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House Bill 546 would increase the current infrastructure investment surcharge cap for
residential gas company customers from $2 to $4 per month as part of the existing STRIDE law.
In addition, it would establish an electric company equivalent of the gas STRIDE law with a
comparable $4 per month cap. For the reasons discussed below, the Office of People’s Counsel
(People’s Counsel or OPC) opposes House Bill 546.

In 2013 the General Assembly passed and the Governor signed a bill allowing natural gas
companies to submit plans to the Public Service Commission (PSC) to recover the costs of gas
distribution infrastructure replacements or improvements through a surcharge mechanism. This
is referred to as the STRIDE law.? The stated purpose of the law was to “accelerate gas

infrastructure improvements in the State .” PUA 8 4-210(b). People’s Counsel and other

! Senate Bill 8 (Chapter 161), enrolled on May 2, 2013.
2 The Strategic Infrastructure Development and Enhancement (STRIDE) law, codified at Public Utilities Article § 4-
210.
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customer representatives had opposed the Bill for a variety of substantive reasons.® Subsequent
to its effective date, OPC has retained experts in each of the Commission’s STRIDE
proceedings, in which the Commission has approved the STRIDE Plans of the three major gas
utilities and the accompanying surcharges. In 2013, the Commission also authorized the
imposition of certain electric infrastructure surcharges for three electric companies. The
surcharges for two of the three gas companies are well below the cap provided for under the
current law, and the electric company surcharges are below 20 cents per month.
Electric STRIDE Program

A Statutory Requirement for an Electric STRIDE Program is not Necessary.

Two things occurred after the series of dramatic summer and winter storms in the 2010-
2012 time period, including the Derecho. First, a “Grid Resiliency Task Force” established by
former Governor O’Malley recommended (among many things) consideration of electric
reliability surcharges to increase and accelerate reliability of the electric system. The
Commission subsequently responded by approving targeted surcharges for three electric
companies.

Second, and in our opinion, most importantly, the General Assembly passed a law to
establish reliability standards, and the Commission, through an extensive rulemaking process,
established the so-called “RM 43 reliability regulations, which included reliability standards,
annual reporting requirements and compliance mechanisms.

Primarily as a result of the latter, Maryland has experienced considerable progress in
meeting the original reliability standards, and we expect similar progress in meeting the new

enhanced reliability standards. In contrast to the electric utility performances in prior years,

® OPC submitted testimony on Senate Bill 8 on January 23, 2013 to the Senate Finance Committee and on House
Bill 89 on January 24, 2013.
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before the adoption of the standards, there were a limited number of power outages during the
January 2016 near-blizzard — a direct result in particular of the substantial vegetation
management, feeder hardening and recloser deployment activities under the Commission’s
regulations and the limited surcharge. The expectation of OPC, and its expert distribution
system consultant, is that current spending levels and continued activities will enable that level
of reliability to continue. Mandated additional spending and surcharge recovery is not needed to
ensure reliability standards are met.* However, in the event that public safety or reliability of the
system is at risk, the Commission already has acknowledged that it has the ability to approve a
surcharge if it determines it is needed.

The Electric STRIDE Framework Would Allow Surcharge Recovery From

Customers for Capital Investments that are not Related to Core Services of

Reliability and Public Safety and that are not Incremental or Accelerated

The Bill would establish a framework for an Electric Company “STRIDE” Plan and

surcharge that are distinct from and go far beyond the stated purpose for the gas STRIDE
Program. The focus of the gas STRIDE law is on encouraging gas utilities to engage in
accelerated and incremental activities to improve public safety and reliability of the distribution
system. In adopting the surcharges for the electric companies, the Commission focused on
authorizing a surcharge for accelerated and incremental activities to improve the reliability of the
electric system. In contrast, the Bill’s provisions on the electric infrastructure Plan and surcharge
are much broader; in fact, both the definition (PUA § 4-211(a) (3)) and the stated intent (PUA §
4-211(b)) provisions refer to capital investments and financing of initiatives, respectively, “to
promote economic growth, environmental sustainability, and customer reliability.” While

economic development and jobs, and environmental policy goals are laudable, they are not the

* In OPC’s most recent review of Pepco’s Grid Resiliency Charge (GRC) Annual Report and 2015 feeder
program,OPC noted to the Commission that Pepco’s spending on feeder reliability improvements, as part of its base
rates, had declined, while costs were being collected through the GRC.
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core responsibility of utilities and utility customers. These goals and initiatives have been, and
continue to be through this 2016 Session, addressed through other legislative initiatives.> They
are not the primary or direct responsibility of utility customers. . In addition, these categories are
so broad that electric companies could easily submit Plans for microgrids, community solar, or
other initiatives, to be funded by ratepayers through surcharges. It is not clear whether that is the
intention of the Bill, but it could be a very real outcome.

Surcharge Cap

The proposed surcharge cap of $4 per month is neither necessary nor reasonable for
residential customers. The Bill doubles the cap on the monthly gas surcharge amount from $2
per month to $4 per month for residential customers, and imposes a new surcharge requirement
for electric customers.

Based upon current experience with the gas STRIDE law, the increase in the gas
surcharge cap is unnecessary and otherwise premature. First, the surcharges of two of the three
gas companies are well below the current $2 cap. If a company does find itself in the position of
exceeding the cap, it has the right to file a request for a rate increase; if approved, the surcharge
amount can be reset going forward. Second, the Commission is still engaged in refining the
STRIDE Program review, approval and evaluation process, which has been in place for two
years or less. These proceedings have been time consuming. While OPC is not a supporter of
surcharge mechanism, we would hope that the STRIDE Plans and costs would ultimately be
subject to a review of their effectiveness in delivering on the stated purpose of the STRIDE law.
To significantly raise the monthly costs prior to such initial review would not serve the

customers of these gas companies.

® For example, see House Bill 1106, introduced this Session.
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Second, assuming the statutory cap was increased and met, the impact on residential
customers would be significant: $48 annual surcharge amounts for a gas or electric utility
customer and $96 per year for a combined gas/electric customer. This amount is in addition to
the base rates, including the monthly customer charge, paid by the residential customers.

Using information gleaned from utility annual reports to the Public Service Commission
(PSC) (last available information is for year end 2014) and current base rate cases, if all utilities
which qualify under the bill file plans and the plans are accepted by the PSC at the maximum
level of $4 per account per month ($48 per year), the impact on RESIDENTIAL GAS
Customers statewide is approximately $51 Million annually. Under the same assumption, the
impact on RESIDENTIAL ELECTRIC customers is $114.9 million annually.®

OPC focused on the residential accounts; however, the surcharges proposed under the bill
would also apply to commercial (including government) and industrial accounts. Therefore, the
overall annual impact will be higher if applied to all customer classes.

The Bill’s aim to double the monthly surcharge amounts is particularly puzzling as it
appears that utilities that currently have infrastructure plans in place have not always been able to
spend up to the level of their approved surcharges. For example, during the 2014 reconciliation
proceeding for BGE, it was evident that overall spending on gas infrastructure projects decreased
from projections. The same was true for BGE for most of 2015, although it expressed an
intention to drastically accelerate spending in the fourth quarter of 2015. OPC has not yet been
able to verify that BGE did as it proposed for the last quarter. Likewise, WGL admitted in its

reconciliation proceeding that it had not been able to complete many projects on its 2014 project

® Based on the reports reviewed, the number of residential gas accounts statewide is approximately 1,057,962 and
the number of residential electric accounts statewide is 2,392,803. Because of differences in reporting methods
among utilities, some information had to be extrapolated from sources other than annual reports.
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list because it had trouble finding work crews to perform the work. As a result, less than 60% of
the money it collected under its plan was used to shore up the safety and reliability of its gas
system. For 2015, WGL had only started about 10% of its planned projects by May. The latest
information available to OPC has WGL on pace to spend only half of what it is authorized to
collect in calendar year 2015.

A utility’s core responsibility is to provide safe and reliable service, and to operate and
maintain its system accordingly. While OPC and other customer representatives did oppose the
original legislation for a number of reasons, we recognize the General Assembly’s intention to
protect public safety in the passage of Senate Bill 8 in 2013. However, House Bill 546 goes far
beyond that initial targeted objective, and would subject customers to significant bill impacts

without the protection that traditional oversight of utility rates provides to customers.

OPC therefore respectfully requests an unfavorable report on House Bill 546. If it is the
will of the General Assembly to pass this Bill, then OPC recommends that the monthly cap on
surcharges be kept at $2 per month for both gas and electric companies, and that the capital
investments for the electric investments be limited to accelerated and incremental public safety

and reliability investments.



