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On August 16, 1996, PacifiCorp dba Utah Power & Light Company (Utah Power), filed an Application for approval of revisions to its Tariff No. 28, Rules 2 and 12 and Schedule 300, providing for charges for the construction of distribution line installation or operations, commonly referred to as the “line extension policy.”  Utah Power proposes to shift more of the cost of new service and distribution line installations or alterations from the system revenue requirement (i.e., the overall body of ratepayers) to the new customer requesting the connection.  The Company contends that the current policy provides for allowances that are not economically justified and that it provides subsidies to some customers at the expense of others.  The two primary changes being proposed by Utah Power to its line extension policy are a reduction in allowances provided by the Company and the implementation of a contract tracking charge on a two-year trial basis.
On December 10, 1996, the Commission conducted a formal hearing on Utah Power’s Application.  The only parties to participate in this case are Utah Power and the Commission Staff.

Utah Power
The Company states that its primary objectives in revising its line extension policy are to [1] reduce the extension allowances to a level that new customers’ revenues will support, [2] reduce the types of minimum billings and standardize their calculation, [3] standardize line extension policies within the states where the Company provides service, and [4] propose a two-year pilot project to track all new line extension contracts to determine how many additional customers attach to each new extension.
According to Utah Power’s calculations, the cost of a transformer, meter and service for the average residential line extension is $1,432.  This is in accord with the Company’s studies indicating an appropriate level of spending would be $1,405 for a typical residential customer.  The current policy includes up to 300 feet of distribution facilities in addition to the transformer, meter and service.  Based on the current allowance, the average residential extension cost is approximately $1,838, which the Company contends is well in excess of what the appropriate level of spending should be.  Consequently, the Company proposes an allowance of 1 times the estimated annual revenue for non-residential customers.  The Company’s studies indicate that an appropriate allowance is about one year’s revenue.  The Company’s present policy allows non-residential customers the greater of 3 times the estimated annual revenue, or transformer, meter and service plus 300 times the average cost per foot of the extension, whichever is greater.
The Company proposes to supply the transformer, meter and service for developers of residential subdivisions.  This matches the allowance of individual residential customers.  The developer will be responsible for the primary and secondary backbone system making power available to each lot.  This proposed allowance omits the footage allowance the Company presently provides.
In addition, Utah Power proposes a “contract minimum billing,” which is a method of ensuring that the revenues from the new customer cover the fixed costs of the new line extension.  The contract minimum billing equals the facility charges (the fixed costs of a line extension calculated as percentages of the cost of the line extension) plus 80% of the customer’s monthly bill, or the customer’s monthly bill, whichever is greater.  This proposal treats all of the fixed costs the same and uses one calculation.  The current minimum billing, by contrast, requires a two-part calculation to cover the fixed costs on the extension; one for the allowance portion and one for the customer advance portion.  The Company states that it has similar policies in California, Oregon and Washington.  
Utah Power is also proposing the 25% refund method for extensions to individual residences and small non-residential customers.  This policy recovers the entire cost of the line extension from the customer making the request.  Each of the next three customers who connect to the line extension within a five-year period shall reimburse the customer who financed the line extension 25% each.  The current policy, by contrast, is based on the estimated load and shared line length of the customers who subsequently connect to the line extension.  The Company contends that the current policy is confusing to the customers and more difficult and costly to administer.  
Utah Power is proposing a pilot project to track all line extension costs for two years.  The purpose of the pilot is to collect information.  During the two-year study period, all line extension projects will be followed regardless of the number of types of refunds and the Company will make an annual audit of all the new line extension contracts.  With the collected information, the Company will then evaluate the effect of changes in the policy as compared to the current policy.  Finally, the Company has proposed a contract administration charge.  Under this proposal, when a customer pays an extension of that advance, he/she will be given two options: (1) pay the contract tracking charge in which case the Company will set up a refundable account, track the extension for the contract term and provide for refunds if additional customers attach to the extension, and (2) pay the advance as nonrefundable and not pay the tracking charge.  In this case, there will be no follow-up or further administration by the Company and there will be no refunds.  Utah Power states that the purpose of the charge is to allocate costs to those customers who cause them.  If the customer deems it unlikely that there will be additional customers who will provide refunds, the customer may waive the charge and the Company will avoid the expense of following the account.
Commission Staff
Staff presented the testimony of Rick Sterling who recommended a number of changes to the Company’s line extension proposal.  Sterling supports Utah Power’s request to generally shift more of the cost of line extensions to those who request them.  He also recommends that the cost of new terminal facilities and line extensions needed to serve new customers, to the extent those costs exceed the investment per customer that existing rates will support, be paid by the customers who cause those costs to be incurred.  Consequently, Sterling proposes that the Company reduce its share of investment in new distribution and terminal facilities by recovering from customers through line extension charges, actual connection costs not currently recovered through rates.  This will eliminate the subsidies provided to new customers at the expense of existing customers.  Sterling recommends that the Company’s investment in facilities for each new customer be equal to the embedded costs of the same facilities used to calculate base rates and that costs in excess of those embedded costs be borne by the customers requesting the line extension through a one-time capital contribution.  For residential customers, Sterling calculates that an investment of $1,078 would be revenue neutral.  This is relatively close to the cost of terminal facilities for residential customers.  Consequently, Sterling recommends free terminal facilities be provided by the Company for residential customers  and that no allowance be offered toward line extension costs.  The Company recommends the same for residential customers, Sterling notes.
For all other customer classes except industrial (Schedules 8 and 9), Sterling recommends an allowance be offered toward the cost of terminal facilities and line extensions.  His recommended allowance is $90 per kilowatt of estimated load.  He recommends that allowances be estimated on a case-by-case basis for all industrial customers.  Sterling notes that the Company, by contrast, proposes an allowance for all non-residential customers of 1 times annual revenue.
Sterling recommends that the Commission allow Utah Power to implement a pilot program to permit customers to waive their right to future vested interest refunds.  Contrary to the Company’s proposal, however, he recommends that customers who wish to retain their right to a refund not be required to pay any fee and that customers who waive their right to a refund receive a contract administration refund.  In addition, he recommends that the Company’s proposed 25% refund methodology be rejected in favor of the shared length and load ratio method currently in place.  Under this methodology, refunds are collected over a five-year period from customers based on their respective load and shared line length.  Staff argues that this methodology is more fair because it more accurately imposes costs on those who cause their incurrence.  In addition, the Company has experience administering this methodology which the Company will continue to use for customers larger than 1,000 kilowatts.  Finally, Sterling recommends that the Commission accept the Company’s proposed method for determining contract minimum billings.
Utah Power Rebuttal
In rebuttal, Utah Power accepts Staff’s recommended allowance of $90 per kW of estimated load for non-residential customers.  Regarding Sterling’s proposal that Schedule 8 and 9 customers’ allowances be determined on a case-by-case basis, the Company agrees with respect to Schedule 9 but believes that Schedule 8 should receive the standard allowance on the basis that the Company’s Schedule 6 and 8 are very similar and Utah Power has considered eliminating Schedule 8, in which case the customers under that schedule would move to Schedule 6.  Utah Power notes that with a slight change in load factor, the five existing customers on Schedule 8 would be better off on Schedule 6 and would presumably desire to switch rates.  In live surrebuttal testimony given during the hearing, Sterling accepted this modification to his proposal.
Utah Power accepts Staff’s proposal regarding the contract administration charge originally proposed by the Company.  Regarding refunds, however, the Company continues to advocate the 25% method as opposed to the current policy which Staff supports.  The Company states that a significant factor in a customer’s evaluation of whether they are being treated fairly is if they understand up-front what their refunds will be and if they can see that the Company is adhering to those conditions.  The Company contends that with the proposed reduced allowances, the number of customers entitled to refunds will significantly increase.  Correspondingly, there will be an increased value to a simple policy that can be easily understood and applied.
Findings
Based upon the undisputed evidence presented during the course of this case, we find that the line extension fees currently being charged by Utah Power do not recover the Company’s investment.  Unlike some costs incurred by the Company, line extension investment can be traced irrefutably to those customers who cause the Company to make that investment.  While line extension fees are, by necessity, based upon averages and assumptions, we find that the revisions proposed by Utah Power to the method by which line extension fees are calculated, and the Company’s request to increase its line extension fees in general, is fair, just and reasonable.  We further find that these changes will help to insure that those customers who request, or are served by, a line extension pay a reasonable portion of the costs that Utah Power incurs in constructing those facilities.
We further find that the Company’s proposed pilot project tracking all line extension costs for two years should provide data to the Company and the Commission that is helpful in making future decisions regarding the Company’s line extension policies.  We accept the Staff’s proposal that customers who wish to retain their right to a refund not required to be paid any fee and that customers who waive their right to a refund receive a contract administration refund.
We accept the Staff’s recommended line extension allowance of $90 per kW of estimated load for non-residential customers.  We agree with the Company that Schedule 8 should receive the standard allowance on the basis that its Schedule 6 and 8 customers are similar and in light of the fact that the Company may eliminate Schedule 8.
The only unresolved issue in this case pertains to the manner in which the Company proposes to refund line extension charges to the customer who requests the extension as subsequent customers hook up to that extension.  As noted, the Company proposes a methodology by which each of the next three customers to connect to the line extension (assuming there are any) within a five-year period shall reimburse the customer who financed the line extension 25% each.  Utah Power contends that this method is simpler for customers to understand and is consistent with the Company’s policy in other jurisdictions.  The Commission Staff, by contrast, recommends that the current policy under which refunds are based upon the subsequent customers respective load and shared line length be maintained.  Staff cites the fairness of this methodology which, it contends more accurately imposes costs on those customers who cause their incurrence.  
In reaching a decision regarding the Company’s refund methodology, we are hampered by a lack of data regarding the typical number of customers who connect to a line extension.  Nonetheless, we believe that it is desirable, from a policy prospective, to reimburse the original customer who requests the line extension as fast as is reasonably possible.  We hereby adopt, therefore, a new method that will capture the advantages of the current and the proposed methods and balance the competing objectives of fairness and administrative complexity.  We note that this is the same method we are simultaneously adopting for the Idaho Power Company in Case No. IPC-E-95-18.  
First, we find that a five-year refund period is reasonable and should be adopted.  Second, we order that the first five customers sharing a common segment of a line extension shall be responsible for the cost of the line.  By limiting cost responsibility to five customers and limiting the refund period to five years, we believe that much of the current administrative difficulty identified by Utah Power will be relieved.  In order to preserve fairness, we further order that length and load ratio continue to be used in determining each customer’s cost responsibility.  Finally, to further eliminate incentives for additional customers to wait to connect to a line extension, the cost responsibility under the method we are approving, will shift from the first applicant to each successive applicant until each of the first five customers has an equal minimum cost responsibility.  The cost responsibility shall be 100% for the first customer and shall decrease by 20% for each successive customer.  Vested interest payments made to Utah Power by each successive applicant shall, in turn, be refunded by the Company to the most recent previous applicant.  Thus, for example, the second customer shall pay 80% of the cost of the shared facilities; that amount shall be refunded to the first customer.  The third customer shall pay 60% of the cost of the shared facilities; that amount shall be refunded to the second customer.  The fourth customer shall pay 40%, to be refunded to the third customer.  Finally, the fifth customer shall pay 20%, to be refunded to the fourth customer.
We find that this method adequately addresses the concerns of Utah Power and the Staff and is fair and reasonable for customers.  We direct the Staff to work with the Company to implement this new refund system.

O R D E R
IT IS HEREBY ORDERED that Utah Power’s Application for revisions to its line extension policies as modified by this Order, is approved.  The Company is directed to submit a revised tariff consistent with the terms and conditions set forth in this Order on or before February 21, 1997.
THIS IS A FINAL ORDER.  Any person interested in this Order (or in issues finally decided by this Order) or in interlocutory Orders previously issued in this Case No. UPL-E-96-4 may petition for reconsideration within twenty-one (21) days of the service date of this Order with regard to any matter decided in this Order or in interlocutory Orders previously issued in this Case No. UPL-E-96-4.  Within seven (7) days after any person has petitioned for reconsideration, any other person may cross-petition for reconsideration.  See Idaho Code § 61-626.
DONE by Order of the Idaho Public Utilities Commission at Boise, Idaho this                  day of February 1997.



                                                                                                                                       RALPH NELSON, PRESIDENT
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DENNIS S. HANSEN, COMMISSIONER
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Myrna J. Walters
Commission Secretary
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