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Low-Income Electric Customers
and the Transition to Competition

How to remake universal service through
information, communications, and product choice.

wenty-five centuries ago, 300
T steadfast Spartans, defending

their sacred Greek turf, held
up Xerxes's Persian army at the
pass at Thermopylae just long
enough for the Persians to lose the
opportunity to conquer Greece.
The world would have been quite
different if the Spartans had just
"given way."

Contempaorary state public wtil-
ity regulators number just about
that of those plucky Spartans.
They too are defending their sa-
cred ground, Like Xerxes's army
in 480 B.C., American electric utili-
Hes today are trying to squeeze
their way through a perilously
narrow passageway. They are
being pushed from behind by the
force of competition, which is as
tough a master as Xerxes ever was.

Will electric utilities, seeking the
flexibility necessary to prevail in
the competitive market, be
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delayed so long that they too lose
the war?

Protecting the Resldentlal
Customer

The sacred ground many reg-
ulators believe must be protected
is the network of rules and
regulations designed to protect
residential customers from abuse
by a monopoly utility service
provider. Often, these rules and
regulations have developed a spe-
cial emphasis on the low-income
customer, considered particularly
vulnerable and in need of protec-
tion. Virtually every current utility
regulation is held in place by three
related regulatory predispositions:

A the expectation that a utility
will do its best to extract monop-
oly profit from customers and take
advantage of them because they
have no alternatives, or only very
expensive ones

& the view that residential cus-
tomers, particularly low-income
customers, need regulatory “pro-
tection” because they are either
unwilling or unable to make the
informed decisions required to
function in a competitive environ-
ment (This notion is especially
pronounced when competition
initially appears on the horizon. In
short, there is some underlying
sense that customers may not be

: well equipped to make choices

even to the extent that they are
available.)

A the practice of embracing
inter- and intraclass subsidies in
the pricing of utility services.
{These cross-subsidies are usually
drawn from and distributed across
wide groups of customers, rather
than narrowly targeted to those
falling below a maximum income
threshold.)
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‘In aiera iarked by incréasing

try, the critical problem for electric
utilities is not that the rules inhibit
any inclination to exploit a mon-
opely pesition, but that many of
the rules and polices significantly
limit the flexibility they need o
compete with new entrants. This
flexibility is needed to maintain
relationships with increasingly
elastic customers able to extract
concessions from their suppliers.

Also significant in propelling the
market toward competition is the
legacy of distorted pricing. Regu-
lators have subtly conveyed subsi-
dies to residential customers at the
expense of business customers.
These subsidies have become such
an accepted feature of the utility
Iandscape that residential custo-
mers have had no idea they were
being subsidized. The resulting
high prices charged to some busi-
ness customers encourage entry
and subvert economically rational
pricing, which is imperative for
utilities during the industry transi-
tion to competition,

The key lesson of transitions to
competition in other industries
(telecommunications, financial
services, natural gas, airlines,
trucking) is clear: Flexibility is cru-
cial as the real action moves to
marketing, accurate pricing, and
the creation of value-added serv-
ices—all of this accompanied by a

competition iri the electric indus:

Hon' tecfma]og;les The Expmeﬁces S
of the natural gas and telecommu-

nications industries suggest that
electric utilities should focus now
on acquiring more flexibility to ad-
just their prices and customer
relationships.

Regulators themselves will not
likely initiate the rule changes re-
quired to provide utilities this flexi-
bility. In part, their reluctance
stems from concerns that residen-
tial and low-income customers will
be left out or actually hurt by com-
petition and electric restructuring,
Frequently, the regulatory re-
sponse is bo maintain “Hght” utility
regulation and deny choice to
residential and low-income custo-
mers during the transition to com-
petition. Yet, this lack of customer
choicel reinforces the regulatory
drive to protect customers from
monopoly abuses with rules that
ultimately bind utilities in a com-
petitive market.2

The solution to the low-income
customer issue resides not in an ill-
fated effort to reinforce traditional
approaches to treatment of low-
income customers, but in a utility
and regulatory commitment to cre-
atively address the low-income
customer question through partici-
pation in the changes to come.
This commitment would most
likely involve a grand tradeoff:

In exchange for broad-ranging

@ooz o004

Crealmg anew paradlgm fo.r
serving low-income residential
customers will require: 1) the cre-
ative application of technology,

2) unbundling utility services and
marketing new value-added serv-
ices meaningful to low-income
customers, and 3) targeting subsi-
dies through effective "last-resort”
mechanisms.

Integrating Information
Technology

Beyond the mere emergence of
commaodity competition in the
electric industry, there is the inex-
orable reorganization of the in-
dustry around information and
communications. The most
important development now tak-
ing place is the elision of the
information business (including
telecommunications) with the en-
ergy industry.

The trade press and even the
general media are replete with
examples of electric utiliies mov-
ing to integrate information
technologies into their everyday
business, both internally and ex-
ternally. Much of the attention fo-
cuses on 1) sending price signals
back and forth through real-time
pricing; 2) lowering transaction
costs at the residential and
smaller commercial customer

IThis paper uses the term “chodoe” to refer toa retail customer's ability to choose to participate in the competitive ebectricity market, In this environment, the
customer acts as regulator and has access to prices and services in the market. Customers, for cxampile, woold have access 1o aternative suppliers of generation
services through nondiscriminatorny acoess to utilities’ transmission and distribution network. Under this customer chaice model, ransmission and distribution

services would cantinue to be regulated.

#0ne of the first reactions of incumbent utilities in regulated monopolies o the intrusion of new competitors is to run to regoiators and policymakers fo make
the case that the cross-subsidies they have long decried are now among the geod reasons to resist competition and maintsin the monopely. That strategy always
fails and often backfires. Utilities have tended to do a good job of convincing regulatoss that the subsidy systern i artfully drawn and is a sacred trust of the pub-
iz service commission. The result is that utilities can be caught in a tap of their own making. They are treated a5 monopoalists responsible for the entirety of the
traditional system of cross-subsidies; but they draw the subsidy, as well as a great part of their profit, from a conracting share of the market,
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formahnn systems for cross-
selling opportunities; and

3) enlry into communications
business segments such as cable-
TV, local telephone, and wireless
service. The emergence of an
"electricom” industry is well
underway.

To a considerable extent, deploy-
ing these technology applications
requires the blessing of regulators.
Such permission could be ob-
structed b}' tradiional worries
about low-income customers and
how value-added services for
well-off consumers could affect
other levels of service. The politi-
cal and pertinent question might
be, “Where's mine?” The turn of
the millennium should bring digi-
tal technologies that can address
these problems:

4 prepay debit cards, sold
through terminals in retail stores
and used in metering devices,
could remove the need for de-
posits and turnoffs for nonpay-
ment and could be issued by
welfare agendies to gqualified low-
income customers

4 time-of-use pricing, fied in
with prepay debit cards, could
permit low-income customers to
enjoy the benefit of offpeak prices
as well as price signals of onpeak
consumption

4 safe remote turn-off and
turn-on systems

A completely tamper-proof me-
tering devices as well as protection
apgainst theft of prepaid electric
smart cards (the smart card could
be useful only in a certain meter)

A targeting of “lastresor
sidies through technology that al-
lows for prompt enlistment, exit,
and disqualification from such
programs

A advanced communication
systems that allow low-income
customers to tie in with other in-
formation-based services such as:
+ medical/education services
¢ home security systems
4 fire protection systems
# social services
+ employment opportunities.

Lack of customer choice causes
to profect customers

with rules that ultimately bind
utilities in a competitive market.

Utiliies will need to deploy
these and other technologies on
an experimental basis to advance
the technelogy, demonstrate cus-
tomer acceptance, and achieve
regulatory comfort.

Offering Cholces
Historically, many regulators
and incumbent utilities hawve felt
that customers don't really want
or need choice—they don't want
the inconvenience of having to
choose and don't need the types
of new services spurred by com-
petition. What consumers really
want, the theory goes, is "plain
old utility service.” When compe-
tition first began to emerge in the
telephone and natural gas indus-
tries, this argument was used by
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m:br tfte mdusti‘-fesrﬁve?é smart.
enough to naJ;[dleh{he messmegs of
_ competition. History has shcmm
us the opposite3 In regu_!atur}r
halls across the country, it is still
the advocates of choice who must
prove that electricity customers
are not only ready, willing, and
able to participate in a competitive
market, but want to exercise
choice.

Pragmatically, utilities that want
to offer cholces to their higher-
income customers may need to ex-
tend some appropriate choices to
the poorer customers. Low- and
high-income people are generally
distinguished by their effective
range of choices. The low-income
customer issue will be minimized
if new services are offered to both

groups as ways to save money
and provide people with choices.

funding Low-Income Services

Although energy prices across
the board have risen more slowly
than the rate of overall inflation,
those with low incomes still have
difficulty paying for utility service.
Given the general inertia of public
policy, utilities risk being left with
many of the social costs that have
grown up over the years, but a de-

‘clining market share. Programs

that offer choices through technol-
ogy to lower-income customers
should include changes in the
funding and design of residual
market or “last resort” low-income
programs. Three prindples should
guide these efforts.

Hin 1983, one year before fhat divestiture of the Bell System, cellular telephones and fax machines were not in widespread use. Since that time, there has been an
explosive and unsxpected growth in demand for these new technologies 2nd services, The number of cellular telephone subscribess, for eample, has grown from
000 ir 1984 to almost 25 million in 1994, Similacly, the number of fax machines has Increased 10-fold in a period of 10 vears. Telecommunications Brms have
now moved bo offer services that are variations on the fax and the answering machine, such 25 voice mail, caller ID. call waiting, and call forwarding.
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