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This report considers how to finance a national Universal Service Fund to help pay low-income
home energy bills. More particularly, the report examines the financial impacts on electric
utilities and their customers of imposing a charge on electric consumption to finance such a
USF. Using data published by the U.S. Department of Energy (DOE), the report quantifies the
impact on a state-by-state and utility-by-utility basis from imposing a charge sufficient to
generate revenues for a national all fuels Universal Service Fund. For purposes of this analysis,
a Universal Service Fund charge is not intended to represent a comprehensive "systems benefit
charge" for a restructured electric industry. Rather it is intended only to represent an alternative
means of financing a program in lieu of existing federal fuel assistance.

THE NEED FOR A UNIVERSAL SERVICE FUND

This analysis will not dwell on the "need" for a Universal Service Fund. While not endorsing
such a policy," the report assumes, solely for the sake of analysis, the elimination (or virtual
elimination) of federal dollars devoted to fuel assistance provided through the Low-Income Home
Energy Assistance Program (LIHEAP).

The Existing LIHEAP Structure
The American Gas Association describes LIHEAP as follows:

The Low Income Home Energy Assistance Program (LIHEAP) was created under the
Omnibus Budget Reconciliation Act of 1981 (OBRA) to help low-income households pay
their fuel and utility bills. LIHEAP funding is allocated by the Department of Health and
Human Services (HHS) and administered by the states, with the states having maximum
flexibility in directing program funds.

LIHEAP is one of the original seven block grants authorized by OBRA. LIHEAP is
widely regarded as a model block grant program. The program has been very cost
effective and efficient for several reasons. First, states are given the flexibility to direct
program funds as needed, allowing individual states to tailor programs according to the
needs of its low-income residents. [In addition, states are required to maintain
administrative expenses at or below 10 percent, ensuring that most of the monies go
directly to needy households.

LIHEAP has established two standards upon which states determine household eligibility.
Categorical eligibility refers to those households with one or more individuals who
receive assistance through other programs, including Aid to Families with Dependent
Children (AFDC), Supplemental Security Income (SSI) disbursements, food stamps and

o Indeed, it is beneficial to consider the comments of the American Gas Association (AGA) in its July
1995 publication Impacts of Eliminating Funding for the Low Income Home Energy Assistance
Program (LIHEAP) on the Natural Gas Industry and Its Customers.
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certain veterans’ and survivors’ needs-tested benefits. Income eligibility is determined
based on the greater amount of 150 percent of the federal poverty level for their state or
60 percent of the state median income.” LIHEAP recipients include many "working
poor"” households.

Appropriated funding for LIHEAP has been declining over the past decade, and recent
recommendations to zero it out could mean that the end of the program as it exists today
is in sight. LIHEAP funding in fiscal year 1993 was 32 percent lower than in 1983.
The program has been forced to trim down and to provide only those services that are
absolutely necessary. LIHEAP will not be able to provide the wide range of services it
has in the past if funding is significantly cut again.

By statute, states are allowed to use LIHEAP funding for the following purposes:
heating assistance; cooling assistance; energy crisis intervention or crisis assistance; low-
cost residential weatherization and other energy-related home repair; administration of
program; transfers to other HHS block grants; carryover from one fiscal year to the next;
identification, development and demonstration of leveraging program; and obligation of
leveraging incentive funds.” Each state allocates funds as need dictates. On a national
basis, the bulk of LIHEAP funds are used to provide heating assistance. That may not
be the case, however, in every state.

The impacts of a policy choice to eliminate LIHEAP are stunning.

Low-Income Heating Needs without LIHEAP Funding

The elimination of LIHEAP at the federal level would yield significant harms to low-income
households. More than 1.0 million households in 47 states and the District of Columbia with
incomes less than $6,000 would have winter home heating burdens exceeding 30 percent of their
income in the absence of federal fuel assistance.'” Roughly 1.9 million households would have
winter home heating burdens of more than 20 percent of income. More than 2.7 million

U.5. Department of Health and Human Services, Low Income Home Energy Assistance Program:
Report to Congress for Fiscal Year 1993, (Washington, DC: October, 1994), p. x.

Id., at 9-11.

M.5Sheehan and R.Colton (1994). On the Brink of Disaster: A State-by-State Analysis of Low-Income
Natural Gas Winter Heating Bills, Fisher, Shechan & Colton, Public Finance and General Economics:
Scappoose, OR.

This study examined actual natural gas winter heating bills for 199 utilities in 47 states and Washington
D.C. It looked at households now receiving federal fuel assistance to determine the impact if that
program were significantly reduced or eliminated. Data for utilities in New Mexico, Tennessee and
Nebraska were not available.
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households would have winter home heating burdens exceeding 10 percent of income, the ceiling
of "affordability." Low-income customers taking gas from 164 of the 199 utilities studied would
pay "too much"* for their winter home heating bills.'®"

The winter heating crisis facing low-income households in the absence of LIHEAP would not
involve a problem simply of budget management. Winter heating burdens reaching 15%, 20%,
25% of income and more reveal an absolute mismatch between income and resources that cannot
be redressed through budget counselling, budget management, or case management. Moreover,
the moderation of natural gas prices in recent years has not mitigated the energy crisis facing
low-income households. Without LIHEAP, low-income households would be called upon to
devote unreasonable portions of their income to pay winter heating bills in spite of price
moderation in recent years.

Low-Income Non-Heating Electric Needs without LIHEAP

Looking at the impacts of the loss of federal fuel assistance on low-income home heating bills
tells but one part of the story of low-income energy needs. According to one study, the burdens
imposed by electric usage (and summer cooling) are almost universally unaffordable to poor
households as well," often with fatal consequences.'™

As with winter heating bills, a study of 185 utilities across the country found that summer
electric bills impose a tremendous and unaffordable burden on low-income households. For
example, households receiving public assistance benefits universally cannot afford to pay summer
cooling bills. At 1000 kWh of consumption, only five electric utilities have public assistance
recipients with summer cooling burdens of less than 15 percent of income. None have burdens
of less than 10 percent. At the other end of the spectrum, more than one-in-three utilities (69

o Bills exceeding 10 percent of income are considered excessive.

i The winter heating crisis facing low-income households is not a regional problem. Winter heating
burdens are a function of energy bills and income. Geographic regions where winter bills are lower
are also often characterized by lower incomes as well. Winter heating burdens as a percent of income
thus remain relatively constant. Unreasonable burdens are evident in virtually every state, and in every
region and Census division in the country.

o R.Colton and M.Sheehan (1995). The Other Part of the Year: Low-Income Households and their
Need for Cooling: A State-by-State Analysis of Low-Income Summer Electric Bills, Fisher, Sheehan &
Colton, Public Finance and General Economics: Belmont, MA.

il Heat-related deaths tend to be undercounted, and are certainly under-considered in the formulation of
public policy. Heat is a substantial contributor to death tolls in even average summers. [n the 15 cities
for which data was reported, nearly 1,200 persons die in an average summer (June, July, August) due
to heat-related causes. The Other Part of the Year presents city-by-city data for 48 cities of the
threshold temperatures over which heat becomes deadly.
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of 185) have summer burdens of more than 30 percent and nearly two-of-three (114 of 185) have
burdens of more than 25 percent.

Assuming 500 kWh of consumption rather than 1000 kWh does not bring bills down to an
affordable level. Even at this lower usage, more than 20 electric companies have burdens of
more than 20 percent, and 90 companies have burdens exceeding 15 percent of income. Even
at 500 kWh of cooling consumption, still no companies have burdens at an affordable five
percent level.

THE COSTS OF A UNIVERSAL SERVICE FUND

In light of these harms which arise in the absence of federal fuel assistance, this analysis
examines the costs of a Universal Service Fund designed to replace the existing LIHEAP
program. The discussion considers the costs of a USF from two perspectives. The first section
below assumes that the Universal Service Fund is financed through a per kWh charge on all
retail consumption, irrespective of customer class. The second perspective assumes that the USF
is financed through a per kWh charge imposed solely on the residential customer class. In turn,
each analysis first assumes that individual states will generate revenue only for use within their
state. In this scenario, each state must determine what USF charge would be necessary to
replace lost LIHEAP funds for that state. FEach analysis then alternatively assumes that a
national USF is created and financed by a uniform national per kWh charge. In each instance,
the USF is funded by a charge on electricity consumption.”

Readers should be careful to note the limits of this report and what the report does not purport
to undertake.

0 This report does not undertake to quantify the extent of low-income energy
"needs” in the United States. Instead, it merely seeks to determine the costs of
generating sufficient funds to replace the LIHEAP initiative.

0 This report does not purport to create a comprehensive systems benefit charge for
a restructured electric industry. Instead, the report looks only at what the cost
would be to transfer financial responsibility for a Universal Service Fund from
the existing LIHEAP structure to a consumption-based utility charge.

0 With the limited exceptions in the discussion below relating to the
interrelationship between fuel assistance and energy efficiency, this report does

o The charge is placed on electricity consumption because the penetration of electricity is nearly 100
percent amongst United States households.
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not purport to address the issue of how energy efficiency might be used to
address the energy unaffordability problems of low-income households. '

0 This report does not address the allocation of USF dollars amongst the various
states, nor does it address the allocation of dollars as between heating, cooling,
and electric appliance usage."" We do note, however, that heating comprises
only a portion --a substantial portion, but perhaps not as substantial as most

ik

Wy

For comprehensive discussions of energy efficiency strategies, see e.g., R.Colton (1995). Energy
Efficiency as a Credit Enhancement: Public Utilifies and the Affordability of Firsi-Time
Homeownership, Fisher, Sheehan & Colton, Public Finance and General Economics: Belmont, MA;
R.Colton (1995). Reviewing Utility Funded Low-Income Energy Efficiency Programs: A Suggested
Framework for Analysis, Fisher, Sheehan & Colton, Public Finance and General Economics: Belmont,
MA; R.Colton (1994). R.Colton (1994), Weatherization Assistance Program Evaluations: Assessing
the Impact on Low-Income Abilify-to-Pay, Fisher, Sheehan & Colton, Public Finance and General
Economics: Belmont, MA.

For discussions of innovative financing of low-income energy efficiency, which do not rely exclusively
upon government and utility funds, see e.g., R.Colton (1995). Funding Minority and Low-Income
Energy Efficiency in a Competitive Electric Industry, Fisher, Sheehan & Colton, Public Finance and
General Economics: Belmont, MA; R.Colton (1994). Energy Efficiency for the Low-Income
Consumer: Planning, Designing and Financing, Fisher, Sheehan & Colton, Public Finance and
General Economics: Belmont, MA; R.Colton and M.Sheehan (1994). "Linked Deposits" as a Utility
"Tnvestment” in Low-Income DSM, Fisher, Sheehan & Colton, Public Finance and General
Ecomomics: Belmont, MA; R.Colton (1994). Loan Guarantees as a Utility "Investment” in Low-
Income DSM, Fisher, Sheehan & Colton, Public Finance and General Economics: Belmont, MA:
R.Colton (1993). Promoting the Affordabilify of Assisted Housing through Energy Efficiency, Fisher,
Sheehan & Colton, Public Finance and General Economics: Belmont, MA.

It should be noted, however, that LIHEAP is generally designed to address only a small portion of the
home energy needs of the poor in the first instance. While there is a cooling component to the federal
fuel assistance effort, the substantial majority of LIHEAP dollars is devoted simply to home heating
assistance. In Fiscal Year 1993, for example, out of a $1.525 billion dollar funding availability,
$0.948 billion (62.2%) was used for heating assistance while only $0.022 billion (1.5%) was used for
cooling assistance. Other portions of the appropriation were used for administration, crisis intervention,
weatherization, transfers to HHS block grants, and carryover. LIHEAP Annual Report to Congress:
FY 1993, at 11 (October 1994). Indeed, more money was transferred to other HHS block grant
programs than was used for "cooling assistance.” No dollars are available for energy uses not
involving space heating or cooling (e.g., hot water).

This pattern of usage represents no change from previous years in which more money was available.
For example, in Fiscal Year 1986, out of a $2.136 billion dollar funding availability, $1.352 billion
was used for heating assistance while only $0.036 billion was used for cooling assistance. Other
portions of the appropriation were used for administration, crisis intervention, weatherization, transfers
to HHS block grants, and carryover. LIHEAP Annual Report to Congress: FY 1986, at 11 (July
1987). In this year, also, more money was transferred to other HHS block grant programs than was
used for "cooling assistance.” Still, no dollars were available for energy uses not involving space
heating or cooling (e.g., hot water),
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people might believe-- of a low-income household’s energy bill. Nationwide,
while low-income households used 90.9 million Btu for total energy consumption,
they used only 50.6 million Btu (56%) for home heating."* Hence, as
currently structured, LIHEAP is addressed to only a portion of low-income
energy needs, even if fully funded.

0 This report does not address the inter-fuel competitive impacts of using the
electric industry to collect the USF dollars. As to competition within the electric
industry, the impact is assumed to be neutral. At least one analysis has
recommended that to minimize competitive impacts, a "systems benefit charge”
should be imposed on all customers and be "non-bypassable. "

Methodology

The cost data developed below is based upon 1993 data for 1,437 electric utilities throughout
the nation.'"™ Data on residential and total retail sales reported for each utility in each state
was summed and used as state-wide data. Total residential sales/revenue, as well as total
sales/revenue to ultimate customers, was reported for investor-owned and publicly-owned
utilities. For Rural Electric Cooperatives, data for residential customers (farm and non-farm)
was directly available. Total sales to ultimate customers was calculated by subtracting
"sales/revenue for resale” from "total sales/revenue.” Other specific calculations are evident in
the Tables included in Appendices A and B below.

Financing the USF through a Charge on all Retail Consumption

A review of the costs of a Universal Service Fund financed through a charge on all retail
consumption should look at two different scenarios. The first scenario (Table A-1) assumes that
each state is individually seeking to impose a charge merely to replace the lost LIHEAP revenue
for that state. The second scenario (Tables A-2 and A-3) alternatively assumes the creation of

a2 U.S. Department of Health and Human Services, Administration for Children and Families, LIHEAP
Annual Report to Congress: FY 1993, at Tables 7 and 9, pp. 17 and 20 (October 1994).

3 "The charge is competitively neutral because all sellers are treated equally. With the same charge
levied on customers no matter who supplies the power (or on suppliers regardless of who they sell to),
users cannot bypass their share simply by choosing another provider.” Systems Benefits Charge, at 3,
Regulatory Assistance Project: Gardiner, ME (Sept. 1995).

i As of the writing of this report, 1993 data is the last year for which complete data is available. The
source for data on major investor-owned utilities was Financial Statistics for Major Investor-Owned
Utilities: 1993 (January 1995); the source for data on major publicly-owned utilities was Financial
Statistics for Major Publicly-Owned Utilities: 1993 (February 1995); the source for data on borrowers
from the Rural Electrification Administration (now Rural Utility Services) was 1993 Statistical Report:
Rural Electric Borrowers (August 1994),
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a national USF which is funded by a uniform national per kWh charge. More specifically, the
analysis assuming that the Universal Service Fund is financed through a per kWh charge on all
retail consumption, irrespective of customer class, is set forth in three Tables"™" as follows:

o

Table A-1 sets forth the impact on a state-by-state basis of imposing a charge
sufficient to generate revenues equal to the present value of the 1986
appropriation for the Low-Income Home Energy Assistance Program
(LIHEAP)."® This Table assumes that each state generates revenue equal to
the present value of its own 1986 LIHEAP allotment.

Table A-2 sets forth, on a state-by-state basis, the dollars generated by imposing
a uniform national charge of eleven one-hundredths of one cent per kilowatt hour
($0.0011/kWh) on all retail energy consumption irrespective of customer
class"™ delivered by major investor-owned"® and publicly-owned electric
utilities,"*" as well as rural electric cooperatives (RECs).™

Table A-3 sets forth on a state-by-state basis a summary of the price impacts
arising from a uniform national charge of eleven one-hundredths of one cent per
kilowatt hour ($0.0011/kWh).

The data presented in these Tables teaches us several lessons. First, as Table A-1 reveals,
having each state undertake to replace its own LIHEAP allotment would result in widely
disparate rate impacts amongst the several states. Not surprisingly, due to their smaller LIHEAP

1 &4

By

B

The Tables based on all retail consumption, irrespective of customer class, are set forth in Appendix A.

The 1986 LIHEAP appropriation was chosen because it represents the highest appropriation level for
LIHEAP before that program began to suffer from federal budget constraints in the late 1980s.

This excludes, in other words, sales for resale reported by electric utilities.

A "major” investor-owned utility was defined to include an electric utility that, in the pst three
consecutive calendar years, had sales or transmission services that exceeded one or more of the
following: (1) 1 million mWh of total annual sales; (2} 100 mWh of annual sales for resale; (3) 500
mWh of annual power exchanges delivered; or (4) 500 mWh of annual wheeling for others (deliveries
plus losses).

A "major" publicly-owned utility was defined to include an electric utility that had 120,000
megawatthours of sales to ultimate consumers or 120,000 megawatthours of sales for resale,

The RECs included in this analysis are those which are borrowers from the Rural Electrification
Administration (now called the Rural Utility Service).

Financing a National Universal Service Fund (USF) for Home Energy
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allotments with which to begin, there is a tier of Southern states for whom a per kWh charge
of a few hundredths of one cent ($0.0005 or less) would generate their LIHEAP allotment,'?"

In contrast, the New England states would see a need for a state-specific USF charge five times
or more as great to generate a LIHEAP equivalent. Connecticut and Massachusetts would need
a charge of roughly two tenths of one cent, while states such as Rhode Island, Maine, Vermont
and New Hampshire would see USF charges even higher than that.

Similarly, the states in the Plains and Upper Midwest would require higher charges to generate
a LIHEAP equivalent solely from within their borders. Michigan, Minnesota, Montana and the
two Dakotas would see higher than typical charges. Farm Belt states such as Wisconsin, lowa,
Illinois and Ohio would see reasonably moderate USF charges, as does the heavily populated
Mid-Atlantic region (Pennsylvania, New Jersey, Maryland).

The two large states have opposing results, with New York requiring a higher charge
($0.0025/kWh) and California a much lower charge ($0.0006/kWh).

In each case, however, a USF charge is reasonably insignificant. Even in those states with the
highest per kWh charge necessary to generate their equivalent LIHEAP allotment, there would
be a per kWh price increase of only three to six percent.

Five States with Greatest Percentage Price Increase

Summary Display 1 ‘
State-Specific USF Charge

State USF Charge Avg Per kWh Price w/o USF Percent Increase
AK $0.0036 $0.0763 4.7%
ME $0.0027 $0.0910 3.0%
ND $0.0038 $0.0626 6.1%
SD $0.0031 $0.0647 4.8%
VT $0.0032 $0.0913 i 3.5%

Table A-1 is significant if each state undertakes, either in response to federal budget reductions
or as part of an electric industry restructuring decision, to individually replace the low-income
fuel assistance funds that would have flowed into that state through LIHEAP.

S In so doing, of course, these Southern states would perpetuate their lack of available fuel assistance,
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In contrast, Table A-2 shows the charge that would be necessary to generate the national
equivalent of LIHEAP funding through a uniform national Universal Service Fund charge. The
uniform charge of eleven hundredths of one cent per kWh would be higher than a state-specific
charge in 22 states, lower than a state-specific charge in 20 states, and roughly the same (i.e.,
within $0.0002/kWh) in nine states. Moreover, Table A-2 shows that LIHEAP could be
replaced at its 1986 level (in 1995 dollars) plus roughly 20 percent ($2.9 billion vs. $2.4 billion)
with a per kWh price increase of, on average, between one and two percent. The biggest
percentage price increase would occur in Idaho (2.8%) and Washington State (2.7 %).

Table A-3 quantifies the significant redistribution of revenues amongst the states that a uniform
Universal Service Fund charge would generate. It is, of course, not the purpose of a uniform
national charge to return to the states exactly what they contribute. However, given the
significant excesses that states such as Alabama, Arizona, California, Florida, Georgia,
Louisiana, North Carolina, Texas and Virginia would contribute versus what they have
historically received through LIHEAP, it seems reasonable to conclude that a Universal Service
Fund financed through a uniform national charge should address, at the least, home cooling
needs as well as home heating needs. A focus of fuel assistance on low-income cooling needs
is well-justified, if not long overdue, in any event.*

In sum, a uniform national charge used to finance a Universal Service Fund appears to be a
reasonable and affordable mechanism to use to replace federal LIHEAP funds. A charge of
$0.0011 per kWh would fund fuel assistance at the 1986 level (1995 dollars) plus roughly 20
percent. Such a charge would represent a price increase of from one to two percent, depending
on the state.

Financing the USF through a Charge on Residential Consumption

In contrast to the discussion above, this section examines a Universal Service Fund financed by
a per KkWh charge on residential consumption only. As in the discussion above, this review of
the costs of a Universal Service Fund looks at two different scenarios. The first scenario (Table
B-1) assumes that each state is individually seeking to impose a charge merely to replace the lost
LIHEAP revenue for that state. The second scenario (Tables B-2 through B-5) alternatively
assumes the creation of a national USF which is funded by a uniform national per kWh charge.
More specifically, the residential analysis is set forth in five Tables™ as follows:

0 Table B-1 sets forth the impact on a state-by-state basis of imposing a charge
sufficient to generate revenues equal to the present value of the 1986

= See generally, R.Colton and M.Sheehan, The Other Part of the Year: Low-Income Households and
Their Need for Cooling: A State-by-State Look at Low-Income Summer Electric Bifls, Fisher, Sheehan
& Colton, Public Finance and General Economics: Belmont, MA.

= The Tables based on residential consumption only are set forth in Appendix B.
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appropriation for the Low-Income Home Energy Assistance Program (LIHEAP).
This Table assumes that each state generates revenue equal to the present value
of its own 1986 LIHEAP allotment.

Table B-2 sets forth the impact on a state-by-state basis of imposing a uniform
national charge of three-tenths of one cent per kilowatt hour ($0.003/kWh) on all
retail residential energy consumption®* delivered by major investor-owned and
publicly-owned electric utilities, as well as rural electric cooperatives (RECs).

Table B-3 sets forth on a state-by-state basis a summary of the price and bill
impacts arising from a uniform national charge of $0.003/kWh. Price and bill
impacts should be relatively close; they may differ somewhat, however, because
of the impacts of customer charges.'™"

Table B-4 sets forth on a state-by-state basis a summary of the difference
between the revenues generated by a uniform national charge of $0.003/kWh and
the present value of each state’s 1986 LIHEAP allotment.

Table B-5 sets forth on a utility-by-utility basis®®' the price and bill impacts of
a uniform national charge of $0.003/kWh for a national Universal Service Fund.

Table B-1 shows the range of charges that would be needed if each state were to individually
undertake to replace its own LIHEAP allotment through a state-specific USF charge. The
residential price increases resulting from these state-specific charges would generally range from
one to six percent.

254

r i)

Again, this excludes sales for resale reported by electric utilities.

Even if per kWh charges were to increase five percent (3%), in other words, total bills would increase
somewhat less since per kWh charges represent only a portion of the total bill,

For all utilities defined in notes 18 - 20, supra.
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Summary Display 2
Residential Price Increase from State Specific USF Charge

Range of Price Increases No. of States
Less than 1% 4
1.0% - 1.9% 11
2.0% -2.9% 5
3.0-3.9% 5
4.0-4.9% 4
50-59% 8
6.0% - 6.9% 3
70% - 9.9% 5
10.0% + 6

L

The states with high percentage increases tend to be rural Northern states that have relatively
few residential customers but who tend to receive relatively larger amounts of LIHEAP
assistance. These states also tend to have relatively lower residential rates with which to begin,
ranging in the mid- six cent range (four of the six states have rates of 6.2 - 6.4 cents per kWh).

Residential bill impacts may be as important as the price impacts. Bills are a function or more
than simply price. They are instead a function of price and usage. As shown in the Summary
Display below, most states would see bill impacts of less than a few dollars per month. Indeed,
in one-third of the states (16), the bill impacts would average only one dollar. In 38 of the
states, monthly bill impacts would be $3 or less. In only six states would monthly bills impacts
be more than $5 for residential customers.
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Summary Display 3
Residential Monthly Bill Increase from State Specific USF Charge

Average Monthly Price Increases No. of States
$1 16
$2 9
$3 13
$4 4
$5 3
More than $5 6

Tables B-2 and B-3 show the impact of imposing a uniform national Universal Service Charge
rather than having each state seek to generate its own LIHEAP allotment by a state-specific per
kWh charge. A uniform national charge of $0.003/kWh would be necessary to generate funds
to replace the 1986 LIHEAP appropriation (19958) through a Universal Service Fund. Such a
charge would generate the 1986 LIHEAP appropriation (19958) plus roughly 20 percent ($2.9
billion vs. $2.4 billion).

Not surprisingly, a uniform national charge evens out the impacts on both a per customer and
a per kWh basis. Using a uniform national charge, 28 states would see price increases of from
two to four percent, and 43 states would see price increases of from two to five percent. In
contrast, no state has a price increase of more than 7.2 percent and no state has a price increase
of less than 2.0 percent. A full thirty states would fall within a narrow band of price increases
ranging from 3.5 to 5.0 percent.
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Summary Display 4

Residential Price Increase from Uniform National USF Charge ($0.003/kWh)
Range of Price Increases No. of States
Less than 1% 0
1.0% - 1.9% 0
2.0% -2.9% 10
3.0-3.9% 18
40-49% 15
5.0-59% 6
6.0% - 7.2%
7.2%+

The billing impacts of a uniform national charge are even more tightly bunched. A uniform
national USF charge would yield a bill increase of $2 per month in 24 states and of $3 per
month in an additional 24 states. The maximum annual increase amongst any of the states is
$44.31 (monthly impact of $3.69).

Table B-4 again quantifies the significant redistribution of revenues amongst the states from a
uniform Universal Service Fund should the distribution of USF dollars be based on the LIHEAP
formula. As before, given the substantial disparity between the revenues that many Southern
states would contribute through a USF charge and the benefits that those states would receive
through the LIHEAP formula, and considering the substantive need to provide low-income
cooling assistance in any event, it seems reasonable to consider a distribution of USF funds that
would include a greater focus on low-income cooling and other non-heating home energy needs.

Table B-5 presents utility-by-utility data on price and bill impacts of a uniform national
Universal Service Fund charge of $0.003/kWh."" This Table can be used, also, to determine
the relative impacts of a USF charge within any given state, albeit not a charge that is designed
to generate revenue sufficient, but only sufficient, to replace LIHEAP.

o Utility-specific total USF revenue can be calculated either by multiplying the per kWh charge of $0.003
times the total company kWh or by multiplying the per customer bill impact times the total number of
company customers. Minor differences may occur because of rounding.
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SUGGESTIONS ON THE STRUCTURE OF A UNIVERSAL SERVICE FunD

While the focus of this report is to examine the costs of creating a Universal Service Fund as
a successor to the existing federal LIHEAP efforts, suggestions are advanced below regarding
how to structure such a fund to maximize its effectiveness.

Goals of a Revamped Universal Service Fund (USF)
The goals of a Universal Service Fund for low-income energy usage should be five-fold:

1. Expand financial resources: The one thing that is not likely to occur in any
reasonably projected future scenario is a substantial expansion of federal funding.
Hence, a Universal Service Fund should seek additional non-federal resources to
be brought to bear on low-income energy problems.

2. Public/Private Partnerships: Given (a) the need for greater resources; (b) the
perception of existing fuel assistance being "welfare for utilities"; and (c) the
substantial benefits that flow to the energy industry as a result of fuel assistance,
an expanded public/private partnership is an essential component of a Universal
Service Fund.

3. Increased Targeting: Given scarce resources relative to need, a Universal
Service Fund should more adequately target benefits to those households most in
need.

4. Incr Weatherization Integration: Given (a) the one-time nature of fuel
assistance benefits; and (b) scarce resources relative to need, a Universal Service
Fund should more fully integrate weatherization and fuel assistance to promote
the self-liquidation of the need for fuel assistance as an income supplement

program.

5. Increased Personal Responsibility: Consistent with other current welfare reform
proposals, a Universal Service Fund should promote individual household
responsibility and self-sufficiency.

The Universal Service Fund

In general, a USF program should stand on two basic propositions. Proposition I is that each
party to the bargain --this includes the low-income household, the community, and the energy
vendor-- should contribute in some fashion to resolving the inability-to-pay problem.
Proposition IT is that the community and industry components should be structured such that the
cash supplement responsibilities are finite and potentially liquidating through the implementation
of energy efficiency measures. Each of these propositions is discussed in greater detail below.
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Proposition 1: Equal Contributions

The community, industry and the low-income household, itself, all have a role to play in helping
to address inability-to-pay problems. Accordingly, the structure of a USF program should
involve three steps:

Step 1:

Step 2:

The first step is to define the extent of low-income energy needs. "Need" is
defined to be the excess energy bill over a predetermined affordable percentage
of income burden.”® The burden deemed to be affordable will be left to state
discretion to be established within federal guidelines. A combined heating/non-
heating bill of 15 percent of income, however, would seem to be the absolute
uppermost limit on a permissible burden.

The second step is to quantify low-income energy needs. Low-income "needs"
in this regard should be calculated based on actual energy bills and actual
household income. Assume that the percentage of income burden deemed to be
affordable in a particular state is twelve percent (12%). An actual home energy
bill of $480 would represent a twelve percent (12%) energy burden to a
household with an actual income of $4,000. A household with such a bill ($480)
would be deemed to be "not in need" under these circumstances. However, for
a household with an income of $4,000, any energy bill in excess of $480 would
represent an "energy need" of that particular household subject to payment
through the Universal Service Fund program.

The final step then is to apportion the responsibility of the energy bill amongst
the relevant players. The household would have the first responsibility to pay.
The household would be required to pay the designated affordable percentage of
income toward its home energy bill each month. The excess of that bill over the
affordable burden, (i.e., the "need") would then be apportioned to the community
and utility programs. Look again at Step 2. If this household has an actual
energy bill of $700, the household will have an energy need of $220 ($700 - $480
= $220). The responsibility of this excess burden of $220 would be apportioned
to the household’s energy vendors and the community.

The Universal Service Fund would thus see a combined effort involving households, industry,
and the community to address inability-to-pay problems as follows:

o8 For the rationale behind this definition of "need,” see generally, R.Colton. (1993). Methods of
Measuring Energy Needs of the Poor, Fisher, Sheehan & Colton, Public Finance and General
Economics: Belmont, MA.
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Household Energy Bill

Household
Payment

Community Industry
Contribution Contribution

The industry contribution would come in the form of a rate discount or similar reduction in the
amount billed to the customer. The community contribution would come in the form of a per
kWh surcharge on electric rates used to finance the USF. Hence, in our example above,
assuming a 50/50 split of the community/industry portion of the responsibility, of the $700 total
bill, the household would pay $480, the community would pay $110 and industry would pay

$110.

The advantages of having this Universal Service Fund are several-fold, including:

0

First, the program takes into account the proposition that households must make
a responsible contribution toward their own home energy bills. Like Percentage
of Income Payment Plans (PIPPs) extant around the country today,””
households are required to pay that portion of their energy bill which represents
an affordable burden.

Second, the program takes into account the notion that while inability-to-pay
represents a social problem, it is not sirictly a social problem. Thus, while the
community has a role to play in addressing the problem, private industry has a
role to play as well.

Third, the program eliminates the political objection that existing LIHEAP
assistance is simply a welfare program for utilities. While utilities are benefiting

- R.Colton (1995). Models of Low-Income Utility Rates, Fisher, Sheehan & Colton, Public Finance and
General Economics: Belmont, MA,
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from the USF program, they are at the same time being required to pay "their
fair share" as well.

0 Fourth, benefits are targeted based on actual use and actual consumption. No
household should receive "more" or "less" than they "should" receive.

0 Finally, as detailed below, the program allows both the community and the
industry to control its exposure to liability in a cost-effective manner. If either
party is able to meet its obligation to provide annual benefits to the household
most cost-effectively through the delivery of energy efficiency improvements
rather than through cash payments, it is permitted to do so.

Proposition II: Liquidating Liability

Not all benefits to a household should be required to be cash benefits under a Universal Service
Fund. Rather than requiring the delivery of cash benefits (either in the form of fuel assistance
by the USF or in the form of discounts by the industry), the responsible party should be allowed
to deliver bill reductions in the form of energy efficiency improvements which delivers the
equivalent amount of annual dollar benefits in energy savings.

Consider this proposition in light of the Illustration above. In that Illustration, the USF is
responsible for delivering $110 in fuel assistance benefits to the low-income household. If by
weatherizing that household’s dwelling unit, however, the USF can reduce the annual energy bill
from $700 to $590, the USF will have met its obligation to provide assistance.

Universal Service Fund (USF) Contribution

Fuel Assistance Obligation

Cash Assistance and/or Energy Efficiency

(fuel assistance) Improvements

The same would be true for the utility industry. If, instead of providing a rate discount, the
utility would provide energy efficiency improvements that reduced the annual bill to $590, the

utility would have met its obligations.
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Utility Contribution

Fuel Assistance Obligation

R R - £ Energy Efficiency
(rate discounts) Improvements

In sum, the obligation to provide their respective contributions can thus be met by either the
USF or the utility industry in two alternative ways as follows: either through a cash
supplement/rate discount, or through energy efficiency improvements, or some combination of
the two. Hence, the delivery of benefits from the USF can take the form of either cash fuel
assistance payments or energy efficiency improvements. The delivery of benefits from the utility
industry can take the form of either discount rates or energy efficiency improvements. The
delivery of benefits from either can involve a combination of the two alternatives as well (e.g.,
a $200 responsibility met by a $100 cash payment and a $100 bill reduction through energy
efficiency improvements).

The ability to liquidate the liability for providing benefits represents a significant advance in the
means of delivering low-income fuel assistance. It has four benefits. First, the proposed
program provides a market incentive for both the USF and the utility industry to deliver all
potential cost-effective energy efficiency improvements to low-income households. If through
the expenditure of $100 on energy efficiency improvements, in other words, a utility (or the
USF) may eliminate its obligation to provide $110 in cash benefits, it has an incentive to do so.

Second, the ability to liquidate the liability for providing benefits also provides a market
incentive for both the USF and the utility to efficiently targer their delivery of energy efficiency
measures. Assume two households are on a system: Household A and Household B. Because
of high consumption (and thus high bills), Household A poses a fuel assistance obligation of
$500 to the utility (or to the USF); because of low consumption, Household B poses a smaller
fuel assistance obligation of only $100 to the utility (or to the USF). The utility and the USF
thus would now have a financial incentive to target that high consumption household (Household
A) for energy efficiency improvements. Indeed, it might be possible that there would be
competitive pressures for parties to reach those high consumption households "first" (so as to
"count” the bill reductions against that particular party’s obligation to provide assistance).
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