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Intreduction

Affordable payment programs have been developed in
recent years by utilities, regulators and advocates in response
to the persistent and seemingly intractable problems caused by
the inability of many low income customers to achieve full
coverage of their utility bills. These programs may be simple in
nature, allowing, for example, participants to pay a fixed
percentage of their income or percentage of their bill, derived
through a pre-determined formula or through negotiation, toward
their gas or electric charges. Or, they may be more complex,
involving the integration of a variety of components, including:
discounted rates; forgiveness of arrears; installation of energy
efficiency measures; education in fiscal and energy management;
and assistance with obtaining federal and state entitlements and
other available services. States including Maine, Rhode Island,
New York and Pennsylvania have experimented with such approaches.
Affordable payment programs, however, are not without
controversy, and detractors proffer as many arguments in
opposition to them as proponents advance rationales in support of
them. In the final analysis, the central question remains: are
affordable payment programs justifiable from an economic and
policymaking point of view?

This discussion will present the policy arguments
surrounding such programs; it will outline two affordable payment
program models currently being tested in New York; and, finally,

it will examine the costs and benefits of such programs,

.
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differentiating between those that are measurable and those that

are less easily quantified.

The Problem

In a phrase, the problem is inability to pay. And that
problem has many ramifications for utilities, their ratepayers
and their regulators.

It is well-documented that low income households devote
a greater percentage of their income to energy than do other
households.? Though, clearly, not all low income customers are
payment-troubled, others -- especially those with a "negative
cash flow, " where expenses exceed income, or those with a meager
*positive cash flow" -- do demonstrate and experience a
legitimate inability to pay.

This condition not only affects the families inveolved,
by placing them at risk of losing their utility services, but it
also impacts utilities, through impaired cash flow and increased
expense. The effect on utilities in turn affects all other
ratepayers, who must compensate for the resultant revenue
shortfall and additional costs.

Income deficiencies manifest themselves in various

ways. One set of indicators underlining the severity of the

A See U.S. Department of Health and Human Services,
Administration for Children and Families, Office of
Community Services, Division of Energy Assistance, Low
Income Home Energy Assistance Program Repoxt to

Congress for the most recent fiscal year.
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problem is the statistics utilities regularly report regarding
arrears, uncollectibles, terminations and payment agreements.

In New York alone for 1993, combined residential arrears stood at
almost $21.5 million and aggregate residential uncollectibles
amounted to a little over $11 million, both representing about a
12% growth rate from the previous year. At the same time, almost
850,000 deferred payment agreements were negotiated -- over 10%
of residential customers required them -- and there were over
255,000 disconnections of residential service for non-payment.?
In addition, last year (1994), the New York Public Service
Commission handléd more than 24,000 complaints, about one-third
of which were credit-related.? It is fair to conclude from
these statistics that a significant level of hardship exists
among utility customers. But the numbers are, in themselves,
only help identify the problem. The key question is: what is

the appropriate response.

The Options and the Arquments

There are a number of responses utilities can offer to
the inability to pay problem. Each one has its champions, and
each has its distinct advantages and disadvantages. The

focllowing presents some options and their pros and cons.

Source: New York State Public Service Commission,
Consumer Services Division. This represents the last
full year for which data is currently available.

All these represent aggregate residential class
figures; they are not separated by sub-sector (e.g.,
the low income sector).
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1. adopt harsh collection policies; accelerate shutoffs.

This solution insulates good paying customers from the
burden of subsidizing the debt of bad paying or non-paying
customers. It minimizes collection expenses, arrears and
uncollectibles, and limits the financial exposure of the company
and its ratepayers. It sends clear signals to customers
regarding the treatment they can expect if they fail to pay
promptly or at all, and may act as a deterrent to bad payment
behavior.

On the other hand, these practices fail to properly
distinguish among payment-troubled customers, and overloock the
fact that some customers simply can’t pay because of lack of
resources while others, who have the resources, simply won't pay.
Such policies fly in the face of good customer service
principles, are overly broad and, worse, are unnecessarily
punitive. Such practices would undoubtedly provoke an angry
response from advocates, prompt a large wvolume of complaints from
customers to both the utility and the public utility commission,
and, perhaps, engender unfavorable media attention, all of which
might well lead to a regulatory order for corrective action; all

in all, a lose-lose-lose proposition.

2. Beek legislative relief.
The argument can -- and has -- been made that
unaffordability is a social, not a utility/ratepayer, problem.

Proponents of this school of thought contend that the utility’'s
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responsibility is simply to provide access to and deliver
service. The "social compact"” or "cbligation to serve,”
incumbent upon utilities as monopoly providers (for the time
being, at least) of essential services, ends if the customer does
not pay for the services provided.

It has been suggested that it is the responsibility of
Congress and state and local legislators to provide subsidies for
those who cannot pay for energy costs. Taxpayers, not
ratepayers, should bear the burden if that is what elected
representatives believe is best for the body politic. Besides,
federal programs (like the Low Income Home Energy Assistance
Program and the Weatherization Assistance Program) and state
programs (like public welfare) already exist. Why should
utilities duplicate efforts. Further, if these programs are
insufficient to meet the need, then the remedy is legislative,
not a regulatory fiat or utility largesse.

The counter argument holds that inability to pay is
indeed a utility problem, since those unable to afford the
services are utility customers and the effects of their non-
payment redound to the detriment of other ratepayers. And, scme
would construe the "social compact® and "obligation to serve® as
extending beyond just providing access and service to ensuring
that a2ll efforts are made to retain customers on the system.

While both sides might agree that legislative solutions
are preferable, advocates of activism believe the failure of

legislatures to act is not an excuse for inaction by other

s
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branches of government, noxr deoes it absolve of their duty to
fulfill their responsibilities to serve the citizens under their
purview. Further, they believe that it not the sole
raesponsibility of govermment to solve the problem. 1In fact, some
argue convincingly, that all involved -- government, the
utilities and the customers themselves -- should have a part in
the finding the answer.

Concerning the availability of existing programs, not
only is it readily apparent that these programs are insufficient
to meet the nmeed, but also it is likely that the federal and
state commitments to these programs will, at best, lessen and, at

worst, disappear.

7 gk Do nothing.

This, of course, has been the way things have operated
in the pre-affordable payment plan era, which spans virtually the
entire history of utility regulation. This course of (in)action
simply allows arrears to mount and uncollectibles to accrue, and
places the burden of recouping these revenues, which are
rightfully due the utility, from other ratepayers.

Until recently, outstanding debt was a relatively
manageable factor that represented a small fraction of utility
revenues. However, given the sharp increases in poverty

{(nationwide, about 15% of the population or over 39.2 million
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Americans in poverty‘’) and uncollectibles (one New York
utility‘s write-off increased from about $4 millien in the late
198B0’s to %13.8 million in 1993 to $16.8 million in 1994),° a
*business-as-usual®" strategy is no longer practical. Further,
lest we forget, prudency is still a regulatory pre-reguisite for
recovery of utility expenses, and, given the growth rate and
magnitude of bad debt, regulators might not look too kindly on
requests for full recovery of uncollectibles without some attempt
on the part of the utility at remediation. Further, allowing
costs to climb unchecked is inconsistent with the urgency
utilities are feeling to cut costs to prepare for the coming

{and, in some quarters, already present) era of competition.

4. Design and implement an affordable payment program.

An affirmative action that a utility can take to
address the affordability problem is to design an affordable
payment program that seeks to mitigate the effects on families
and on other ratepayers that result when a large enough group of
customers cannot meet their utility payments. This represents a
proactive approach. Yet, even before we can discuss program
design and cost/benefit matters, there are still other issues

that opponents raise that argue against institution of an

o Figures are for 19%3. The number of Americans in
poverty increased by about 1.2 million from 1992 to
1933. Source: United States Department of Commerce,
BEcronomics and Statistics Administration, Bureau of the

Census.

Source: New York State Electric and Gas Corporation.
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affordable payment program. The follewing presents the debate on

thoge points.

a) Why Should Utilities Be Singled Qut?

Critics suggest that low income households pay a

higher percentage of their income for everything, not just
utilities. Why shouldn’'t food stores, clothing stores, furniture
stores and all other businesses provide "affordable payment
programs" where these retailers subsidize the costs of these
commodities for low income persons?

Supporters note that the critical difference
between all those other business enterprises and the utility
business is that the utility is the only one that is a monopoly
provider of essentjal services, with, basically, exclusive

franchise rights and the concomitant obligation to serve.

b) ¥You Can‘t Define Affordability
Naysayers point out that affordability cannot be

defined. What percentage of income is acceptable to pay for
energy or to use as a basis for a payment plan? Three? Four?
Six? Without such definition, arbitrariness ensues.

Adherents admit that affordability is difficult to
define, but, they point out, most all program designs require
some level of judgment as to where to draw eligibility or benefit
level lines. Even the setting of a utility’s rate of return,
they argue, is art, not science, generally requiring a judgment

call, based on the best available information. With any
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particular utility in any particular case, the program design
defines affordability for that instance. Moreover, so say
advocates, under any definition, the pool of potential
participants is sufficiently large, and the lack of universally
accepted definition of affordability is an insufficient reason to

deny assistance to those deserving customers.

c. 're Not in the Business © ivi wa

Critics submit that utilities are profit-making
entities; they are not in the business of giving service away.

Program proponents argue that inability to pay
creates a business problem, which requires a business response.
Utilities are losing profit and contribution to expenses and
fixed costs when customers don’‘t pay their full bills; a soundly
reasoned, economically-based program that minimizes utility
losses and maximizes customer contributions makes good business
sense. Affordable payment programs should be designed to
increase the "net back” to utilities (that is, the net revenue
collected from customers after collection expenses and other

costs are netted out).

d) Residential Rates are Already Subsidized

From a rate design perspective, foes claim,

utility rates for residential customers are already below what it

actually costs to serve them, and, absent subsidies by other _
s e

classes currently built into rates, prices would be (Several times )

higher than what they are. In other words, residential customers
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