ARKANSAS ENERGY EFFICIENCY:  A CASE STUDY
Jerrold Oppenheim and Theo MacGregor

Democracy And Regulation

Introduction

This study shows how both environmental and social welfare principles were advanced in the context of an energy regulatory process in a poor US southern state. Electric power in the southern US has been relatively inexpensive for about 70 years, so policymakers have had very little motivation to develop cheaper alternatives such as energy efficiency. With the possible exception of biomass, there is very little native renewable energy in the South that is economic. Further, clean energy and low-income supports have been relatively low political priorities over the years. However, over the past decade, with marketization of the natural gas and electricity industries throughout much of the nation, power costs even in the South have risen and become less affordable for low-income and other customers. At the same time, environmental concerns have led utilities and policy-makers to look for more sustainable resources than the dirty coal and expensive gas typically used to generate much of the electricity in the South. Thus, the stage was set for a significant policy shift in Arkansas in 2006 and 2007.
Socioeconomic and legal background in Arkansas
Arkansas has a relatively large (among US states) low-income and working poor population, with even the middle class under severe economic pressure due to long-term factors such as global trade pressure on labor. The doubling of natural gas prices therefore caught policymakers’ attention. An obvious response was seen to be investments in energy efficiency to lower bills, but this raised the difficult question of who can afford to finance them. This in turn raised the even more difficult tension between energy policy and social welfare concerns.

In terms of energy policy, energy efficiency investments had the obvious economic benefit of substituting relatively inexpensive conservation measures for increasingly costly natural gas. Efficiency also advanced environmental objectives by reducing the total use of resources and, as a result, air emissions. At the same time, those concerned with social welfare saw efficiency as a way to make energy more affordable by lowering bills. 
However, the legal and political context in Arkansas is relatively hostile to using utility ratemaking for social welfare purposes. This situation is analogous to pressures in other places for programs to pay for themselves without cross-subsidy by other ratepayers.
At the same time, many (including the Attorney General) did not trust utilities to implement an efficiency policy since saving energy rather than selling it could be seen as contrary to the corporate interest.

The political context is mixed. There is a strong progressive streak in Arkansas – former President Clinton was once Attorney General and Governor there -- but there are also strong political forces opposing any measure that might be seen as anti-business or pro-social welfare. In the utility rates context, these forces are led by groups of industrial customers, whose role as property taxpayer and job provider results in their wielding significant political power. Large customers are not entirely unified, however, as Wal-Mart -- the largest company in the state -- has adopted efficiency as both a money-saving and product sales strategy. 
The regulatory agency, including the chair, is appointed by the Governor. However, both the Governor and the regulator depend on the Legislature for their budgets, and the regulator also for its authority. Other players include the separately-elected Attorney General and a (weak but present) environmental movement. At the time of these events, the Attorney General and legislature were led by one party, the Governor was from the other. This dispersion of power is deliberate and typical in the US.
Utility Structure in Arkansas

The generation of electricity has not been marketized (deregulated) in Arkansas, although its natural gas fuel has been. The majority of customers are served by investor-owned regulated utilities (IOUs). There are four vertically integrated electric IOUs, with generation, transmission and distribution regulated by the state; and three natural gas IOUs, with only distribution state regulated.
The Players
A number of initiatives came together to bring utility-funded energy efficiency to Arkansas. The authors have been educating regulators across the country for decades, including three-times a year at national meetings of regulators. At one of those meetings, in reaction to the natural gas price spikes after Hurricane Katrina in 2005 and their severe impact on customers, especially low-income customers, we received a very positive response from the chair of the Arkansas regulatory commission. She responded to the crisis on both a human level and with a background in the natural gas business. She embarked on a multi-year political effort to transform the regulatory landscape for energy affordability, including by holding commission forums with guest speakers (including the authors). 

At the same time, one electric and one gas utility were also looking for ways to introduce efficiency. The electric utility (Entergy) had been working for several years, at times with the help of the authors, to organize customers and others across its five-jurisdiction territory in the South to support efforts to help low-income utility customers (even in areas far afield from electricity, such as pre-school education). From this perspective, the effort served both human and business objectives (richer customers buy more electricity). Similarly, the gas utility (Arkansas Western Gas) had begun a pilot efficiency program, seeing it as a way to help people while stemming substantial customer loss. These utilities brought important skills, power, and funding to the table, but needed other political elements in place in order to see their visions through. 

A vital third force was provided by the director of the Arkansas Community Action Agencies Association, a strong and determined leader of a network of NGOs that (among many other services) implement a very small federally funded low-income weatherization and energy efficiency program. The director found a national network of helpful people (including the authors) in similar state low-income weatherization networks. She kept the pressure on in the legislature and the media, including by organizing statewide forums to develop a consensus approach to affordable energy policy among utilities, politicians, religious and civic leaders, and low-income agencies. 

Results

These pressures helped the commission chair create a statewide collaborative designed to develop a regulatory rule for utility-funded energy efficiency. Key to this year-long process was her strong statement of direction to the participants and a very skillful facilitator from the Regulatory Assistance Project (RAP). The authors led a consensus within the collaborative, on behalf of the low-income network and with considerable support of the two aforementioned utilities (and, ultimately, all the others) around an efficiency program to serve "severely energy-inefficient homes," to be implemented by the statewide low-income agency network and financed through rates by all investor-owned utilities. Targeting the program to all "severely energy-inefficient homes," instead of serving only low-income homes, met legal and political objections of social welfare ratemaking by focusing the program on buildings most in need from an energy policy point of view. Such targeting also had the political appeal of including working poor families. This focus also provided the most cost-effective approach to meeting utility needs for reducing emissions, meeting electric load growth, and retaining gas customers. The result was near-unanimous support for the programs (all except the industrial customers, who grumbled and threatened judicial appeal, but ultimately simply gave up). 

The timetable for commission action was accelerated when a state election caused the Governor's office to change from the commission chair's political party to the other -- which meant the commission chair would soon be replaced. The end of the chair's term became the deadline for an order. A strong and carefully drafted order (again, with our formal and informal help) effectively headed off the threatened appeal. Behind the scenes, gas utility support was guaranteed by the likelihood of favorable rate treatment. 

By this time, the gas utilities, electricity utilities, and the low-income agency network (with some participation by commission staff and the attorney general) had come to trust each other, work well together, and become efficient at developing a detailed joint filing for the "severely energy-inefficient homes" program. This collaborative (without commission staff or the attorney general) survives the filing and continues to operate as a "board of directors" to maintain a consensus around the operation and any re-design and expansion of the program. (This collaborative is based on a successful "Best Practices" collaborative that the low-income agency network in Massachusetts operates, together with the investor-owned gas and electric utilities that have financed low-income programs there for the last decade. One of the authors leads that effort.) The initial "pilot" filing expanded the existing (federal) weatherization program by 50 percent; expectations are that the full program will ultimately double or perhaps triple the existing funding. 

Lessons Learned

Every achievement like this is due to unique circumstances, but here are some lessons that the authors believe are transferable to other places with large low-income populations:

a. A coalition of interests from all over the political map is critical to project success. Recruit supporters where you find them (here it was the commission chair, some commission staff, some utility people, as well as many NGO, religious, and civic leaders). 

b. All key constituencies must be involved in the process (e.g., political players, utilities, consumer and low-income advocates) -- or neutralized (industrials).
c. There needs to be something for everyone - every legitimate interest deserves to be met if it joins the consensus (e.g., favorable IOU ratemaking; low-income network participation in implementation; program based on energy policy rather than social welfare policy, but with positive social welfare impact).
d. A few determined leaders headed in more or less the same direction can facilitate movement toward consensus (here, the commission chair, low-income network director, two IOUs with a commitment at a high level in both companies).
e. It is important to facilitate the understanding that economic efficiency, environmental improvement, and social welfare are compatible.
f. It is helpful to maintain flexibility and creativity (e.g., there was a near-consensus in favor of a targeted low-income program, but a "severely energy-inefficient homes" program solved political and legal obstacles).
g. Be prepared for lots of meetings, conference calls, and other constant communication among all parties to iron out small and large difficulties and to keep the momentum necessary to a successful outcome.
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