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Sec t ion  1 

INTRODUCTION' 
. . 

Under Sect ion  114:  (b) ; .  of ., t h e  P u b l i c ,  U t i l i t y  Zegula- 
t o r y  P o l i c i e s  A c t  of  1978 (PURPA) , s t a t e  r e g u l a t o r y  au thor i -  

ties must determine, a f t e r .  an ev iden t i a ry  hear ing ,  whether a 

lifeline r a t e  should be implemented by each electric u t i l i t y  
. under i t s  j u r i s d i c t i o n  which d o e s  no t  have such a r a t e  . ' . 

. 

. s c h e d u l e  i n  e f f e c t  by November .9, 1980. ' I  Simil .ar ly,  each ' 

nonregulated u t i l i t y  covered under  PURPA must determine; ., 

whether t o  implement a l i f e l i n e  rat;;. 

The purpose of  the p re sen t  s tudy  i s  t ,o  a i d  t h e  U.S. 
Department of Energy i n  developing materials t o .  assist s t a t e  

regu la to ry  a u t h o r i t i e s  and nonregula ted  . . u t i l i t i e s  . i n  . de te r -  

mining 'whether o r  not  t o  implement l i f e l i n e  r a t e s .  I n  ac-. . 

cordance wi th  t h i s  ob j ec t i ve ,  c a se  s t u d i e s  of t e n  implemented 

and t e n  r e j e c t e d  l i f e l i n e  r a t e  programs w e r e  conducted. ' The 
i n i t i a t i o n  and implementation of thes.e programs a r e  descr ibed.  
i n  d e t a i l  and t h e i r  a c t u a l  o r  a n t i c i p a t e d  impact on conser- 

va t i on ,  e f f i c i e n c y  and equ i ty  are assessed.  ' . , 

1 Scope and Method , o f  Analysis  

The c a s e . s t u d i e s  w e r e  conducted t o  address  the 



following. topics and to provide appropriate description and 

evaluation: .' 

o Reasons for the adoption or rejection of various 
lifeline initiatives 

o Assessinent of the '&&el of consumer need 'for energy 
assistance 

o The nature of eligibility criteria and the reasons 
they were chosen p 

o ~ethods of revenue recovery and reasons they were 
chosen . . 

o Quality of program administration and the work- 
ability of targeting' 

o ~ssesshent of lifeline's impact on utility com- 
panies, consumers,. and the affected regions . . 

o Assessment of lifeline's implications for conserva- 
tion, efficiency, and equity. 

The subsequent descriptive and evaluative effort was 

subject to the inherent advantages and limitations of the 

case study approach. In this sense, the study provides de- 

tailed and rich descriptive material on the unique features 

of individual lifeline initiatives. At the same time, gen- 

eral trends and conclusions, derived f r m  the twenty separate 

case studies, are necessarily suggestive in nature, and do 

not have the scientific quality of systematic and rigorous 

statistical analyses. 

1.2 Selection of Programs 

Ten implemented and ten rejected lifeline programs 

were selected so that in each of these group's. at least one 

prog'ram would have the. following eligibility requirements: 

- o all residential users 
. . . .  . 

o elderly low-inc ane residential users 

o elderly residential users. 



Addi t iona l  c o n s i d e r a t i o n s  f o r  program' s e l e c t i o n  included t h e  

adequacy of a v a i l a b l e  informat ion ,  program d u r a t i o n  and a  

proper  ba lance  ammg t h e  v a r i o u s  types  of l i f e l i n e  i n i t i a -  , 

t i v e s  . An e x t e n s i v e  survey of imp lerhented '.and non-imp.le- 

mented l i f e l i n e  programs l e d  t o  t h e  s e l e c t i o n  of twenty c a s e  

s t u d i e s  according t o  t h e s e  c r i t e r i a . .  Th i s  'survey d i d  n o t  

l ead  t o  t h e  i d e n t i f i c a t i o n  of l i f e l i n e  programs t a r g e t e d  t o  

a l l  low-income persons,  i r r e s p e c t i v e  of age,  and t h e  s tudy 

w a s  t h u s  l i m i t e d  t o  programs wi th  one of t h e  above t h r e e  : 

e l i g i b i l i t y c r i t e r i a .  The e s s e n t i a l  f e a t u r e s  of t h e  pro- 

grams, selected f o r  s tudy,  are summarized i n  Table 1-1. 
. . 

1.3 S t r u c t u r e  of t h e  Report  

The f i n d i n g s  of t h i s  s tudy  are r e p o r t e d  i n  t h r e e  

volumes. The f i r s t  volume provides  g e n e r a l  overview and 

c r o s s  program comparisons of t h e  

o s o c i a l  and economic c o n t e x t  of l i f e l i n e  
. . 

o governmental process ,  and 

o .  imp,act assessment.  

Volume 2' de ' scr ibes  i.n d e t a i l ' t h e  case s t u d i e s  of t h e  i n i t i a -  

t i o n ,  implementation and assessment of t e n  implemented pro- 

grams. Volume 3 provides  a s i m i l a r  d e s c r i p t i o n  of t h e  t e n  

non-'implemented . . l i f e l i n e  proposa ls .  

1 . 4  Summary of M a  j or  ~ i n d i n ~ s  , 

I n  t h e  i n i t i a t i o n  and t h e  adopt ion  o r  r e j e c t i o n  of 

l i f e l i n e  proposa ls ,  t h e  fo l lowing  . t r e n d s  a,re apparent .  

1. ~ i f e l i n e  p roposa l s ,  formal ly  genera ted  w i t h i n  t h e  
r e g u l a t o r y  process  ( t h e  P u b l i c .  U t i l i t y  Commission 
o r  u t i l i t y  company), w e r e  more l i k e l y ,  t o  be adopted 
than  1egislative.initiatives. 

. . 

2:. The implemented l i f e l i n e  programs .evolved as p o l i c y  
i s s u e s  c1ose ly  a f t e r :  t h e  1973 o i l  embargo. I n  c o n t r a s t ,  



t h e  rejected programs, i n i t i a t e d  approximately four  
years  l a t e r ,  were considered i n  a more complex pol- 
i cy  environment. By t h i s  t i m e ,  var ious  a l t e r n a t e  
methods f o r  a s s i s t i n g  low-income people had been 
developed and l i f e l i n e  appears t o  have l o s t  some of 
i t s  e a r l y  appeal.  

3 .  Proposals t h a t  w e r e  e i t h e r  labeled '  conservat.ion r a t e  
breaks o r  followed i n t e n s i v e  ana lys i s  and study wer'e 
more, l i k e l y  t o  b e .  adopted than those  t h a t  emanated .' 

pr imar i ly  from low~income consumer pressure  a1,one. . '  . 

With regard t o  l i f e l i n e ' s  impact on t h e  c r i t e r i a  oZ.conser- 

vation, e f  f ic ionuy , and cqui tp ,  the indica tio1-1~ a r e  t h a t  
. . 

l i f e l i n e  r a t e s  

o have no t  impacted negat ively  on conservati.on, even 
though t h e r e  was,no evidence of any s ign i f i can t '  .: 

' .  p o s i t i v e  impact ,  

o d i d  no t  s u b s t a n t i a l l y  alter,  u t i l i t y  peaking charac- 
.: teristics o r  increase  admin is t ra t ive  cos t s?  and. thus 

had minima'l impl ica t ions  f o r  opera t ing e f f i c i e n c y  , 

o were cons i s t en t  wi th  :a reasonable compromise' among 
the conf 1 ic t . ing equity.  cr i ter ia  .of "good f a i t h ,  " 
"not iona l  equality."' and' " a b i l i f y  t o  pay." . . 

. . 

By way of general  conclusion,  t h e  p resen t  s tudy  i n d i c a t e s  

t h a t  while l i f e l i n e  programs have no t  impacted negat ively  

on conservation,  e f f i c i ency ,  o r  equ i ty ,  n e i t h e r  have they 
.promoted any one of these  , c r i t e r i a  e f f e c t i v e l y .  .Conse- 

quent ly ,  it is recommended t h a t  t he  Sect ion 1 1 4  hear ings  . ' 

eva lua te  var ious  promising nonrate p o l j c i e s  along wi th  l i f e -  

l i n e  proposals  and thus  i d e n t i f y  t he  most e f f e c t i v e  de l ive ry  

'.mechanism f o r  energy a s s i s t ance .  t o  low-income households. I 



TABLE 1-1 

PROGRAM DESCRIPTIONS 

- -- 

L i f e l i n e  
Block 

Date E l i g i -  S i z e  Source o f  
. Program (Implemented) ~ d o p t e d - .  b i l i t y  i n  kwh Revenue Recovery 

-- - 

Boston Edison R a t e  F reeze  

C a l i f o r n i a  L i f e l i n e  

F l o r i d a  Power  6 L i g h t  Conserva- 
VI t i o n  Rate 19.7 7 A 

I o w a - I l l i n o i s  G a s  & Electric 
Small-Use R a t e  1978 A 

Maine Demonstrat ion Program 1975 . ELI - 
Massachuse t t s  Electric A-65 R a t e  1978 E L I  

Michigan 0 ~ t i o r i a 1 : ~ e n i o r  C i t i z e n  
R a t e  1978 E 

\ 

'Na r r aganse t t  Electric A-65 SSI 
Rate 1978 ELI  

Northern S t a t e s  Power Conserva- 
t i o n  R a t e  Break . 1978 A 

Potomac Electric Power Rate F reeze  1973 A 

A l l  customer classes 

A l l  customer classes 

R e s i d e n t i a l  usage i n  
e x c e s s  o f  750 kwh 

Regular r e s i d e n t i a l  
consuner s 

A l l  customer classes 

A l l  customer classes 

Regular r e s i d e n t i a l  " 

consumers 

Regular r e s i d e n t i a l  
consumers 

Regular r e s i d e n t i a l  
consumers 

A l l  customer classes 



! 

? L i f e l i n e  
Block 

Date E l i g i -  S i z e  Source o f  
I Program (Re jec t ed )  . Proposed b i l i t y  i n  !wh Revenue Recovery 
I .  

, 800' Delaware Sena te   ill 202 1977 A NS 

I l l i n o i s  House B . i l l  83 1977 A 50 0 A l l  customer classes 

Maine L e g i s l a t i v e  Document 1043 19 79 

Minnesota . ~ o u ' s e  . F i l e  1243 1977. ' A 

500 . Genera l  fund approg-. 
r i a t i o n '  

A-ll- customer classes 
m 

New York Assembly. B i l l  12214 . . , 1978  A .  . 400 , General  fund '  approp- 
,- r i a t i o n .  . - ' . . . 

New York Sena te  sill 7013-b 19;s E 200 Gross r e c e i p t s  t a x  
c r e d i t  f o r  u t i l i t y  
company 

Rhode I s l a n d '  House B i l l  5770-A 19 79 E / L I ~  NS NS 

South Dakota Sena te  J o i n t  
Reso lu t ion  9 19 78 A 500 NS 

. . 

West V i r g i n i a  ~ o u s e   ill 943 1978 A ' 500 ~ l l  customer classes 

Wisconsin Assembly . B i l l  1250 1977 .A N S  ~11.  customer classes 



Table 1-1. (Cont 'd. ) 

*All residential 

E~lderly 

'~asic allowance 

.*winter rates 

EL1~lderly Low-Income 3~ummer rates 

N S ~ o t  specified 4 ~ n d  others 

Note: "All customer classes" includes residential, commercial and industrial 
classes of consumers. "Regular residential consumers" means residential 
customers who do not qualify for benefits under targeted lifeline rate 
schedules. 
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Sec t ion .  2 . . ' . . . 

THE CONCEPTUAL BACKGROUND 

The Publ ic  U t i l i t y  Regulatory P o l i c i e s  A c t  (PURPA) 

mandates the:  cons idera t ion  of l i f e l i n e  e l ec t r i c  rates by 

s t a t e  r egu l a to ry  a u t h o r i t i e s  and c e r t a i n  non-regulated u t i l -  
i t ies .  The.Act: does not, however, d e l i m i t  t h e  meaning of . . .  

" l i f e l i n e '  r a t e s "  i n  any u s e f u l ,  ope ra t i ona l  manner beyond . 
' 

r e f e r e n c e  t o  s p e c i a l  " r a t e s  f o r  e s s e n t i a ' l  needs. " Conse- 

quen t ly ,  d e f i n i t i o n a l  i s s u e s  remain and need t o  be tack led  
before  t h e  r e s u l t s  of t h e  twenty ca se  s t u d i e s  'can be mean- 

. . ,  I 

i n g f u l l y  summarized. : . . . . 
. . 

1 . . . . .  
. . 

2 . 1  Object ives \ .  Associated wi th  L i f e l i n e  ,Rates.  
, L i f e l i n e  i s  gene ra l l y  presented a s  a ' p r i c e  mechanism 

f o r  promoting a p o t e n t i a l l y  compatible s e t  ' o f ' s o c i a l ~ ' g o a l s ,  

o a l l e v i a t i n g  t h e  s p e c i a l  hardships  of low-incane 
households due to e s c a l a t i n g  energy p r i c e s ,  and.,  

o promoting energy conservat ion.  . , 

. . 

The f i r s t  of t he se  ob j ec t i ve s  i s  most r e a d i l y  asso- 

c i a t e d  wi th  l i f e l i n e  . r a t e s . :  To address  t h i s  o b j e c t i v e ,  t h e  

u t i l i t y  b i l l s  of low-income households a r e  reduced t o  a .  



level where "essential energy needs" can be met within the 

household's limited budget. 

In contrast, focusing .on the' second objective of 

energy conservation requires a price signal that ostensibly 

modifies energy use patterns, i.e.,provides lower rates in' 

the first rate block and higher rates .in the tail blocks. 

If one makes the.assumption that low-income households gen-. 

erally use smaller amounts of electricity and limit theif 

monthly conswnpt90n so as not to exceed the first block, 

conservation rate breaks or inverted rates are compatible. 

with allevidtiny the special problems of Pow-income individ- 

uals. However, 'since the basis for this assumption is some- 

what tenuous, the conservation and low-income assistance 

objectives are not necessari.1~ compatible. 

2.2 Lifeline Forms . . 

. Selecting the mechanism for delivering lif dine 

benefits is generally condit.ioned by the primary objectives 

of energy conservation or low-inccme assistance and' takes 
' 

several forms: 

o flat, rates, as' opposed to 'declining blocks 1 

2 . . 
o rate 'freezes in the lowest block 

, .  
3 o . . inverted rate. structures 

'~lat rates provide a uniform price per unit of 
consumption ($/kwh), independent of the quantity of.consump- 
tion. Declining block rates provide increasingly lower 
price per unit of -'consumption ($/kwh) as the quantity of 
consumption increases. 

t ate freezes refer to regulatory decisions, pur- 
suant to rate hearings, to maintain the price p.er unit of 
consumption at existing . .  . levels in specified blocks. 

3~nverted rates provide for increasingly higher 
price per unit of consumption ($/kwh), as the quantity of 
consumption increases. 



o s e r v i c e  charge reduc t ion  o r  e l i m i n a t i o n s .  

~ Beyond t h e s e  s p e c i f i c  modi f i ca t ions  of t h e  e x i s t i n g  ~ r a t e  s t r u c t u r e ,  t h e  i s s u e  of t a r g e t i n g ' i s  paramount. '  I n  

t h i s  sense  l i f e l i n e  r a t e s  a r e  e i t h e r  

o  un ive r sa l - -de l ive r ing  " e s s e n t i a l "  u t i l i t y  s e r v i c e s  
a t  lower r a t e s  f o r  a l l  r e s i d e n t i a l  customers,  o r  

o  t a rge ted- -de l ive r ing  " e s s e n t i a l "  u t i l i t y  s e r v i c e s  a t  
lower r a t e s  t o  a s e l e c t e d  ca tegory  of e l i g i b l e  
households. 

Targeted r a t e s  apply t o  customer groups t h a t  a r e  least a b l e  

t o  keep up wi th  e s c a l a t i n g  u t i l i t y  p r i c e s  and c l e a r l y  focus  

on t h e  f i r s t  o b j e c t i v e  of a s s i s t i n g  households w i t h  s p e c i a l  

needs. Genera l ly ,  t h e  t a r g e t  popu la t ions  i n c l u d e  low-income, 

e l d e r l y  i n d i v i d u a l s  on f i x e d  incomes. The Massachuset ts  

i E l e c t r i c  and Nar raganse t t  E l e c t r i c  A-65 ; a t e s t  t h e  Maine 

Demonstration Program, and t h e  Michigan o p t i o n a l  Sen io r  

C i t i z e n  Rate a r e  examples of t a r g e t e d  r a t e s .  

Arguments f o r  t a r g e t i n g  l i f e l i n e  b e n e f i t s  a r e  typ- 

i c a l l y  based on c o n t e n t i o n s  t h a t  

o  >imited revenue s h o r t f a l l s  make recovery  from o t h e r  
customer c l a s s e s  l e s s  onerous and 

o  e x p l i c i t  t a r g e t i n g  through e l i g i b i l i t y  requirements  
and through a  c e r t i f i c a t i o n  process  w i l l  ensure  t h a t  
t h e  l i f e l i n e  subsidy i s  ex tended-on ly  t o  households 
s u b j e c t  t o  t h e  g r e a t e s t  ha rdsh ips .  : 

. . 

I n  c o n t r a s t ,  u n i v e r s a l  l i f e l i n e  r a t e s  t end  t o  be 

adopted when energy conse rva t ion  i s  the ,paramount  o b j e c t i v e  

o r  when t h e  a n t i c i p a t e d  a d m i n i s t r a t i v e  d i f f i c u l t i e s  o f .  tir- . . 
g e t i n g  appear  t o  be p r o h i b i t i v e l y  s e v e r e .  1n  t h i s  way, t h e  

problems of a r b i t r a r y  e l i g i b i l i t y  c r i t e r i a ,  c o s t l y  marketing 

and outreach e f f o r t s ,  c e r t i f i c a t i o n  and c o n t i n u a l  



recertification can be eliminated. Moreover, if one is 

willing to make the assumption that low-income households 

use smaller amounts of electricity, universal bifeline rates 

can also be envisioned as serving both energy conservation 

and assistance objectives, concurrently. 

2.3 Associated Issues 

Apart from the workability of targeting and the 

specific rate mechanisms of implementation, the lifeline . 

rate concept is associated with several additional areas of 

uncertainty: 

o definition of the meaning 'of ".essential"- utility 
service 

o appropriate methods of revenue recovery 

o compatibility with marginal'cost pricing.. 

o impact on t'he participating utility companies 
operating efficiency 

o impact on energy consumption 

o coanpatib.ility with notions of equity or fairness, 
and- 

o conformance-with state laws. 

Some of these issues are empirical in nature. and can 
.be addressed through observation and descriptive analysis. 

Others, like the concerns about equity and !appropriatew 

revenue recovery methods are fundamentally normative in 

character and will.continue to generate controversy as long 

as different individuals hold to different criteria of 

equity in the regulatory process. 

The present collection of twenty case studies was 

undertaken to address the above issues through detailed 

description of the conception, implementation, and impact 



of l i f e l i n e  rates, o r .  i n  t h e  case of nonimplementedpro- 

grams, ' t h e  a n t i c i p a t e d  i m p a = t  of t h e s e  r a t e  i n i t i a t i v e s .  
While t h e  c a s e  s t u d i e s  r ep resen t  an ambit ious d e s c r i , p t i v e  

e f f o r t ,  t hey  are n e v e r t h e l e s s  subject t o  t h e  l i m i t a t i o n s  of 
t h e  case s tudy  approach a s  w e l i  as t h e  i n h e r e n t  l i m i t a t i o n s  
of secondary a n a l y s i s .  Consequently,  methodological  con-.. 
s t r a i n t s ,  t o g e t h e r  w i t h  t h e  h e a v i l y  normative n a t u r e  of t h e  
i s s u e s  p rec lude  a r e s o l u t i o n  of t h e  c o n t r ~ v e r s y  surrounding 
l i f e l i n e .  The c a s e  s t u d i e s  and r e s u l t i n g  g e n e r a l i z a t i o n  
should,  however, shed l i g h t  on t h e  impor tant  i s s u e s  and 
provide  v a l u a b l e  background informat ion  f o r  t he  PURPA Sec- 
t i o n  1 1 4  l i f e l i n e  hear ings .  
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Sec t ion  3 

. THE SOCIAL AND ECONOMIC CONTEXT 

The i s s u e  of l i f e l i n e  r a t e s  d i d  n o t  evolve i n  a 

vacuum. Rather ,  t h e  e a r l y  p o p u l a r i t y  of t h e  concept '  can be 

a t t r i b u t e d  t o .  t h e  1973 o i l  embargo and t h e  perce ived  ,need,  

a t  t h a t  t i m e ,  t o  t a k e  immediate.and d i r e c t  a c t i o n  t o  assist 

low-income households and t o  promote energy conse rva t ion  

measures . .  Never the less ,  l i f e l i n e  was n o t . u n i f o m l y  popular  

and w a s  s e r i o u s l y  considered and implemented. i n  only some of 

t h e  s t a t e s .  The p r e s e n t - c h a p t e r  focuses  on t h e  demographic 

and economic c h a r a c t e r i s t . i c s  . . of t h e s e  s t a t e s  and draws com- 

p a r i s o n s  w i t h  n a t i o n a l  averages t o  exp lo re  t h e  n a t u r e  of 

s ta te  environments.  t h a t  f o s t e r e d  t h e  i n i t i a t i o n  and imple- 

mentat ion of l i f e l i n e  r a t e s .  

3 . 1  . General S t a t e  Trends 

Table 3-1 d i s p l a y s  some of t h e  g e n e r a l  s o c i a l  and 

e c o n m i c  c h a r a c t e r i s t i c s  of s t a t e s  wi th  a s i g n i f i c a n t  l i f e -  

l i n e  exper ience .  . . 

I The f i r s t  v a r i a b l e ,  '1978 pe r  c a p i t a  i n c m e ,  does 

l ~ u e  t o  reasons  of d i f f e r e n t i a l  d a t a  availability, . 

1 5 



n o t  appear  t o  be a d i s t i n g u i s h i n g  f e a t u r e .  Average income 

l e v e l s  i n  s t a t e s ' w i t h  implemented and non-implemented. l i f e -  

l i n e .  r a t e s  w e r e  evenly  d i s t r i b u t e d  around' t h e  na t io r i a l  ave- 

r age  of $7836 and, i n d i c a t e  t h a t  l i f e l i n e '  i s  n o t  t y p i c a l l y  

a s s o c i a t e d  w i t h  t h e  p o o r e s t  s ta tes  and t h e  l a r g e s t  low- 

income popu la t ions .  

. . 

Since  s t a t e w i d e  income averages  o f t e n  conceal  sub- 

s t a n t i a l  v a r i a t i o n s ,  t h e  1978 p e r c e n t  ' urban popu la t ion  b e -  
- .  

came an i n t e r e s t i n g  v a r i a b l e .  Along t h i s  dimension, seven 

of t h e  t e n  states w i t h  i.&l.emented programo exceeded Ulo 

n a t i o n a l  average o f  73.5% u r b a n i z a t i o n  and sugges t  t h a t  

c o n c e n t r a t i o n s  of urban pover ty  could  .be,.one a s p e c t  o f  

l i f e l i n e  s p o p u l a r i t y .  This  hypothesis .  is f u r t h e r ,  s u p p o r t e d  

t h e  geograph ica l  d i s t r i b u t i o n  

programs (see Figure  3-1). I 

. . 

of  states' w i t h  l i f e l i n e  

~ e v e n u e  recovery f o r  l i f e l i n e  rates can be  v i s u a l -  
. . 

i z e d  as a quasi-tax,'and, levels of 1 9 7 7 : o t a t e  + l o c a l  income 

t a x  burdens could  thus become r e l e v a n t  c o n d i t i o n i n g  f  ac Loxs. - 
The e i ten t  of s ta te  + l o c a l  t a x  burdens,  however, w a s  evenl'y 

d i s t r i b u t e d  along: t h e  n a t i o n a l  average o f  12.8% and sugges t s  

t h a t  t h e  q u a s i - t a x . i s s u e  w a s  n o t  a ' c o n t r o l l i n g  f a c t o r  i n  t h e  

c o n s i d e r a t i o n  of  l i f e l i n e .  

F i n a l l y ,  (1977) r e s i d e n t i a l  electric rate t r e n d s  

showed t h a t  states w i t h  implemented l i f e l i n e  programs tended 

t o  have .somewhat h i g h e r  e l e c t r i c  .rates t h a n  t h e  n a t i o n a l  

average o f  $.0384 p e r  kwh. 

t h e  d a t e s  of  s o c i a l ' a n d  economic var iab . les  do n o t  r e f l e c t  
t h e  same p o i n t  i n  t i m e .  For any one v a r i a b l e ,  however, . t i m e  
is  - c o n s t a n t  f o r  a l l  s t a t e s .  



3.2 , Low-Income ~ousehold . . Characteristics . . ,. . 

Table 3-2 summarizes some of the salient features of, 

the states ' ,low-income: and elderly. populations. 

Nine of the ten'states with implemented iifeline . .  

rates had (1969) low-inoome population percentages that were 

signiff cantly below the national average of., 15%. Two states, 

however, with exceptionally large low-income.populations 

(South Dakota, 21.3%. and West Virginia, , . 24.. 6%) rejected life- 

line pr.oposals . . . I 

In contrast, the (19 77) percentage of low-income 

. elderly residents was typically . . and substantially higher in 

states with implemented as well as non-implemented programs 

than the national aversge'.of 1.4%. . This st,rong - tendency 
+ 

suggests that the, aversion to the income redistributive as- 

pects of revenue recovery was more easily overcome when the' \ 

.beneficiaries,or target populations were the elderly'poor as 4 

opposed to low-income' households in general. 

Informal estimates indicate that median-income . 

househo~ds.' recent (19 774978) home energy. expenditures 

amounted to approximately lo'% of their annual' income. 1n 

each of the states we have studied, low-income households 

expended resources substantially. in excess of this 10% level 

and as expected, the .relative magnitude o f  low-income energy 

expenditures was strongly correlated with the popularity of 

lifeline. 

'u.s. Department of Energy, Fuel Oil Marketing Advisory 
Committee, "Low-Income Energy Assistance: A Profile of Need and 
Policy Options, " Draft Working Pa@e,r., Washington, D. C. , 
March 19, 1979, Pg. 8. . i 



3.3 - U t i l i t y  Company C h a r a c t e r i s t i c s  

A s  Table .3-3  i n d i c a t e s ;  u t i l i t y  c6mpanies i n  f i v e  of 

t h e  t e n  s t a t e s  wi th  implemented l i f e l i n e  r a t e s  relied heav i l y  

on f u e l  o i l  f o r  electric generat ion. '  I n  t h e s e  s t a t e s  . o i l  use 

s u b s t a n t i a l l y  exceeds t h e  .(1977) n a t i o n a l  average of 1 7 %  and. . 

was gene ra l l y  c o r r e l a t e d  wi th  h igher  f u e l  c o s t s  and res iden-  

t i a l  r a t e s .  , : . . 

3.4 Summary o f  P a t t e r n s  

The above d e s c r i p t i v e  a n a l y s i s  of t h e  under ly ing  

s o c i a l  and economic f a c t o r s  sugges t s  t h a t  the popu l a r i t y  of 
l i f e l i n e  - i s  a s s o c i a t e d  w i t h :  

: .o urbanized popula t ions  

o. 'high percentages  of low-income e l d e r l y  households 

o r e s i d e n t i a l  e l e c t r i c  r a t e s  above t h e  n a t i o n a l  ave- 

rage. .. 
. . . . . . . . - - - . -. . 

As a c o n t r i b u t i n g  f a c t o r  t o  t h e  l a s t .  two i t e m s ,  

u t i l i t y  company r e l i a n c e  on f u e l  o i l  f o r  e l e c t r i c  genera t ion  

seems t o  have been p a r t i c u l a r l y  important .  
. . 
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TABLE 3-1 

I GENERAL STATE TRENDS 

Urban 
Popu la t ion  Comkined Average 

P e r  C a p i t a  as P e r c e n t  of S t a t e f i o c a l  R e s i d e n t i a l  
S t a t e s  w i t h  $ Annual S t a t ewide  Income Tax Load E l e c t r i c  R a t e s  
Implemented 1ncomel Population;! as  % of Incom-d (Cents  p e r  kwh9 

Programs (1978) (1978) (1977) 41977) 

C a l i f o r n i a  8927 90 .'9 15.8 

I D i s t .  of  Col .  9924 1'00.0 13.6 4 ..27 

F l o r i d a  7573 ' 8 0 . 5  10 .6  3.87 

I l l i n o i s *  

Iowa 

Maine* 

Massachuse t t s  

Michigan 8483 73.8 12.7 4.21 

Minnesota* 7910 
I 

Rhode I s l a n d *  . 7  4.7 2 



Urban 
d Popu la t ion  Combined Average 

'Per C a p i t a  as Pe rcen t  of  S t a t e /Loca l  R e s i d e n t i a l  
S t a t e s  w i t h  $ Annual S t a t ewide  Income Tax Load E l e c t r i c  R a t e s  

Non-Implemented 1ncane 1 ~ o p u l a t i o n 2  a s  % of 1ncome3 (Cents  p e r  kwh14 
Programs (1978) (1978) (1977) (1977) 

Delaware 8534 72.2 12.3 5.20 
, . 

New York 
.' 

South Dakota 6 8 6.4 44.6 11.5 3.26 

w West V i r g i n i a  6624 39.0 11.3 3.49 

I Wisconsin '7532 - 65.9. , '  14.2 3.69 

N a t i o n a l  Average 7836 73.5 12.8 .3.84 

I *Also has  a non-implemented program. 

l ~ h e  U.  S. Department of  Commerce NeCs le t t e r  . Bureau of  Economic Ana lys i s  (1978 S t a t e )  

2 ~ . ~ .  Bureau o f  t h e  Census. 1970 Census Popu la t ion ;  V o l .  1, C h a r a c t e r i s t i c s  o f  t h e  
Popu la t ion ,  P a r t  1, U.S. Summary, Tab le  18. 

1 3 ~ .  S. Bureau o f  t h e  Census, Governmental F inances  i n  1977-78, S e r i e s  GF77, No. 5. 

4 ~ t a t e  E l e c t r i c i t y  P r o f i l e s .  ~ l e c t r i c i t ~  m - s  Resource Council, ( m N ) ,  1979.; ' 



! TABLE 3-2 

. LOW-INCOME HOUSEHOLD CHARACTERISTICS 

Low-Income Low-Income Total Home 
Families . Elderly Elderly Total Home Energy 
as, .%. of as % of as % of Energy Expenditures 

States with Statewide Statewide Statewide Expenditures . [as % of. 
( 9 4  Implemented ~ o ~ u l a t i o d  ~ o ~ u l a t i o d  ~o~ulatio$ 1ncomefl 

Programs (1969) 1: 1975) (1975.) ' (1977-1978) (i977-1978) 

. - . . 
California , 11.6' 9.7 2.0 416 13 

Dist.. of coi. 12.3 . 10.1 2.3 628 19 

I N F'lorida ". 1 8 . 0 ' ' 16.0 3.2 , 
N 567 17 

Illinois* 

Iowa 

Massachusetts 9.3 . 

Michigan - 10.3 

Minnesota* 12.3 11.2: 2.6 711 21 

Rhode Island* 11.9 12.2 2.9 707 22 



Table 3-2 (.Contld.) 

Low-Income Lcw-Income Total Home 
Families Elderly Elderly Total H ~ m e  Energy 
as % of as % of as % of Energy Expenditures 

States with Statewide Statewide Statewide Expenditures (as % of 
hfon-Implemented ~opulatiod ~ o ~ u l a t i o d  ~opulatiod (SF 1ncome14 

Programs (1969) (1975) (1975) (1977-1978) (1977-1978) 

Delaware 11.7 8.6 1.9 591 19 

12.2 
. . 

New York 11.3 2.4 844 23 

South ~akota 21.3: 12.5 3.3 694 23 

N West Virginia 
W 

Wisconsin 

National Average 15.0 10.5 1.4 

*Also has a non-implemented program. 

'u.s. Bureau of the Census. County and City Data Book, 1969. ( A  Statistical Abstract 
Supplement). U.S. Government Printing Office,. Washington, D.C..20402 

'u. S. Bureau of the Census, Current. Population Reports, Illustrative ~rojections of - State 
Populations by Age ,Race,' and' Sex; issued March, 1979, Series P-25, 11796 

3 1 9 7 ~  Drawn from statistical Notes from the National Clearinghouse on Aging (1978) 

'HO~ fman, Wayne L. Energy Need Among Low-Income ~ouseholds : . State Specific Estimates 
using Several Alternakive Measures, Washington, D.C: The Urban Institute, 1979. 



TABLE 3-3 

UTILITY COMPANY CHARACTERISTICS 

P e r c e n t  of Te rcen t  Average 
E l e c t r i c  Components of P e r c e n t  E l e c t r i c  R e s i d e n t i a l  

S t a t e s  w i t h  Genera t ion  Opera t ing  Consumption b E l e c t r i c  Rates 
Implemented by source1 ~ x ~ e n d i t u r e s l  Customer C l a s s  (Cents  p e r  kwh) 1 

Programs (1977) (1977) (1977) (19?7) 

I 

Fue 1 

. . 
O i l  

Ca l i f . o rn i a  56 
h) 

" D i s t .  of C o l .  32 

Pur- R e s i -  Com- Ind .  
chased  den- m e r -  and 

G a s  Fue l  Power t i a l  cia1 Misc, - 
26 60 8 30 33 37 3.97 

F l o r i d a  

I l l i n o i s *  

Iowa 2 6 ' 3 2  10 40 2 3  3 7 -  4.01 

Maine* 9 0 8 47 39 22 39 3.90 

Massachuset ts*  87 0 16 42 37 35 28 5 . 2 8  

Michigan 12 

Minnesota* 2 . b  .2 6 8 38 17 45 3.70 

1 Rhode I s l a n d  99 . 0 3 57 37 32 3 1  5.40 



Table 3-3 (Cont'd.) 

Percent of Percent Average 
Electric Components of Percent Electric Residential 

States with Generation Operating Consumption b Electric Rates 
Non-Implemented by'~ourcel ~x~endituresl Customer C1as.s 1 (cants per kwh) I 

Programs (1977) : (1977) (1977) (1977) 

Pur- Resi- Com- Irid. 
Fuel : chased den- mer- and 
Oil Gas Fuel Power tial cia1 Misc. - - - - 

Delaware 68 2 74 -27 29 22 49 5.20 

New York 46 0 36 7 . 29 31 .40 5.88 
:% * 
h) 

?- South Dakota 0 0 25 7. 53 29 18 3.26 
, . 

- West Virginia " 0 - 0 - 48 14 30 17 53 
,,. - 1 :  , r 

Wisconsin 2 1 29 7 38 25 37 

National Average 17 14 41 . ..g 33 24 43 3.90, 
. ,  

. . 

I *Also has a non-implemented program. . . . . 
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S e c t i o n  4 

THE GOVERNMENTAL PROCESS 

The cons idera t . ion  and imp1ementatio.n of l i f e l i n e  
proposa ls  occurred  w i t h i n  t h e  governmental process  of t h e  
v a r i o u s  s t a t e s  and inc luded a  v a r i e t y  of i n d i v i d u a l  and . 

o r g a n i z a t i o n a l  a c t o r s .  I n  a d d i t i o n  t o  u t i l i t y  f i r m ( s ) ,  t h e  
fol lowing o r g a n i z a t i o n s  w e r e  t y p i c a l  p a r t i c i p a n t s  i n  l i f e -  
l i n e  de te rmina t ions  : 

o S t a t e  L e g i s l a t u r e s  

o P u b l i c  U t i l i t y  Commissions 

o Consumer Groups 

This  s e c t i o n  analyzes  t h e  r o l e s  t h a t  each of t h e s e  p a r t i c i -  

p a n t s  assumed and p r e s e n t s  t h e  apparent  t r e n d s  as they  be- 

came e v i d e n t  from t h e  implemented and r e j e c t e d  l i f e l i n e  case 
s t u d i e s .  

The a n a l y s i s  of t h i s  governmental  process  i s  pre-  
sented .  i n  f o u r  s e c t i o n s :  

o  , I n i t i a t i o n  of Lifeline--An a n a l y s i s  of t h e  socio-  
p o l i t i c a l  envi ronment . in  which t h e  l i f e l i n e  i s s u e  
evolved . 



o ~ r o p o s a l  'characteristics- h he .content  and f  o m  of 
l i f e l i n e  r a t e  s t r u c t u r e s ,  a s  i n i t i a l l y  in t roduced.  

o , P r i n c i p a l  Actors--The m a  j  or organ iza t ions  involved 
i n  t h e  governmental p rocess  and t h e i r  ro les . .  

o '  C o n f l i c t  and. ~ompromises-  he major a r e a s  of con- 
, f l i c t  du r ing  t h e  c o n s i d e r a t i o n  of t h e  o r i g i n a l  l i f e -  
l i n e  proposa ls ,  a long w i t h  t h e  compromises reached 
during.  t h e  process  of l i f e l i n e  d e l i b e r a t i o n s .  

. . 

I n  each of t h e s e  s e c t i o n s  common t r e n d s  are i d e n t i f i e d  and 

4 . 1  . I n i t i a t i o n  of L i f e l i n e  

The development ' and .  introd.uct. ion of l i f e l i n e  e lec-  

t r i c  r a t e s  ,occurred soon a f t e r  t h e  1 9 7 3  o i i  embargo. While 

energy p r i c e s  quadrupled,  low-income pe r sons ,  w e r e  e s p e c i a l l y  

hard  h i t  by e s c a l a t i n g  u t i l i t y  b i l l s .  L i f e l i n e .  e l e c t r i c  

rates w e r e  subsequent ly  proposed' as one means f o r  reducing 

t h e  impact of t h e s e  h igh  u t i l i t y  c o s t s  f o r  low-incme 

indiv i 'duals .  

A canpar ison  of the.  h i s t o r y  o f .  implemented l i f e  l i n e  

programs p o i n t s  t o  t h e  fo l lowing i n i t i a t i o n  t r ends :  

o The bu lk  of t h e  implemented programs evolved .as 
p o l i c y  i s s u e s  dur ing  . t h e  1974 t o  1977 pe r iod ,  i n  

. . apparent  response  t o  t h e  embargo of 1973. . .  . 

o Consumer p r e s s u r e  as ' w e l l  as .  a n a l y t i c a l  s t u d i e s  
about  t h e  impact of h i g h - u t i l i t y  r a t e s . o n  low-income 
people appear  t o  have been t h e  primary bases  . f o r  t h e  
e a r l y  p o p u l a r i t y  of t h e  l i f e l i n e  concept.  

o I n i t i a l  c o n c r e t e  s t e p s  i n  in t roduc ing  t h e  m a j o r i t y  
'of implemented programs were taken by t h e  P u b l i c  
U t i l i t y  Commis.sions o r  t h e  u t i l i t y  companies. The 
maj ar except ions  to . ,  t h i s  t r e n d  w e r e  t h e  C a l i f o r n i a  
and Maine Demonstration programs which emanated f r a n  
s t a t e  l e g i s l a t u r e s .  



The r e j e c t e d  l i f e l i n e  programs e x h i b i t e d  markedly d i f f e t e n t  

c h a r a c t e r i s t i c s :  

o Two of t h e  t e n  r e j e c t e d  programs were i n i t i a t e d  i n  
1977 and e i g h t  i n  1978. 

o S i x  of t h e  t e n  r e j e c t e d  programs w e r e  l e g i s l a t i v e  
i n i t i a t i v e s ,  whi l e  t h e  prime a c t o r s  i n  t h e  remaining 
were consumer groups,  o p e r a t i n g  through such mech- 
anisms a s  r e fe renda .  

. The above . t r e n d s  f o r  t h e .  implemented and r e j e c t e d  

l i f e l i n e  programs, summarized i n  Tables  4 -1  and 4-2,  lead  

one t o  t h e  follclwing g e n e r a l  conclus ions  about  t h e  i n i t i a -  

t i o n  process  . 
1.  ife elide proposa l s ,  f o m a l l y  genera ted  w i t h i n  t h e  

r e g u l a t o r y  process  ( t h e  PUC o r  u t i l i t y  c a p a n y )  , 
w e r e  more l i k e l y  t o  be adopted than  l e g i s l a t i v e  
i n i t i a t i v e s .  

2 .  ' The implemented l i f e l i q e  programs f i r s t  evolved as 
p o l i c y  i s s u e s  soon a f t e r  t h e  1973 embargo. I n  
c o n t r a s t ,  r e j e c t e d  programs, i n i t i a t e d  approximately 
f o u r  y e a r s  l a t e r ,  w e r e  cons idered  i n  a more complex 

' po l i cy  environment. By t h i s  t ime,  v a r i o u s  a l t e r n a t e  
methods f o r  a s s i s t i n g  low-income people had been 
developed and l i f e l i n e  appears  t o  have l o s t  some of 
i t s  e a r l y  appeal .  . . 

3 .- Proposa ls  t h a t  w e r e  b i l l e d '  as e i t h e r  conse rva t ion  
rate breaks  o r  followed i n t e n s i v e  a n a l y s i s  and s tudy  
were more l i k e l y  t o  be adopted than t h o s e  t h a t  e m a -  
na ted  p r i m a r i l y  from consumer p r e s s u r e ,  a lone .  

4.2 Proposal  C h a r a c t e r i s t i c s .  

The form and.  c o n t e n t  of t h e  l i f e l i n e  p roposa l s  w e r e  

reviewed t o  i d e n t i f y  those  c h a r a c t e r i s t i c s  t h a t  may have 

c o n t r i b u t e d  t o  t h e i r  implementation or r e j e c t i o n .  The 

fundamental a r e a s  examined were: 

o Target ing  

o C e r t i f i c a t i o n  of E l i g i b l e  Households 

o Recovery Mechanisms. 



' 1 .  

Along t h e s e  dimensions., implemented l i f e l i n e  programs 

' b r o k e  down i n  t h e  fo l lowing way: 

o The major i ' ty  of t h e  implemented p r ' q rams  ( 6 )  app l i ed  
t o  a l l .  r e s i d e n t i a l  consumers' w i th  low e l e c t r i c i t y  
consumption. . 

o The remaining programs were t a r g e t e d  t o  e l d e r l y  o r  
e l d e r l y  low-income e l e c t r i c i t y  u s e r s .  

o C e r t i f i c a t i o n  of i n d i v i d u a l s  p a r t i c i p a t i n g  i n  t h e s e  
f o u r  t a r g e t e d  programs was v e s t e d  wi th  t h e  u t i l i t y  
campanies i n  a l l  b u t  one of t h e  cases (Massachusetts . 
A-65) .  

o Revenues t o  suppor t  t h e  implemented l i f e l i n e .  pro- 
grams w e r e  recovered through r a t e .  surcharges .  

o The recovery  popula t ion  w a s  evenly s p l i t  between 
programs wi th  recovery  from only  r e s i d e n t i a l  cus- 
t a n e r s ,  and programs wi th  recovery  from a l l '  customer 
c l a s s e s .  ! 

a 
Apart  from revenue recovery mechanisms and. revenue 

recovery  popu la t ions ,  rejected l i f e l i n e  programs had similar 

a t t r i b u t e s .  S p e c i f i c a l l y ,  t h e  fo l lowing t r e n d s  w e r e  i d e n t i -  

f i ed  : 

o' 'Seven of t h e  t e n  r e j e c t e d  programs w e r e . t a r g e t e d  t o  
a l l  l o w  volume u s e r s  of  e l e c t r i c i t y . .  

o Three r e j e c t e d  programs were t a r g e t e d  t o  t h e  low- 
fneome e i d e r l y  or e l d e r l y  handicapped 'and d i s a b l e d  
r e s i d e n t s . i n  t h e  a f f e c t e d  s e r v i c e  a r e a s .  

o Although s e v e r a l  of t h e  r e j e c t e d  programs employed a 
r a t e  surcharge  t o  recover  revenues ( f o u r ) ,  t h r e e  
programs would have r e l i e d  on l e g i s l a t i v e  appropria-  
t i o n s ,  and t h r e e  o t h e r s  f a i l e d  t o  s p e c i f y  t h e  recov- 
ery'mechanism, i n  d e t a i l .  

o . The. recovery  popula t ion  w a s  d iv ided  i n t o  thxee  
groups 
-- A l l  customer c l a s s e s  

-- I n d u s t r i a l  and cclmmercial customers only . .? . . 

-- A l l  t axpayers ,  v i a  t h e  t a x i n g  a u t h o r i t y  of t h e  
s t a t e ,  



Based on these  tr 'ends, t he  most no t iceab le  c d i f f e r -  
ences between implemented a n d - r e j e c t e d  programs are i n  t h e .  
revenue recovery a rea .  Three r e j e c t e d  programs were t o  be ' ,  ' 

funded by s t a t e  appropf i a t i o n s  , and . ' th i s ,  may have ma te r i a l l y  

contr ibuted t o  t h e i r  r e j e c t i o n .  The taxing capaci ty  of 
these s t a t e s  was probably a l ready s t r a i n e d  and the l e g i s l a -  

t u r e s  might have been r e l u c t a n t  t o  impose' a d d i t i o n a l  t a x  
burdens. . . 

4.3 P r inc ipa l  Actors 
The organizat ions  and i n d i v i d u a l s ~ i n v o l v e d  i n  the 

l i f e l i n e  process included: 

o S t a t e  ~ e ~ i s 1 a t u r e . s  

o U t i l i t y  Commissioners 

o Industr 'ial/Manufacturing Conce'rns 

o Commercial Groups 

o Consumer Groups 

o U t i l i t y  Companies ' . 

T a b l e s  4-3 and 4-4 i l l u s t r a t e  t h e , c h a r a c t e r i s t i c  pos i t i on  

and l e v e l .  of involvement t h a t  each of these  groups exh ib i ted  

during t h e  considera t ion of t he  implemented and r e j e c t e d  

l i f e l i n e  programs. Several  t rends  a r e  ev iden t  from t h e  

t a b l e s .  

For t h e  implemented programs: . ,  

o S t a t e  l e g i s l a t u r e s  'd id  no t  p lay a major r o l e  i n  .the 
adoption .of t he  , implemented programs. 

o With one exception (Massachuset ts) ,  t h e  u t i l i t y  com- 
missioners were i n  favor of t h e  l i f e l i n e  proposals  
u l t imate ly  implemented. 

o Eight  of t h e  t en  implemented programs w e r e  opposed by 
represen ta t ives  from the  industrial/xnanufacturing 
sec to r .  

3 1 



o .  Seven of the ten implemented lifeline programs were 
opposed by representatives' of commercial establish- 
ments. ' . 

o , With. one exception (Michigan)', consumer groups., 
active in the consideration of' lifeline proposals, 
were supportive of 'the proposed programs. . . . 

o Only three utilities were in favor of lifeline pro- 
posals ultimately implemented (Iowa-Illinois, 
Massachusetts A-65, and Narragansett SSI). The 
remaining utilites were actively opposed to life- 
line proposals. 

For the rejected programs: . . 

. . 
o Rejected lifeline~proposals were typically consid- 

ered by state legislatures. 

o Seven out of the ten rejected' programs were opposed 
by the' public utility commis'sions . 

o All of the rejected programs were opposed by repre- . .  

; sentatives .f roih the industrial/manu,f acturing . sector. 

o .Five of the ten rejected programs were'opposed by 
representatives of coqmercial. establishments.. 

& All of the rejected programs were supported. by 
consumex grsups. ' 

i .  

o The utilities that would have been impacted by the 
rejected,'lifeline proposals unanimously, opposed the . . 

. lifeline concept. 

3 .  

As ' indicated in Section . 4  ..l, lifeline proposals ' ' . 

emanating from within the regulatory process had a better 

'chance for,implementation. Competing pressures from.con- 

sumer groups, industrial/manufacturing representatives, or 

commercial interests, were also important, but distinctly 

secondary to input from the PUC's and the utility firms. 



4.4 Conflict and Compromises 

Both implemented and rejected programs were gener- 

ally the subject of conflict. Conflict was most frequent in 

the following areas: 
, , .  , o Targeting 

o Implementation Plan 
.I 

o Lifeline Concept. ' ,' 
9 

\ 

Targeting proved to be an important , 
, 

point of con- 

flict for both implemented and rejected programs,. With the 

exception of the rejected New ~ o i k  Assembly Bill 12214:. 

conflict generally arose from targeting benefits on the 

basis of income and age criteria. The level of conflict - 

was apparently mitigated, however, by expanding eligibility 

and the size of the target population. ,,..A- 

. . 

The second area of: conflict'~.nvolved the alteration 

of the initial lifeline proposals. Half of the implemented 

programs and half of the rejected programs were modified in 

this sense. Specifically these involved: 

o Reducing the scale of the programs to a demonstra- 
tion level to operate for a limited time, Llereby 
enabling the PUC and utility companies to evaluate 
the programs1 impact. 

o Adopting other non-rate options to assist low-income 
residential customers in meeting rising energy 
costs. , . . . . . -1 

o Implementing program evaluation activities to deter- 
mine whether lifeline was meeting the needs of 
target populations. .. . 

. . ,  . 
Finally, in the majority of implemented and rejected 

cases the philosophical merits of the lifeline concept were 

important issues. Specifically,. much of this canflict re- 



. volved around t h e  proper  revenue recovery method and t h e  

a s soc i a t ed  r e d i s t r i b u t i o n  of income through regu la ted  

u t i l i t y  r a t e s .  With few except ions ,  t h e  u t i l i t i e s  argued 

t h a t  such income r e d i s t r i b u t i o n  is b e s t  accomplished ou t s ide  

t h e  r egu l a to ry  process .  Conversely, consumer groups tended 

t o  advocate some measure of  income r e d i s t r i b u t i o n  v i a  l i f e -  

l i n e  r a t e s .  I n  conclusion,  i n d u s t r i a l  and commercial in-  

terests tended t o  oppose l i f e l i n e  proposals  on less phi los-  

oph i ca l  grounds, The i r  oppos i t ion  appeared to be based on 

fears t h a t  a t r end  toward, what they .cons idered ,  discr imina-  

t o r y  o r  l i f e l i n e  r a t e s ,  could l e ad  t o  s i g n i f i c a n t l y  increased 

f u t u r e  u t i l i t y  co 's ts  . ? .  . 
, . 
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g e c t i o n  5 

IMPACT ASSESSMENT . 
, . 

The c a s e  s t u d i e s  focused on t h e  .observed o r  a n t i c i -  

pa ted  impact of l i f e l i n e  r a t e s  on 

1. conse rva t ion  of energy 

2. op t imal ly  e f f i c i e n t  use  of f a c i l i t i e s  

3 .  e q u i t a b l e  r a t e s  f o r  e ' l e c t r i c  'consumers. 

5 .1  Conservat ion 

Conser.vation of energy i s  a- m a  j or n a t i o n a l  goa l .  

Consequently, i f  l i f e l i n e  r a t e s  a r e  t o  b e '  e f f e c t i v e  regula-  

t o r y  t o o l s ,  t hey .  should c o n t r i b u t e  t o ,  o r  a t  least  n o t  de- . . 

t r a c t  f r m ,  t h e  a t t a inment  of t h i s  important  o b j e c t i v e .  

Conclusive evidence on t h i s  i s s u e  i s  n o t  y e t  a v a i l a b l e ,  

however, and t h e  p r i n c i p a l  a c t o r s  i n  l i f e l i n e  d e l i b e r a t i o n s ,  

have g e n e r a l l y  remained d iv ided  on l i f  e l in ' e  ' s conse rva t ion  

p o t e n t i a l .  



. . Proponents have argued t h a t  l i f e l i n e  w i l l  e f f e c t -  
i v e l y  promote conserva . t ion ' through d i f f e r e n t i a l  p r i c e  s i g -  

n a l s .  ' S p e c i f i c a l l y  , t h e y  envisioned t h a t  consumers would 

l i m i t  t h e i r  e l e c t r i c i t y  usage ' t o  w i th in  t h e  l i f e l i n e ' b l o c k  

and t h u s  avo.id t h e .  h igh  kwh charge '  i n  subsequent blocks.  
. . 

Addi t iona l ly ,  proponents a l s o .  t end  t o  assume t h a t  low-income 

u s e r s  of e l e c t r i c i t y  should be a b l e  t o  m e e t  t h e i r  e s s e n t i a l  

u t i l i t y  needs w i th in  t h i s  block. Consequently, those who , 

advocate l i f e l i n e  tend t o  c la im t h a t  t h i s  r a t e  i n i t i a t i v e  

w i l l  e f f e c t i v e l y  p rano te  ~ o n s e r v a t i o n ,  a s  w e l l  as: a s s i s t  

low-income households i n  dea l i ng  w i th  e s c a l a t i n g  e l e c t r i c i t y  

. b i l l s . .  " . . 
. . . . 

I n . c o n t r a s t , ' l i f e l i n e  opponents do n o t  accep t  t h e  '. 

con ten t ion  t h a t  low-income households. t y p i c . a l l y  use  less: 

energy and could m e e t  t h e i r  e s s e n t i a l  u t i l i t y  needs w i th in  

t h e  f i r s t  block-. I n  a d d i t i o n ,  opponents .contend t h a t .  l i f e -  

l i n e  r a t e s  would r e s u l t  i n  h igher  energy. consumption l e v e l s .  

- .under '  t h i s  s cena r io ,  . consumers would i n c r e a s e  t h e i r :  u se  of 

e l e c t r i c i t y .  u n t i l  t h e i r  e l e c t r i c  - ,b i l l s : -  under  l i f e l i n e  equal  

t h e i r  e.1ectr.i~ b i l l s  p r i o r  t o  l i f e l i n e .  F igure  5-1. i l l u s - ,  

t . r a t e s  t h i s .  argument .'by r e , f e r ence ,  t o  a . hypo the t i c a l  l i f e l i n e  

r a t e  s t r u c t u r e . . '  A consumer wi th  a monthly b i l l  o f . S l 5 . 0 0  . . .  
. . 

u n d e r t h e  o l d  r a t e  schedule  used approximately 500 kwh., 

, Under l i f e l i n e .  it i s  assumed t h a t  t h i s  .sSame consumer .would 

i n c r e a s e  consumption t o  8 0 0  kwh. p e r  month and i ncu r  t h e  same 

monthly charge of $15.00.. Beyond t h e  breakeven p o i n t  of 

1410.kwht t h e  oppos i t e  tendency is expected t o  predominate 

and h igh  u s e r s  would reduce consumption t o  L i m i t  t h e i r  

monthly electric b i l l s  t o  t h e  o r i g i n a l  amount. 

To aad re s s  t h i s  impor tant ,  i s s u e  emp i r i c a l l y ,  sub- 

s t a n t i a l  e f f o r t s  w e r e  expended dur ing  t h e  conduct o f '  t h e  20 

ca se  s t u d i e s  t o ' l o c a t e  r e l e v a n t  energy 'consumption ' d a t a .  
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This  a c t i v i t y  was hampered however by: 

o  t h e  g e n e r a l  absence of q u a n t i f i e d  consumption d a t a  
f o r  v a r i o u s  income groups under s e v e r a l  d i f f e r e n t  
r a t e s  

o  t h e  absence of consumption d a t a  f o r  non-implemented 
programs 

o  t h e  presence  of  o t h e r  f a c t o r s  ( i n  a d d i t i o n  t o  t h e  
i n t r o d u c t i o n  of  l i f e l i n e )  t h a t  might have a f f e c t e d  ' . -  

consumption pa t t e rns . .  . , 

Never the less ,  l i m i t e d  i n d i c a t i o n s  t h a t  l i f e l i n e  rates can 

promote o r  a t  l e a s t  be . compa t ib le  w i t h  t h e  conse rva t ion  

' c r i t e r i o n  were documented i n  t h r e e  states.. 

For t h e  Michigan Senior  C i t i z e n  Opt ional  Rate and t h e  
PEPCO R a t e ,  r e s i d e n t i a l  demand s t a b i l i z e d  a f t e r ' t h e  
i n t r o d u c t i o n  of  l i f e l i n e .  Th i s  t r e n d  was a l s o  observed 
dur ing  t h e  1975-76 Maine Demonstration Program. 

5.2 E f f i c i e n c y  

The second g e n e r a l  c r i t e r i o n ,  used i n  t h e  c a s e  s t u -  

d i e s ,  r e l a t e s  t o  t h e  e x t e n t  t h a t  l i f e l i n e  r a t e s  e i t h e r  pro- 

mote u t i l i t y  company o p e r a t i n g  e f f i c i e n c y  o r  n o t  s i g n i f -  

i c a n t l y  undermine e f f i c i e n c y .  

\ 

I n  t h e o r e t i c a l  te rms,  h iqh  pevels  of operating ef f i- 
ciency o r  t h e  opt imal  use  of  f a c i l i t i e ~  and resources  i s  . ' 

ob ta ined  through t h e  a p p l i c a t i o n  of rnafginal c o s t  p r i c i n g  

methods.1 However, numerous p r a c t i c a l  d i f f i c u l t i e s  a r e  

t y p i c a l l y  encountered when one- a t t empts  t o  apply t h e s e  

p r i n c i p l e s  t o  r a t e  d e s i g n . ,  A s  a , r e s u l t ,  t h e  concept  of . . 

e f f i c i e n c y  is g e n e r a l l y  d e a l t  w i t h  i n  l e s s  t h e o r e t i c a l  terms 

l ~ r i c i n g  method t h a t  r e f l e c t s  t h e  d i f f e r e n t i a l  pro- 
d u c t i o n  and d i s t r i b u t i o n  c o s t s  a s s o c i a t e d  wi th  each addi-  
t i o n a l  u n i t  o f  u t i l i t y  s e r v i c e .  



and i s  equated w i t h '  such c o s t  containment s t r a t e g i e s  a s  t h e '  
. . 

reduction,  o r  s t a b i l i z a t i o n  of . . peak demand and t h e  contain-' 
ment of administrat i ,ve expenses. 

  or each. of . the  implemented. and r e j ec t ed  l i f e l i n e  

proposals ,  at tempts w e r e  made t o  i d e n t i f y  t h e  a c t u a l  o r  

an t i c ipa t ed  impact on l e v e l s o f  opera t ing e f f i c i ency ,  con- 

cep tua l ized  i n  t h e  above sense. Only l imi ted  information 

w a s  ava i l ab l e ,  however, and these  pointed t o  t h e  following 

genera l  t rends:  . . 

o Marginal c o s t  p r i c ing  wak ' introduced,  a s  a theore t -  
i c a l  i s sue ,  during t h e  discussion.  of t h e  major i ty  of 
l i f e l i n e  programs. . . 

o . U t i l i t y  companies, however, w e r e  r e r u c t a n t  t o  move 
' tuward. the  'implementation of marginal c o s t  pr in-  

. c ip les .  Their  re luc tance  was due, i n  part:, t o  t h e  
l a rge  scale '  and. expensive changes i n  accounting-- 

- procedures t h a t  marginal  c o s t  p r ic ing .  would e n t a i l .  

o There seemed t o  be broad agreement t h a t  l i f e l i n e .  
' . r a t e s ,  g.iven t h e i r  p resen t  ' f orm and . ' p a r t i c i p a t i o n  

1evels;did n o t . n o t i c e a b . 1 ~  a l t e r  peaking character-  
- i s t i c s .  This .  seemed t o  be  a p a r t i c u l a r l y  accepted 

premise f o r  t a rge ted  r a t e s  where e l i g i b l e  popula- 
. . t i o n s  accounted f o r  only a neg l ig ib l e  por t ion  of : 

t o t a l  system. demand. 
. . 

o I& ormation. about t h e  add i t i ona l  admin is t ra t ive  
c o s t s  of l i f e l i n e  pointed t o  these  being neg l ig ib l e  
amounts i n  r e l a t i o n  t o  o v e r a l l  operat ing expend- 
i t u r e s .  . . 

I n  summary, the .  l imi ted  information a v a i l a b l e  suggested t h a t  

l i f e l i n e  d i d ' n o t  have a not iceably  negat ive  impact on the  

operat ing e f f i c i ency  of t h e  u t i l i t ;  companies. 

, 5 . 3  Equity 

. The i s sue  of equ i ty  o r  f a i r n e s s  is r e l a t e d  t o . i n d i -  

v idua l  values. Consequently, t h e  lmpact of l i f e l i n e  ' r a t e s  . 

on t h e  equ i ty  dimension cannot be unambiguously assessed.  



Econmists who oppose.the use of price discrimination in 
. . 

public utility ratemaking would advocate that the price .to 

marginal cost ratios be constant for all. classes of service? 

Nevertheless, several more sub j ectivk definitions of equity 

have also generally ' been applied to the issue, of fair' appor- 

tionment of costs .in utility rate regulation. 

The first, of these criteria, the good faith cri- 
. . 

terion , '' refers to expectations that rates hot undergo abrupt 
and large increases,. since, such changes would violate' the 

promise of ,'stable or declining rates, implicit in .the past ' . 

promotional practices of utility companies. This criterion 

is particularly appropriate to h&~h. volume customers who 
. . .  

established their consumption patterns under pre-lifeline : 

"rates and who would ,be pena1ized.b~ the imposition of a .  
' 

significant .rate surcharge. . supporting the' cost of lifeline 

rates from sources 'exogeneous to the customer base of the 
. . 

utility company (for example, from 'the' general. revenue 

.funds) would not violate this criterion, however. 

In relation to' the good faith criterion, the case 

studies point. to the following trends.: . . 

o .In. a strictly thedretical s'ense, a lifeline program '. 

which recovers revenues .from non-participating rate- 
payers.violates the good-faith criterion;   ow ever, 
recognizing the relatively small amounts. added to 
non-lifeline blocks, the impact of lifeline on this 

' . '  criterion appears.to be insignificant, in most cases. 

o In two states (California and Delaware) the good-, 
faith criterion appears to have been significantly 
violated as the programs required or would have re- . 
quired industrial. and cammercial users to bear large 

, '  rate increases to support lifeline. 

. . 
. . 

2 ~ s  noted in Alfred ,Kahn1 s The Economics of Regula- 
'tion: Principles .and Institutions, Vol. I, p. 145, 1970. 



0:. For r e j e c t e d  programs, where ' revenues  w e r e  t o  b e  
recovered through g e n e r a l  fund a p p r o p r i a t i o n s ,  t h e  
good-fai th  c r i t e r i o n  would have been s t r i c t l y  ad- 
hered t o .  

The second o r  n o t i o n a l  e q u a l i t y  c r i t e r i o n  of  e q u i t y  

encompasses t h e  a s s e r t i o n  t h a t  a l l  u n i t s  of t h e  same u t i l i t y  

s e r v i c e  ought t o  be p r i ced  uniformly. I n  a genera l .  s ense ,  

l i f e l i n e  programs t h a t .  provide  r a t e  b reaks  f o r  purposes of 

a s s i s t i n g  low-income households o r  promoting conse rva t ion  

w i l l  v i o l a t e  t h i s  c r i t e r i o n .  . I n  s p e c i f i c  cases, however, 

l i f e l i n e  measures have conformed t o  t h e ' c r i t e r i o n  of no- 

t i o n a l  e q u a l i t y .  Th i s  occurred when p r i c e  l e v e l s  between 

r a t e  blocks were reduced (Maine  emo on strati on. and D e t r o i t  

Edison programs) o r  when r a t e s  w e r e  f l a t t e n e d  (Iowa- 

1 1 l i n o i s )  . 

The t h i r d ,  o r  t h e  a b i l i t y  t o  pay c r i t e r i o n  of e q u i t y ,  

i s  of c e n t r a l  importance when l i f e l i n e  i s  p r i m a r i l y  in tended 

t o  b e . a n  income r e d i s t r i b u t i v e  a s s i s t a n c e  program t o  b e n e f i t  

low-income households.  According t o  t h i s  c r i t e r i o n ,  rate 

des ign  should d e v i a t e  from pure ly  c o s t  based c o n s i d e r a t i o n s  

i n  o rde r  t o  minimize burdens f a l l i n g  on low-income customers.  

1 n ' t h i s  r ega rd ,  r e s u l t s  from t h e  c a s e  ' s t u d i e s  are c o n s i s t e n t  

w i t h  t h e  fo l lowing g e n e r a l  a s s e r t i o n s :  

o While t a r g e t e d  l i f e l i n e  programs address  t h e  " a b i l -  
i t y  t o  pay" c r i t e r i o n  more o r  l e s s  adequate ly  (de- 
pending on t h e  amount of r a t e  r e d u c t i o n ) ,  u n i v e r s a l  
l i f e l i n e  programs a r e  i n c o n s i s t e n t  wi th  t h e  c r i -  
t e r i o n  s i n c e  households of all' income c a t e g o r i e s  are 
e l i g i b l e  f o r  t h e  r a t e  break. 

o For t h e  t a r g e t e d  programs, t h e  r e q u i s i t e  e l i g i b i l i t y  
l i m i t a t i o n s  provide  a s p e c i a l . p r o b l e m ,  a s  they  cause  
low-income households wi th  incomes b a r e l y  i n  excess  
of t h e  e l i g i b i l i t y  l i m i t s ;  "0 be d i s q u a l i f i e d  from'  
access  t o  'lower r a t e s .  



o Since the majority of the lifeline pro,grams, anal- 
yzed via the case studies are universal programs, 
the "ability to pay" criterion of fairness does not 
appear to represent the primary and driving motive 
behind these lifeline initiatives. 

In summary, the various competing notions of equity or 

fairness cannot be fully satisfied in a simultaneous fashion. 

As a result, the preferable approach for sound rate policy 

'is by way of a compromise that minimizes conflict among 

these competing values. The national experience with.life9 

line programs, as reported in'the attached case studieS:,. 

generally appears to represent an acceptable compromise in 

this sense. 

5.4 Conclusion 

By way of an overall summary, the lifeline case 

studies do not point to noticeab1y.negative impacts on 

energy conservation and the efficient use of facilities. 

In addition, in their . present forms,, 'lifeline rates 'generally 

appear to represent a reasonable compromise among the var- 

ious competing criteria of equity. In this fashion, life- 

line programs seem to address the issues of conservation, 

efficiency, and equity, in a positive but limited sense. 

Consequently, the findings cannot be used to silppoxt the 

vigorous 'advocacy 'of expanded application of' lifeline rates. 

Rather the case studies point to the following recommenda- 

tions: 

o Additional primary research on'electric consumption 
patterns by income class for those.states .with par- 
ticularly interesting implemented lifeline programs. 

o Evaluation of lifeline in the context of alternate 
and.potentially more effective non-rate policies for 
delivering energy assistance to low-income house- 
holds. 
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