Notes, Questions and Responses from 7/29 City Light Review Panel meeting
September 2013

Data questions:
1. Do we know installed capacity?

Yes, we know it for Large and High Demand meters. We got the information in April 2013 from research performed by City Light’s Account Executive Office (AEO).

We don’t have kVA information for Medium meters. We can impute the kVA value of installed capacity based on the peak kW recorded in billing records. This method is consistent with a procedure that we have used for many years when computing marginal costs of transformers as part of our cost of service study for rate cases. In that study, we take a measure of kW peak load for each customer and relate it to the transformer configuration that City Light engineers would assign to such a load, e.g., a peak load of 75-150 kW would be assigned three 50-kVA transformers.

Issues of equity based on amount of distribution facilities installed to serve smaller customers are less pronounced because they tend to be served from the grid as opposed to having their own transformers and feeders. The impact of any “false loading”, if it exists, is very small compared to that of larger customers because the minimum threshold to stay in the Medium classes is only 50 kW for six months of the year.

Another way to deal with Medium and smaller customers is to compute a fixed charge per meter based on a percentage of distribution costs and treat the charge like another base service charge. (This is our September proposal.)

2. What is the cost to SCL of the un-used distribution capacity—especially if it’s been around a long time?

Unknown. All of SCL’s cost of distribution capacity is paid for through rates. Therefore, all distribution capacity is paid for, “used” or not. The question is equity, i.e., which customers pay for it. Likewise, City Light rates are based on marginal costs, so being “around a long time” is irrelevant.

As calculated in the 2013-14 Cost of Service and Cost Allocation study, a 5,000 kVA non-network transformer cost about $258,000 (2011$) including ancillary equipment and materials, as well as installation. This is one of the transformer sizes assumed for the High Demand General Service class. A customer with a 5,000 kVA transformer installed who routinely only uses about half that much to meet its peak demand will end up paying about half the cost over the life of the transformer through its demand charges, while other customers in the class pick up the difference. Naturally, this customer might also be paying something in its demand charges for the “excess” capacity of other customers in the High Demand class. It would be more equitable (though never perfect); therefore, if customers each paid an amount to cover their installed infrastructure cost as well as an amount to cover the demand they actually place on the system.

3. How does SCL meter large buildings?
Our billing system tracks premises, which could be multiple contiguous buildings under the same account. (An extreme example is the Lakeside School, which is one premises with 15 meters across several buildings.) However, most premises are single buildings. Most premises (78%) have 1 meter, but some have several meters attached to a premise. Of non-residential premises, 99.9% have < 10 meters, 99.5% have <6.
Most residential buildings have meters for each dwelling unit; the exception is a few older ones that were grandfathered in from before this was required in building codes.   
Policy Questions/Observations:
4. Impact on incentives for energy efficiency?

For any given rate schedule, any increase in demand charges means a decrease in energy charges, relatively speaking. City Light cannot collect any more than the revenue requirement. However, in its proposal for a change in the structure of demand charges, City Light has retained a peak/off-peak structure for both energy (kWh) and demand (kW) charges for Large and High Demand customers. That means that the peak charges can still provide a significant energy efficiency price signal, even with a fixed infrastructure charge per installed kVA. 

For Medium customers, there is currently no peak/off-peak rate structure. However, the Panel has supported City Light’s recommendation for such a structure for Medium Network customers in the next rate case. Therefore, there will also be an opportunity to set peak kWh and kW charges to encourage energy efficiency, along with a fixed infrastructure charge—if this proposal is adopted. For non-network Medium customers, there is no proposal yet for a peak/off-peak rate structure because they will not have the required metering available until AMI is implemented and tested (after 2016). 

5. What can be done about already installed capacity if customer doesn’t want it, use it, or want to pay a charge based on it?

Nothing can be done about it, in general. In selected specific cases, City Light may make a determination that the installed capacity charge may be based on something less than the actual installation. Other utilities’ rate schedules sometimes contain language that gives the utility some leeway in determining a customer’s billed capacity. Given there are only 150 large/HD customers, this could be handled on a case by case basis. Naturally, any exception made for a customer would mean that other customers in the same rate class will bear the cost for the capacity.

6. kVA seems to remove peak shaving incentive.

This might be true if City Light billed for demand only as a fixed monthly based on installed kVA. However, that is not the proposal. The continued billing of a major portion of demand with kW charges, as well as an increase in those kW charges, continues the incentive for peak shaving.

7. What is your strongest policy argument for doing this? 

Our strongest policy argument is: equity. City Light looks for ways to achieve more equity in every rate case. Naturally, this effort needs to be balanced with its other ratemaking objectives: energy efficiency, stability and revenue sufficiency.

The other policy argument is that City Light’s load growth is becoming very minimal while fixed costs are increasing. Therefore, it makes sense to include a fixed type of infrastructure charge in customer rates, rather than retaining the rate structures of the past which are heavily weighted toward variable energy charges.

In the long run, providing the proper signal to customer will lead to right-sizing of the distribution system and a more efficient utility. 

8. In aggregate, what happens to the customer after we impose all the charges we’ve been talking about?

As always, City Light will attempt to move somewhat gradually toward new rate structures (goal of stability). Any change in rate structure increases some customers’ bills relative to the bills of other customers. Since the demand charge structure discussed in the last Review Panel meeting was only for Medium, Large and High Demand customers, the answer is limited to effects on these customers. 

Increasing fixed per-meter charges in general has little effect on the bills of average to larger customers. It would slightly reduce demand or energy charges, or both, because a small amount of the revenue requirement for each class would be collected through the base service charge.  Low consumption customers within each rate class could be affected somewhat noticeably, just like low consumption customers in the residential class, because a greater proportion of their bill would come from a fixed monthly charge. 

Increasing demand charges will have significant bill impacts. Customers with a low load factor (low average use compared to their peak use) are likely to see relatively higher bill increases because a large part of their overall bill is from demand charges. They will see these relatively higher bills irrespective of the structure of those demand charges (i.e., kW only or a combination of kW and installed kVA capacity). At the same time, customers with medium to high load factors will see smaller bill increases, and some will even experience decreases, all other things being equal; this will occur because the bills of these customers are predominately a result of energy charges, which will decrease (or increase less than otherwise) as demand charges increase. 

9. How were the capacity sizing decisions originally made? 

Capacity sizing decisions are made by City Light engineering staff based on the facilities needed to serve a particular customer, which is based on the expected customer load given its installed electricity consuming equipment. A margin of error is included, taking into account the diversity of loads (peaking at different times of day) and expected growth of the portion of the system that serves the customer.

10. What other utilities use kVA? How is it dealt with at other utilities?
kVA Charges:
While not common, about 20 utilities in the United States have been tracked down that use kVA charges for their commercial customer classes.[footnoteRef:1]  [1:  Others not in WA: Burbank Water and Power, Public Service of New Hampshire, Jackson Electric Coop. Inc (Tx), Virginia Electric and Power Company, The Connecticut Light and Power Company, Linn Country Rural Electric Coop (IA), Alexandria Light & Power (MN), Sulphur Springs Valley Electric Coop Inc. (AZ), Crawfordsville Electric Light & Power (IN), Demco (LA), City of Ames (IA), Richmond Power & Light (IN), Vectren Energy Delivery of Indiana Inc. Outside US: City of Saskatoon (Saskatchewan), Jamaica Public Service Company, Swaziland Energy Regulatory Authority, Smartest Energy (UK), and Manitoba Hydro.] 

· Three Washington utilities have kVA charges for one or two of their larger customer classes: PSE High Voltage & High Voltage Interruptible, City of Port Angeles General Service (Gen Svc Dem1) and Primary Service, Avista Extra Large General Service. 
· Almost all of these utilities with kVA charges base their demand charges on kVA of billing demand in lieu of kW charges rather than recovering additional fixed costs through kVA charges. 

Facility Capacity/Site Infrastructure Charges:
An alternative to collecting additional revenue through relatively fixed demand charges includes having Facility Capacity Charges or Infrastructure Charges. Examples include:
· PGE, large non-residential customer classes, have a distribution charge that is the sum of facility capacity (kW) and peak demand charge (kW).
· SMUD commercial rates include a system infrastructure fixed charge per month and a site infrastructure charge per 12 months max kW OR installed capacity. 
· Some classes (small and medium TOU) also have a maximum demand charge.
· Residential customers also pay a system infrastructure charge. 
· LADWP:
· Small General Service has a facility charge based on the highest demand in the past four months with a minimum of 4 kW. They also have a service charge (per month) and energy charges.
· Primary Service has a facility charge based on the highest demand recorded in the previous 12 months with a minimum of 30 kW. They also have a monthly service charge (fixed), demand charge (max demand) and energy charges.
· Residential customers do not pay a facility charge.

Mixed kVA and kW charges:
A possible suggestion at the last review panel meeting was mixing kVA and kW charges within a customer class. Two utilities found with this structure include:
· The Connecticut Light and Power Company (1.2 million customers), Large Time-of-Day: The customer charge is based on the highest kW demand ($950 with demand less than 2,000 kW, $2,000 with demand between 2,000 and 5,000, $4,000 for demand over 5,000 kW) plus a distribution demand charge per kVA. Other charges are based on kVA and kWh.
· Jackson Electric Coop, INC (TX), Large Power: The customer charge is $1.00 per kVA for the first 200, and $0.10 for all kVA in excess of 500 kVA. Demand charges are $4.00 per kW of max demand.

Policy Options:
1. Impose kVA-based charges only on new buildings

We advise against this. This would be too difficult administratively; requiring different rate classes for customers now served under one rate schedule. It would not help achieve more equity among existing customers, nor would it provide any significant improvement in City Light’s effort to collect more fixed costs through fixed charges.

2. Impose an infrastructure charge in lieu of a kVA based charge. It may be simpler for customers.

A per-meter infrastructure charge would be simpler for customers, and has been incorporated in our proposal for the September meeting. As with any change, customer outreach and explanations should be provided to make clear what the purpose of the charge is. We should be transparent about saying that it is a new permanent rate structure rather than a temporary surcharge.

3. Only apply the hybrid charge to largest customers.

Included in our September proposal. We have the best data for Large and High Demand customers and the most significant issues in the areas of right-sizing, false loading and perception about conservation moving a customer to a class with a higher average rate (even though the bill would decrease).

4. Match whatever Tacoma is doing with their larger customers.

This is City Light’s intent, i.e., divide up customer classes based on installed kVA instead of achieved kW demand. This would provide more stability for customer classes and should eliminate the perceived need for false loading or resistance to conservation measures based on average class rates.
Messaging Challenges:
1. People would be concerned that a 50% marginal cost charge would eventually rise to 100%.
2. The examples shown on slide 17 should be re-captioned somehow because the question will come up: “is this what will happen to all hospitals, or only to this sample customer that is a hospital?” 
3. The hybrid charge is very complicated.
4. It is not too early to engage the MIC now, since they are already alerted to these discussions and have been told these things have been decided by the utility.
Comments from the Group Regarding Fixed cost recovery:
Consensus: OK to increase demand charges somehow for the commercial & industrial customers to address the fact that the utility has a lot of fixed costs and very little of the revenue recovery is accomplished through fixed charges.
Other comments/questions:
· Can we see another option for addressing fix cost recovery besides the hybrid?
· Support need to provide SCL greater certainty to meet its revenue requirement.
· Concerned about preserving price signal to reduce energy usage.
· Could increase demand charges more.
· 25% looks plausible as a MC target for distribution, but 50% is too high. Would prefer to promote decreased power usage as a priority.
· Other options to recovering fixed cost should be examined.
· Increased demand charges are ok but what about energy cost decrease—concern about lost price signal.
· Demand charges are a strong price signal to commercial and industrial customers to conserve power, so it’s ok to increase demand charges.
· OK to move toward a demand charge at 50% MC of distribution, but concerned about incorporating the concept of installed capacity here.

Comments from the Panel regarding the “hybrid proposal” and using kVA in demand charge formula:
Consensus: Panel opposed to using kVA alone in sizing a demand charge. Willing to continue to examine the hybrid proposal.
Other comments/questions:
· Opposed to using kVA. The capacity has already been built.
· kVA removes incentive to change behavior, so it’s not a good factor to use.
· Hybrid proposal is hard to explain.
· kVA seems awkward even for new construction
· Is the hybrid approach really the best way to solve the fixed cost problem? 
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