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May 24, 2001

Latino Legislative Caucus

Honorable Richard Polanco, Chair

State Capitol, Room 313

Sacramento, California 95814

Dear Senator Polanco,

I am writing in response to the letter I received from the Latino Legislative Caucus given to me by Senator Alarcon on your behalf earlier this month.  Thank you for your good wishes on my recent appointment as director of the Office of Ratepayer Advocates (ORA).  I look forward to serving as a resource for you and the Caucus on consumer protection issues facing California.  I welcome this opportunity to review ORA’s accomplishments, familiarize the new members of the Caucus with our unique role, and to clarify any misunderstanding regarding our policy perspective on matters affecting low income ratepayers.

Your letter requested information on previous ORA policy positions involving low income issues and the organizational structure in place to determine those positions.  Hopefully, the enclosed descriptions will address your questions.

I share your concern about the impacts of this unprecedented energy crisis on the poor.  The devastating effects of price gouging and market manipulation by out-of-state electric and gas companies on this state have affected our job security, the future of our economy and have increased hardship for many Californians, particularly those struggling at or below the poverty level or on limited incomes. As you weigh the facts during these challenging times, I hope you will continue to rely on our team of experienced analysts to provide you with information to evaluate possible solutions to these very complex issues.  

Over the years ORA has worked hard to protect the interests of low income ratepayers.  Our policy positions for low income energy assistance programs have been based on principled objectives.  These objectives  are delineated in Attachment 1.  Highlights of our accomplishments include:

· We were a strong supporter of the move to self-certification for the CARE program and proposed the procedures that are now in place.

· We repeatedly protested utility efforts to move to up-front verification procedures which would have increased barriers to participation in the CARE program.

· We have supported efforts to increase CARE penetration rates.

· In 1998, ORA caught a discrepancy in Commission decisions that reduced SoCalGas low income 1998 energy efficiency programs by $6 million. We were successful in getting the Commission to restore these funds to the low income program over the utility objections.

· Our efforts have helped ensure that high quality low income energy efficiency programs are implemented in a cost-effective way.  

· We have taken an active role in various working groups seeking to improve the LIEE program and served on the Low Income Governing Board (LIGB).

· We supported the Commission's policy preference that all funds for installation of low income energy efficiency measures be allocated by competitive procurement. 

· Last session, the division worked closely with your office and supported AB 1393 which clarified competitive bid evaluation criteria for LIEE include both cost-of-service and quality-of-service criteria.

Most recently ORA took the following steps to protect low income ratepayers from the impact of rising electric rates: 

· We argued in testimony in the electric rate stabilization proceeding in December 2000, that no rate increase was required, but should the Commission decide to impose a rate increase anyway it should be limited to 1 cent per kilowatt-hour and CARE customers should be exempt.

· In recent rate design testimony relating to implementation of the 3 cent revenue increase granted PG&E and SCE in Decision 01-03-082, we again advocated no increase for CARE customers, even if those customers were high volume users.  Under the rate scenario approved by the Commission May 15, 2001, rates paid by PG&E and SCE CARE customers will now be at least 35% less than other residential customers on average.  (The discounts range from approximately 22% to 54%, depending on usage.)

As some of your members may know, the Office of Ratepayer Advocates is mandated to advocate the lowest possible rates consistent with safe and reliable service for ratepayers. Our staff of 128 advocate for changes and reforms in telecommunications, electricity, gas and water on behalf of ratepayers.  I oversee four senior managers and five branches. Five years ago, the previous administration cut ORA
 from a high of 240 employees to around 100. Simultaneously, ORA’s workload dramatically increased as deregulation created new, complicated obstacles for consumers.  As a result of this downsizing, today ORA has the equivalent of only 1.5 full time staff assigned to low income energy matters. I expect to remedy this situation as soon as possible

Development of a policy position typically starts with an analyst who critically evaluates issues and derives a position consistent with our aforementioned policy objectives.  A senior manager reviews the analyst’s recommendations before they are finalized.  On high priority matters, recommendations are debated at our management policy committee meetings.  In addition, we often collaborate with other parties as we do our analysis and formulate our positions. 

As I complete my first month on the job, we have begun a strategic planning process and project tracking system that should assist us in addressing priority items, including affordable access to essential services for low income consumers. It is my goal to ensure that ORA supports a progressive, comprehensive and coherent policy to protect low income ratepayers.  I am particularly concerned with how we might better target energy assistance to those Californians who experience disproportionately high energy burdens.  I also intend to investigate whether we can enhance bill management and arrearage programs to prevent shut-offs of low income customers, particularly during the winter months.  At a minimum, I believe the utilities should be required to promptly disclose to the Commission when they shut off a residential account.

In developing comprehensive low income policy positions within ORA, we strive to present the benefits to ratepayers participating in the CARE program with the costs imposed on those ratepayers subsidizing the program through a surcharge on their energy usage. I believe it is useful to quantify the full financial impact for decision makers as they evaluate costs of modifications or expansions to any program.  Clearly, these are difficult decisions to make within an environment that changes almost daily.

While all ratepayers have experienced steep gas rate increases this year, it is only nonparticipating ratepayers
 who have been hit with large jumps in their electricity rates. Nearly 20% of California households earn too much to qualify for CARE yet earn less than the state median household income of $43,800.
 We are concerned that the recent electric and gas rate hikes disproportionately hit these customers.
  Under the current rate structure, increased CARE surcharges will serve to further exacerbate their burden. 

Our recent comments consider how to effectively target low income energy assistance funds.   Our data indicate that those with high energy burdens, who perhaps earn $10 or $100 over the CARE income limit, may also be in great need of assistance. Perhaps we might explore other measures for determining program eligibility, such as energy burden.

Energy burden is the percentage of household income used for energy expenditures.  It is dependent on energy prices, quantity of energy consumed and income levels.
 Data show that as a group, the energy burden of those in poverty is disproportionately higher than those at the top of the income ladder. However, as alluded to in our comments, when we look at moderate income individuals we find households with high energy burdens on both sides of the CARE eligibility dividing line. 

                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                         Raising the income eligibility guidelines, in and of itself, won’t solve the dilemma of how best to target low energy assistance funds to those with the highest energy burdens -- as not all moderate income households will need assistance.  As program costs grow, I want to make sure that the  available funds achieve our common goal of making energy affordable for all Californians during this energy crisis, particularly those with a limited ability to pay for these basic necessities.

ORA believes that when considering eligibility levels or the CARE discount, it would be informative to evaluate these proposals in the context of the recent legislative appropriations,
 rate increases
 and outreach efforts that are currently underway.  Quantifying the financial impact of all factors affecting program costs would provide a sound basis for weighing costs to nonparticipating ratepayers and benefits to program enrollees.
  

If changes are to be made to the CARE program, ORA believes the first priority should be to increase the number of Californians who take advantage of the savings opportunity within the current structure. Today, about 60% of those who are eligible are enrolled in the program.

The extraordinary situation we are facing here in California is demanding new and creative approaches to the way energy assistance is delivered; in fact, we are already looking for successful models that we might borrow from our colleagues across the country.  I hope we can explore the broader issue of program effectiveness and possible redesign. How effective are current programs at meeting the need and avoiding shutoffs?  Are we targeting those who most need assistance?  How can we create a sustainable energy assistance program that creates more equity in terms of energy burden across income levels? ORA would be interested in exploring with you, and others, new approaches that might be taken to better target energy assistance to those whose energy burdens are the highest.  

I hope this additional background helps clarify positions taken in the comments quoted in your letter and our recent filings.  I believe our conclusions are sound.  We recognize however that our comments left room for misinterpretation, and to the extent they were not conveyed clearly, that was our error. We will therefore copy this letter to the parties who received the original comments.

These are complex policy matters in today’s marketplace.  We certainly would welcome your input and invite feedback on our positions.  We seek to do the best job possible protecting consumer interests.  I would invite you, your staff or the low income community organizations with whom you work to call me with any concerns or input you have on low income energy or telecommunications matters to help us better represent their interests going forward.  I look forward to developing a collaborative working relationship with you.

Sincerely,

Regina Birdsell

Cc: Members of the Latino Legislative Caucus:

Senator Richard G. Polanco, Chair 

Senator Deborah Ortiz

Senator Richard Alarcon 
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Assemblymember Manolo Diaz , Northern Vice Chair 

Assemblymember Marco Firebaugh, Chair-Elect

Assemblymember Juan Vargas
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Assemblymember Thomas Calderon 

Assemblymember Tony Cardenas 

Assemblymember Gil Cedillo 

Assemblymember Ed Chavez

Assemlymember Lou Correa

Assemblymember Dean Florez 
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Assemblymemeber Sally Havice

Assemblymember Gloria Negrete-McLeod 

Assemblymember Sarah Reyes 

Assemblymember Simon Salinas 

Lieutant Governor Cruz M. Bustamente

Service List, A.00-11-00

Attachment 1

ORA Policy Perspectives and Accomplishments on Low Income Energy Assistance

Over the years ORA has worked hard to protect the interests of low income ratepayers.  Our policy positions for low income energy assistance programs have supported the following objectives:

1. Accessibility.

· Minimizing barriers to participation, increasing penetration rates through effective outreach, self-certification, and post-enrollment verification to minimize fraudulent use of program.

2. Affordability.

· Maximizing program benefits by ensuring that low income energy efficiency measures deliver significant bill savings to the customer, lowering the energy burden and reducing hardship.

3. Sustainability.

· Maintaining public support by ensuring a quality program that delivers significant benefits at reasonable cost.

4. Information.

· Energy Education to ensure program participants know how to conserve energy and optimize savings from installed energy efficiency measures.

5. Prudent Fiscal Management.

· Tracking total program costs, ensuring that program funds are spent in as cost-efficient a manner as possible, while keeping overhead administrative costs to a minimum

6. Equity.

· Balancing the benefits to program participants with costs to subsidizing ratepayers.

7. Cost Effectiveness.

· ensuring that low income energy efficiency measures deliver significant energy savings for the dollar spent. 
8. Quality.

· Delivering quality programs, including materials, installation and service.

9. Administrative Simplicity

· Standardizing accounting, reporting requirements, installation and inspections to be able to make comparisons across utility programs.

� At that time, ORA was called the Division of Ratepayer Advocates, or DRA.


� Nonparticipating ratepayers are residential customers who are not enrolled in the CARE program and ratepayers in other customer classes.


� State of California, Department of Finance, California Current Population Survey Report: March 2000 Data.  Sacramento, California, March 2001.


� The state median income, $43,800, is only 2.5 times (or 250%) Federal Poverty Guidelines for a family of four.  This is only 43% higher than limits recently set by the Commission for SCE and PG&E ratepayers.


� Calculation of energy burden includes most monetary income sources, but excludes the earned income credit and various means-tested government non-cash transfers.  The inclusion of these in the definition of income serves to reduce income inequality, and increases income resources available to individuals and families. (U.S. Census Bureau, Experimental Measures of Income, Money Income in the United States, September 2000.) Calculating energy burden using income data that includes these would mitigate the disparity in energy burdens among households earning less than state median income. 


� SBX1 5 appropriated $260 million to augment California’s low income energy assistance programs.  From this, $100 million is allocated for the CARE program.  ABX1 29 provides an additional $20 million for high efficiency lighting for low-income California residents.  


� Decision 01-05-064, May 15, 2001.  CARE customers were exempted from the recent electric rate increases resulting in average discounts of at least 35%.  These discounts are not recovered by an increase in the CARE  surcharge.  They do not increase CARE subsidy costs.  Instead, the revenue shortfall that results from exempting CARE customers from these increases is allocated to nonparticipating ratepayers in all customer classes.  When evaluating the CARE program, this shortfall should appropriately be added to total CARE program costs, and benefits.  


� In 2000, total program costs were approximately $139 million for the four major utilities. The projected annual CARE program cost for 2001 was $224 million prior to the March electric rate increases.


� Parties on the service list in A.00-11-011.
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