should clarify whether this cost recovery refers to participation in Council activities, or to costs associated with implementation of BMPs.  We urge the CPUC to allow utilities to recover costs associated with conservation program implementation. 

Action #4 Encourage increasing block rates where feasible to promote greater conservation. 

In action #1 the WAP implies that the CPUC will require tiered rates.  In this section it uses the term ‘encourage.”  We urge the CPUC to require use of tiered rates, as well as other pricing mechanisms, such as seasonal rates, to promote water use efficiency.
Additionally, we urge the CPUC to require that a high percentage of revenue be recovered through the variable or commodity charge (as opposed to the fixed charge.)  The landscape task force recommendation on rates, which is still subject to review by the CUWCC, suggests that 60% of rates based revenue be recovered from commodity charges for utilities with budget-based or tiered rates, and 75% for utilities with uniform rate structures.  The structure of IOUs combined with the adoption of a decoupling mechanism should allow the Commission to meet or exceed the 75% threshold for all IOUs.

Action #5 Remove current financial disincentives to water conservation.

We support the adoption of a mechanism that allows utilities to decouple their revenues from sales, removing financial disincentives to investments in efficiency.  Traditionally, utilities face a disincentive to promote conservation because increasing sales result in increased revenue and profit; conservation decreases revenue and profit.  Decoupling sales from revenue removes that conservation disincentive.  Note that it is essential that the Commission decouple utility sales from revenues, not just from earnings, because it is the utilities’ ability to recover all their fixed-costs (not just their earnings) that creates the existing disincentive. Revenue adjustment mechanisms remove the disincentive to invest in efficiency that exists under traditional regulation, while enabling the utilities to retain volumetric pricing thereby providing an incentive for customers to invest in efficiency and to conserve. The CPUC has effectively adopted revenue adjustment mechanisms for investor-owned gas and electric utilities, and we applaud your intention to extend this policy to PUC-regulated water utilities. 

Action #6: Establish utility financial incentives for greater conservation.

We strongly support the development of utility financial incentives, in order align the utilities’ incentives with customers’ interests, to encourage water conservation.  The incentive structure under which the utilities operate (meaning the collective impact of the incentives and disincentives they face) is a matter of utmost importance to NRDC, because it guides the utilities’ decision-making and ultimately their impact on society and the environment. Indeed, one of the fundamental purposes of the Commission is to create an appropriate incentive structure to help align the utilities’ decisions and investments with the public interest. As regulated entities, the utilities’ incentive structure is determined entirely by the Commission. The goal should be to establish an incentive system under which the utilities benefit the most when they act in the best interest of their customers.

We suggest that the Commission look to the record developed in the energy efficiency proceedings in the development of an incentive mechanism.  We encourage the CPUC to start with the Joint Consensus Incentive Mechanism Principles which were submitted in R.01-10-024 on April 15, 2003, and were agreed to by the following parties: SDG&E, PG&E, SCE, ORA, Energy Division, TURN, UCAN, NRDC, California Farm Bureau Federation, and the ISO. The Joint Consensus Principles affirm the following key points: 

· Incentives should be based on performance, not investments. In other words, rewards (or penalties) should be based on good (or poor) performance, rather than how much money is spent. 

· Incentives should create a win-win opportunity through shared savings. In other words, customers have to win in order for utility shareholders to benefit. 

· Incentives should focus primarily on decisions about long-term investments, because that is where the decisions that impact the vast majority of customers’ costs and environmental impacts are made. 

· Incentives should provide a balance of potential risks and rewards.

NRDC supports these principles, and we urge the Commission to retain the Water Action Plan’s consideration of financial rewards and penalties tied to achievement of conservation goals.  However, the second option described in the Water Action Plan is inconsistent with these principles in that it would provide rewards for spending money (using a rate-of-return) rather than for achieving benefits for customers.  We urge the Commission to revise the Water Action Plan to focus on incentive mechanisms based on performance. 

Action #7: Consider energy usage as an important outcome of all water policy decisions and work toward a 10% reduction in energy consumption by utilities over the next three years.  

We commend the CPUC for explicitly recognizing the link between energy and water and for adopting a numerical goal for reducing energy use by water utilities. Water delivery, treatment and use, along with wastewater treatment and disposal consume up to 20 percent of the state’s total electricity, and over 30% of the state’s total natural gas. The California Energy Commission (CEC) projects that water-related energy uses will grow quickly in the coming years.   A significant portion of this energy use is consumed by end uses of water.  Therefore, investing in conservation is the best way to reduce water-related energy use, as it saves not just the end use energy, but also the upstream energy required to convey, treat, and deliver that water, as well as the downstream energy required to collect, treat and dispose of the wastewater.  However, traditional efforts to reduce the energy related to water use have focused primarily on saving hot water.  Due to the extensive amount of energy required to convey water, particularly to Southern California, efforts to conserve cold water can also yield significant energy savings and should be part of the CPUC’s efforts to reduce water-related energy use.
As recommended by the CEC’s 2005 Integrated Energy Policy Report, “The CPUC, Department of Water Resources, the Energy Commission, local water agencies and other stakeholders should assess efficiency improvements in hot and cold water use in homes and businesses, and include these improvements in [energy utilities’] 2006-2008 programs.”
  We suggest these three agencies hold a workshop in the next few months for stakeholders to begin discussing the water-energy relationship, how to develop and build synergies between water and energy efficiency, and how to “count” the embedded energy savings achieved through water efficiency measures.  

In addition, we urge the Commission to coordinate its water-related policy with its energy efficiency proceeding, R.01-08-028, to further define the water-energy connection and obtain public comment from those interested parties in that proceeding.  D.05-09-043 in A.05-06-004 et al. directs the Assigned Commissioner in R.01-08-028 to “determine the appropriate schedule for considering the issue of counting embedded energy savings associated with water efficiency towards energy savings goals and portfolio performance.” (Interim Order 24, p. 197)  This coordination between parties interested in water and energy efficiency will help develop a robust water and energy conservation framework.  

Action#8: Collaborate with the California EPA to reduce California greenhouse gas (GHG) emissions. 

Given the large percentage of California’s energy supply that is used for water delivery and use, water management can play an important role in reducing the state’s greenhouse gas emissions. The CPUC should encourage collaboration between energy and water utilities to maximize the effectiveness of emission reduction strategies.

II. Objective #3: Promote Water Infrastructure Investment

The CPUC should clarify which types of infrastructure investments it is seeking to promote. It appears that the CPUC is promoting needed investments in water treatment plants and associated distribution infrastructure.  We support these investments. However, when discussing water infrastructure these terms often mean additional supply-side facilities such as dams and reservoirs.   NRDC has long held that water conservation should be pursued prior to construction of new dams and reservoirs. We hope the CPUC will clarify that these are not the type of investments that it seeks to encourage.

All of the conservation strategies included in Objective #2 can help delay or reduce the cost of infrastructure investment.  We urge the PUC to require that the demand forecasts developed in each agency’s Water Management Program reflect full implementation of the BMPs in order to minimize the costs of future infrastructure investments and costs to consumers. 

III. Objective #6: Set Rates That Balance Investment, Conservation and Affordability.

Tiered rates have proven to be an effective means to encourage water conservation. We urge the CPUC to add a discussion of tiered rates to this objective. A revenue adjustment mechanism, as discussed under Objective #2 should make utilities more amenable to adopting a tiered rate structure, as the risks of inadequate revenue is removed. 

Water conservation can provide myriad benefits to California’s economy and environment. The CPUC has drafted a plan that wisely embraces and prioritizes this approach to meeting our water needs.  We look forward to working with you to strengthen and implement the Water Action Plan.

Sincerely,
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Ronnie Cohen

    


Audrey Chang
Senior Policy Analyst



Staff Scientist
Natural Resources Defense Council 








� California Energy Commission, 2005 Integrated Energy Policy Report, Commission Report, Publication CEC-100-2005-007, November 2005, p. E-6.
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