   MISSOURI GAS ENERGY
CASE NO. GR-2004-0209

DATA REQUEST NO.  1004

TO MISSOURI OFFICE OF THE PUBLIC COUNSEL

DATE REQUESTED:  
April 22, 2004
REQUESTED BY: 
Michael Noack

REQUESTED FROM:
Barbara A. Meisenheimer
INFORMATION REQUESTED:

Please describe with specificity all elements of the “Pay As You Save” program generally described on pages 10 through 12 of witness Meisenheimer’s direct testimony.  This description should include, but not be limited to, program development, program marketing, program administration, prioritization of customer requests made under the program, consequences of customer default under the program and the like.

INFORMATION PROVIDED:    

Overview:

On pages 10 through 12 of my direct testimony filed April 15, 2004, I outlined a proposal for the Commission to begin the process of investigating and implementing more self-sufficient programs targeted at moderate and middle income households.  I recommended that a collaborative or workshop would be necessary and that that forum should be sufficiently open for the Commission to accept recommendations from interested entities.  I believe the workshop environment would be the most conducive method for developing details of a Missouri Pay-As-You-Save™ or PAYS®, low-interest loan program or other low-cost programs.  Public Counsel welcomes input for the best design for such programs and would give fair consideration to recommendations that arise from a collaborative process.  However, in response to the Company’s data request, I will provide a fuller description of a set of program parameters that I would support as reasonable in implementing a PAYS® program. I will also compare these parameters to the New Hampshire PAYS® program.     

Program Development:

The PAYS® program concept was originally presented to NARUC in December, 1999 by Harlan Lachman and Paul A. Cillo as a way to break through the barriers to widespread resource efficiency by making installation of such measures attractive to consumers, vendors, and investors.   The basic parameters for program development are outlined in the report to NARUC in sections titled PAYS Product Infrastructure and How PAYS Products Work.  I have included a copy of the report as Attachment 1.

PAYS® provides a market-based system that enables building owners or tenants to purchase and install money-saving resource efficiency products with no up-front payment and no debt obligation. Those who benefit from the savings pay for the products through a tariffed charge on their utility bill until the costs are fully recovered or for as long as they occupy the location where the products were installed. The monthly charge is set lower than the product’s estimated savings.  Like a loan, PAYS® allows for payment over time, but unlike a loan the PAYS® obligation ends when occupancy ends or the product fails. 

The PAYS® infrastructure includes:

1)
A tariff that assigns repayment of long-term obligations for non-portable measures’ costs to the service location where the measure was installed.  Individual customers are responsible for repayment of non-durable and portable measures.  In both cases, the tariff rate is set in a manner anticipated to recover the cost over a reasonable period relative to the estimated life of the efficiency measure

2)
Billing and payment through a charge on the distribution utility bill with the consequence of disconnection for non-payment; and

3)
Independent certification that products and installation are appropriate and that estimated savings will exceed payments providing customers with the opportunity to receive immediate net savings.

Funding:

Consistent with the basic parameters of PAYS®, three specific funding issues must be addressed in order to implement a Missouri program;

1) From whom and how will the start-up costs that initially fund the development of project be recovered?

I believe that recovering this charge as a component of usage based rates is preferable.  For simplicity and to avoid resistance by other customer classes that might delay moving forward with a pilot program, I have recommend that the pilot program be funded by and provided to residential customers.   I would support recommendations that the program be made available to other classes to the extent that they contribute to the funding.  For example, the NH PAYS® program has been successful for government entities.


2) How will ongoing funding needs be met?

A primary decision that must be addressed is the method for establishing an ongoing source of funding to cover the cost of efficiency measures and any associated installation cost.  The PAYS® program offers flexibility in the choice of potential funding sources. To date, the New Hampshire PAYS® program has relied on the utility providers for ongoing source of funding and has compensated the utility for providing financing.  I do not believe that utility provided financing is an optimal choice for a Missouri program because it does not best align the interest of participants with the interest of the entity providing financing.  Basically, my concern is that the utility will generate revenue whether or not the program succeeds and therefore has less incentive to proactively work toward achieving maximum success of the program.    I recommend that either ratepayers provide ongoing funding for the pilot or that ratepayer money act as a guarantee to secure low-cost vendor financing or other independent private capital for the program.  It seems logical that vendors or other independent private capital suppliers would stand to gain more from a program that offered greater choice and more wide-spread availability, thereby aligning their interest with consumers.
3) From whom and how will the cost of efficiency measures be recovered.

Once an ongoing funding source is established, customers benefiting from a particular energy efficiency measure should repay monies borrowed from the source to pay the up-front costs of implementing the efficiency measures installed at a particular location.   Consistent with the PAYS® program presented in the December, 1999, Report to NARUC, I would support an energy service charge applicable to the natural gas bill issued for the service location for durable, non-portable efficiency measures.  The monthly energy service charge would be set at a level not to exceed the savings generated from the efficiency measures with the payment term not exceed three-quarters of the estimated life of the measure.   Until fully repaid, the repayment obligation and associated charge would transfer to future occupants.  Disclosure to future occupants should be required.  To the extent that there are qualifying non-durable or portable efficiency measures available from the program, the program participant should be required to repay the obligation in short-term installments that do not transfer to future occupants.   

 Program Marketing:

As with other aspects of the program, I would recommend relying to the greatest extent possible on a market based approach with limited involvement by the utility.  Vendors would seem to have the greatest interest in qualifying various efficiency measures and should be encouraged to market availability of products and services directly to potential participants.  I do believe that vendors should be subject to minimum disclosure requirements approved by the Commission.   If the Commission seeks to maximize the availability and effectiveness of the program, I would also support development of a generic catalog and informational materials.  These materials could be available for distribution through vendors, the Commission’s website and partnerships with MDNR and local community action agencies.      


Program Administration:

I believe that administration of the pilot program would best be achieved by an entity other than the utility.  If a small scale pilot program is approved by the Commission and fully funded by ratepayers then to minimize program costs I would support identifying a local agency in Kansas City that is willing to administer the pilot program.  In the event that the Commission approves a more expansive pilot program, a competitive bid process should be considered. 

Prioritization Of Customer Requests:

Since this program is targeted at meeting the needs of moderate to middle income consumers, as opposed to low-income consumers, I would recommend that applications be prioritized on a first come first serve basis with the exception that any low-income applicants be encouraged to apply for lower-cost programs for which they qualify.  For example, low-income customers may qualify for $0 cost low-income weatherization.  The program should be treated as a compliment to low-income programs, not as a substitute for them.  

Consequences Of Customer Default:

The consequence of default for a participant would be disconnection for non-payment that it would be handled as it is for other utility tariffs.  The consequence of default for those funding the program would be bad debt.  However, bad debt is expected to be lower than for other existing utility tariffs since PAYS® is designed to reduce a customer’s overall bill. 

ATTACHMENT:  

Attachment 1.

INFORMATION PROVIDED BY:

____________________________

SIGNATURE OF RESPONDENT



   MISSOURI GAS ENERGY
CASE NO. GR-2004-0209

DATA REQUEST NO.  1005

TO MISSOURI OFFICE OF THE PUBLIC COUNSEL

DATE OF REQUEST:  
April 22, 2004
REQUESTED BY: 
Michael Noack

REQUESTED FROM:
Barbara A. Meisenheimer
INFORMATION REQUESTED:

Does witness Meisenheimer believe the “Pay As You Save” program generally described on pages 10 through 12 of her direct testimony should be offered as a tariffed service?  If so, please provide the tariff language witness Meisenheimer would propose.
INFORMATION PROVIDED:    
Yes, as noted in response to Data Request No: 1004, a tariff is fundamental to the operation of the program. Once the program details have been resolved by the collaborative working group, the tariff would be written to reflect and implement those policies.  A similar process was used in the development of the New Hampshire PAYS® tariff approved by the New Hampshire Public Utilities Commission.   
ATTACHMENT:  

INFORMATION PROVIDED BY:

____________________________

SIGNATURE OF RESPONDENT



MISSOURI GAS ENERGY
CASE NO. GR-2004-0209

DATA REQUEST NO.  1006

TO MISSOURI OFFICE OF THE PUBLIC COUNSEL

DATE OF REQUEST:  
April 22, 2004
REQUESTED BY: 
Michael Noack

REQUESTED FROM:
Barbara A. Meisenheimer
INFORMATION REQUESTED:

Has witness Meisenheimer, or any other individual or individuals with the Office of the Public Counsel, undertaken any analysis to ascertain the level of costs or resources required for MGE to administer the “Pay As You Save” program generally described on pages 10 through 12 of her direct testimony?  If so, please provide the results of that analysis and any information and material upon which the analysis is based. 

INFORMATION PROVIDED:   

The Office of the Public Counsel has not proposed that the Company administer the PAYS® program and, therefore, has not undertaken a detailed analysis to ascertain the level of costs or resources required for MGE to administer the “Pay As You Save” program.  However, I do anticipate that certain costs will be incurred associated with administering the program.  I have recommended that the Commission allow MGE to collect about $253,000 over a two year period to develop and initiate a PAYS® program. 

My understanding is that the PAYS® system involves two categories of costs: infrastructure costs and operating costs. Infrastructure costs are one-time costs such as the cost for a consultant to assist the working group and “as needed” billing system changes.  Operating costs include administration and other ongoing program costs.   Since the PAYS® system is market based, other operating costs will be minimal since costs are for the most part covered by those who directly benefit from each market transaction – the customer (who saves money through resource efficiency) and the vendor (who profits from the sale). At this time, I estimate that any operating costs not borne by customers and vendors will be covered by the $253,000 less infrastructure costs.


I estimate that a consultant may cost $50,000-$100,000 depending on the extent of the duties performed.  While this cost could be borne by the program, I believe that instead it would be reasonable for the Commission to pay to hire a consultant to act on its behalf in developing a program consistent with the PAYS® parameters presented in my testimony and input from other interested parties.  I view the work of the consultant as including many activities that will raise general awareness of the PAYS® system and be potentially applicable on a broader scale than for only MGE.

With regard to the cost for utility billing changes, the cost will depend on the most efficient method of billing based on the size and scope of the program approved by the Commission.  Billing changes could involve a manual process or an automated change to the billing system.  A manual process might be most appropriate if the Commission approves a very limited short-term experiment.  I would estimate the cost of manual billing adjustments at $10,000 to $30,000 depending on the level of detail that will appear on the bill.  For a more meaningfully sized, longer-term program, the most reasonable method of billing would be to modify the electronic billing system.  I would recommend that for automated billing, in addition to line items in the billing summary, bills would also include a detail page providing information on the status of individual efficiency measures.  I believe that $100,000 is likely an overestimate of the cost to implement a change to the automated billing systems.  Nevertheless if the Commission’s vision is toward a long-term program, I would accept a Commission decision to allow up to this level of recovery if the costs are amortized.  In testimony before the Connecticut Department of Public Utility Control, Connecticut Light and Power (testimony from Kathleen Culligan, CL&P Late File Exhibit HD-04, Q-LF-024. Docket No. 03-01-01, March 2003) the Company claimed billing system changes required to accommodate a PAYS® system might cost $104,600. In the New Hampshire Public Utilities Commission Order 23,851, that Commission approved up to $100,000 for billing system changes for one of the two utilities implementing PAYS®.  If the Commission approves cost for automated billing changes those cost should be amortized. 

I believe that an administrator may cost $37,500 to about $100,000 depending on the extent of the duties performed and the size of the program. I estimate that this produces administrative cost of just under 15% for a smaller, more manual program.  In this case, I recommended that partnering with a local agency that is willing to administer the program may reduce cost.  The upper bound for administrative cost is based on an assumption of about $1.5 M in leveraged funding for the program and produces administrative cost of approximately 6.67% for a larger more automated program.  



ATTACHMENT:  


INFORMATION PROVIDED BY:

____________________________

SIGNATURE OF RESPONDENT



   MISSOURI GAS ENERGY
CASE NO. GR-2004-0209

DATA REQUEST NO.  1007

TO MISSOURI OFFICE OF THE PUBLIC COUNSEL

DATE OF REQUEST:  
April 22, 2004
REQUESTED BY: 
Michael Noack

REQUESTED FROM:
Barbara A. Meisenheimer
INFORMATION REQUESTED:

Is witness Meisenheimer aware of any regulatory authority, in Missouri or any other jurisdiction, that has adopted a policy consistent with her recommendation regarding adoption of the “Pay As You Save” program generally described on pages 10 through 12 of her direct testimony?  If so, please describe the extent of Ms. Meisenheimer’s awareness in this regard.
RESPONSE:    
I am aware of no regulatory authority in Missouri that has implemented the PAYS® system. However, resulting from the AmerenUE settlement in Case No. EC-2002-1 the Missouri Residential & Commercial Energy Efficiency Collaborative, resulted in AmerenUE contracting with PAYS America to perform a scoping survey regarding PAYS® products in Missouri.

The New Hampshire PUC ordered that a PAYS® pilot program be designed and authorized its operation in Order No. 23851, November 29, 2001.  The initial pilot was completed and the NH PUC approved continuation of the pilot and opened a PAYS® docket this year to consider whether to expand PAYS® to more customers and other New Hampshire utilities.

ATTACHMENT:  

INFORMATION PROVIDED BY:

____________________________

SIGNATURE OF RESPONDENT

MISSOURI GAS ENERGY
CASE NO. GR-2004-0209

DATA REQUEST NO.  1008

TO MISSOURI OFFICE OF THE PUBLIC COUNSEL

DATE OF REQUEST:  
April 22, 2004
REQUESTED BY: 
Michael Noack

REQUESTED FROM:
Barbara A. Meisenheimer
INFORMATION REQUESTED:

Does witness Meisenheimer know whether any Missouri utility company is required by the Commission to offer a program such as “Pay As You Save” as generally described on pages 10 through 12 of her direct testimony?  If so, please describe the extent of witness Meisenheimer’s knowledge in these regards.
RESPONSE:    
I am aware of no Missouri utility that is currently required by the Commission to offer a program identical to PAYS®.  I am aware that some utility providers offer services that exhibit some similar characteristics to PAYS®. For example, Laclede provides installment billing for some third party vendor services including heating and high efficiency air conditioning equipment.  The service terms are tariffed.  The service is not limited to low-income participation.  Aquila at one time offered third party billing for appliances in Missouri and still offers such services in Iowa and Minnesota.  In addition, the Commission has ordered telecommunications providers to make Metropolitan Calling Area service available in the St. Louis, Kansas City and Springfield areas.  Metropolitan Calling Area service is a Commission mandated service designed to cover its costs. 

ATTACHMENT:  

INFORMATION PROVIDED BY:

____________________________

SIGNATURE OF RESPONDENT
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