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REBUTTAL TESTIMONY
OF
THOMAS A. SOLT
LACLEDE GAS COMPANY

CASE NO. GT-2009-0026

Q. Please state your name and business address.

A, My name is Thomas A. Solt, and my business address is P.O. Box 360,
Jefferson City, MO 65102,

Q. By whom are you employed and in what capacity?

A. I am employed by the Missouri Public Service Commission (MoPSC or
Commission) as a Regulatory Auditor in the Energy Department of the Utility Operations
Division.

Q. How long have you been employed by the Commission?

A, I have been employed by the Commission from May 1992 to present, with the
exception of the period from September 20, 1997, through January 13, 1998.

Q. Please describe your education and professional background.

A. I was graduated from the University of Missouri—Columbia in August 1999,
earning a Master of Public Administration degree, and from the University of Missouri—St.
Louis in May 1987, after completing the requirements for a Bachelor of Science degree in
Business Administration with an accounting emphasis. I am a licensed Certified Public
Accountant in the state of Missouri, and hold other professional certifications.

Q. What has been the nature of your duties while in the employ of the

Commission?
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A, I have, under the direction of the Managers of Auditing, Energy, and
Telecommunications Departments, assisted with audits and examinations of books and
records of utility companies operating within the state of Missouri under the jurisdiction of
the Commission, and the review of various tariff filings and applications. I have also been
responsible for the tracking and analysis of issues that were pertinent to the ratepayers of

Missouri that were before the Federal Communications Commission and the Federal Energy

Regulatory Commission.
Q. Have you previously filed testimony before the Commission?
A. Yes,  have. The cases in which I previously have filed testimony are included

as Schedule 1 of my rebuttal testimony.
Executive Summary

Q. What is the purpose of your Rebuttal Testimony in this case, Case No.
GT-2009-0026?

A. 1 will explain what Laclede is asking the Commission to approve and discuss
the testimony of Laclede Gas Company (Laclede or Company) witnesses Glenn W. Buck and
Michael T. Cline.

Q. Do you have concerns with Laclede’s Proposal?

A, Yes, and I recommend denial of the proposed tariff change for numerous
reasons including: (1) the tariff addresses a single cost item outside a rate case so the
Commission cannot consider all relevant factors; (2) bad debts are not gas costs; (3) only gas
costs are permitted in the Purchased Gas Adjustment; (4) it is bad for customers as Laclede

may over-recover this expense; (5) it eliminates most of the incentive for Laclede to pursue
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debt collection; and (6) it abrogates the Unanimous Stipulation and Agreement in Laclede’s
last rate case.
Testimony

Q. What is Laclede proposing with this tariff?

A Laclede proposes to pull a single cost item out of base rates and treat it
differently from other costs of doing business.

Q. What is your concemn?

A, Commission approval of this tariff would mean any expense agreed to in a rate
case could, at a later da:{c, be plucked from the rate case, estimated, and then tracked against
actual amounts. Laclede could have brought this issue to the Commission for decision in its
last rate case.

Q. Did Laclede have the opportunity to propose a tariff to recover bad debt write-
offs through the PGA/ACA mechanism in its most recent rate proceeding?

A, Yes,itdid. As a matter of fact, Laclede proposed this treatment in its original
filing in Case No. GR-2007-0208, but later withdrew its proposal. Now Laclede improperly
proposes to change the Unanimous Stipulation and Agreement, and change the method for
recovery of a single line-item cost.

Q. Mr. Buck states on page 3 of his direct testimony, that it is more appropriate to
recover the gas cost portion of bad debt write-offs through the PGA/ACA mechanism rather
than through base rates. Do you agree with this premise?

A. No, I do not. Bad debt is not a gas cost. It is not a discrete cost like
commodity or natural gas transportation expenses. Purchased gas costs that are allowed to be

recovered through the Purchased Gas Cost/Actual Gas Cost (PGA/ACA) [emphasis added]
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mechanism in Missouri are direct, actual gas costs that are subject to audit in a true-up
process. Only the known, actual, direct and auditable gas costs may be aliowed to be
collected through this process.

Q. What is the basis for this statement?

A. The legislature did not approve the PGA/ACA mechanism so there is not a
statute which provides for the costs which may be included. The courts have said that only
the cost of obtaining the gas itself may be recovered through the PGA. The Western District
said it was lawful to have a PGA clause for gas companies, while it was unlawful to have a
Fuel Adjustment Clause for electric companies, because “gas costs which the PGA
mechanism allows the companies to pass on are almost entirely the cost of obtaining the gas
itself; they do not include the type of labor and material costs used in making electricity.”

Q. Why did the Courts find that a fuel adjustment clause for electric providers was
not permissible?

A. The Court said electric utility companies had control over certain costs because
“unlike natural gas, [electricity] is not a natural resource. Its cost therefore is made up of the
cost of such things as labor, raw materials, and so forth, costs which can vary greatly and
which the utilities can control.” Midwest Gas Users' Ass'n 976 S.W.2d 470, (Mo.App. 1998).

Q. As an accountant, what does this mean to you?

A, It means that bad debt is not a gas cost. It is a cost similar to labor and raw

. materials and may not be included in the PGA. From an accounting perspective, this

language indicates the cost of such things as labor, salaries, raw materials, and insurance costs

“which the utilities can control” are not to be included in the PGA. [emphasis added].
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Utilities have some level of control over bad debt write-offs, similar to its labor and raw
materials costs.

Q. How can Laclede control bad debts?

A.  First, they may require payment of a certain amount of a customers arrearage
before providing that customer with service. They also have the ability under Commission
rule to deny service to customers who have arrearages. Even during the Cold Weather Rule
period, under Chapter 13, the Company has the right to require the customer to pay 50% of
his/her arrearages before receiving service. During other months, the Company may require
100% of arrearages before reconnecting a customer.

Q. What ¢lse can Laclede do?

A, They can aggressively pursue disconnects of non-paying customers, assure the
identity of customers before connecting them and pursue other collection activities.

Q. Do you have any additional concerns with including bad debt in the PGA?

A. Yes. The PGA/ACA process is set up to recover only known, actual, direct,
and auditable gas costs. Since these costs are passed directly through to customers, these
costs must be subject to audit in a true-up process.

The bad debt write-offs Laclede proposes to recover through the PGA/ACA
mechanism cannot be directly related to gas procurement activities, are not direct gas costs at
all, but uncollected revenues, and there are no related expenditures that can be audited.

Q. What is the basis for your statement that bad debts are not direct gas costs?

A, Bad debts are a cost of doing business—something that all businesses that do
business by credit experience. These costs are not directly related to Laclede’s actual costs of

purchasing and delivering gas to customers.
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Additionally these costs are based upon an assumption that a certain percentage is
“related” to gas cost, thus making these costs less subject to verification compared to all of the
other gas costs currently reflected in the PGA/ACA process. Costs based on assumptions are
not subject to accurate quantification and audit for prudency. Costs which are not readily
auditable, have no place in the PGA/ACA mechanism.

Q. What do you mean by your statement that bad debt expenses included in a
PGA/ACA mechanism are not auditable?

A. There is no way for the Staff to determine the amount of bad debt write-offs
related to margin versus those related to gas. It is merely an estimate, and an estimate is not
technically capable of measurement or audit to the degree that presently exists relative to the
gas costs currently reflected in the PGA/ACA clause.

Q. Why is it important for regulators to be able to audit costs included in the
PGA?

A, These costs are passed directly through to customers, then audited later. Due
to this direct pass-through, it is, therefore, important that Staff be able to determine that only
those prudently incurred costs are passed directly on to customers. The quality of the audit is
impacted by Staff’s ability to accurately measure the costs being passed through the
PGA/ACA process.

Q. Is the cost portion of bad debt write-offs recognized as a gas cost on Laclede’s
books and records?

A, No. The Commission specifies that utility costs be classified in accordance
with the Federal Energy Regulatory Commission’s (FERC’s) Uniform System of Accounts

{(USOA) [4 CSR 240-40.040]. USOA account 191, Unrecovered Purchased Gas Costs, is for
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unrecovered purchased gas costs, while uncollectible accounts are booked under account 504,
Uncollectible Accounts, which is the account to be charged with amounts sufficient to provide
for losses from uncollectible utility revenues, These costs are classified as customer account
expenses and not as gas costs. The USOA contains no requirement to segregate uncollectible
utility revenues between gas costs and margin costs.

Q. Who determines how the costs should be collected from customers?

A. Ultimately, it is the Commission that determines how revenues should be
collected from customers to cover the Company’s costs.

Q. How is Laclede currently recovering its bad debt expense?

A. Laclede currently recovers its bad debt expense through its base rates, which
were set in Laclede’s last rate case, GR-2007-0208. During a rate case, the Commission may
take into account all relevant factors, including the Company’s rate of return, to set just and
reasonable rates.

Q. Does Laclede currently operate under a rate design which permits it to collect
100% of its non-gas costs?

A. Laclede has a rate design that permits it to collect 100% of its non-gas costs, as
well as the opportunity to earn a reasonable rate of return.

Q. Is Laclede proposing to remove bad debt from base rates through this
application?

A. No. Laclede is not proposing to remove bad debts from its base rates through
this application. Instead, it is proposing to recover 75% of any differential between the level
of bad debts it is actually incurring and the amount of bad debts that Laclede alleges was

included in its base rates in its last general rate proceeding in its PGA/ACA mechanism.
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Q. Would you recommend a tracker mechanism be used for recovery of these
costs?

A No. On page 4, lines 8 through 11 of his rebuttal testimony, Mr. Buck states,
“. . . over the years various kinds of trackers have also been used by the Commission to
address increases and decreases in a number of other cost-of-service items, including pension
expenses, post-retirement medical benefit expenses, environmental costs and the cost impact
of prior Cold Weather Rule changes.”

I disagree with Mr. Buck that bad debt expense shares the characteristics of these
items. No tracker of which I am aware rises to the level of being a tariffed item, and no
tracker directly sets a single rate. Additionally, Mr. Buck speaks of the volatility of bad debt
write-offs as a justification for special treatment of this item in the rate process, when, for the
last three years, as shown in his direct testimony on page 5, Laclede’s bad debt write-offs
have been relatively stable. If there is some future material change in Laclede’s level of
incurred bad debt expense, Laclede has the option of seeking a rate change to address that
situation, in conjunction, of course, with all the other changes in the Company’s revenues,
expense, and rate base levels.

Q. You noted above that this proposal abrogates the Unanimous Stipulation and
Agreement in Laclede’s last rate case. Please explain that statement.

A, Bad debt expense was included in base rates in Laclede’s last rate case, GR-
2007-0208. Since no specific cost level was agreed to for the various items that made up the
total, stipulated amount, no party to the settlement can assert that any particular item has any

particular value associated with it, and bad debts are no exception. Additionally, Laclede
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agreed to the Stipulation and Agreement. The Commission should not now permit Laclede to
go back on its word.

Q. On page 8, lines 7 and 8 of Mr. Cline’s rebuttal testimony, he states, “In
Tennessee, the gas cost portion of bad debts has been removed from base rates and recovered
through a tracker. . . . In addition, I am aware that at least Kansas, Utah, Wyoming, Maine,
New Hampshire, Rhode Island and Massachusetts have all provided for some type of
recovery of the gas cost portion of bad debts in the PGA.” Do you agree with these
statements?

A No, I do not. Mr, Cline’s work papers supporting his testimony did not include
any documents to support his testimony on this matter. Thus Mr. Cline either had no formal
support for his testimony or chose not to provide the support. Tennessee has had a
rulemaking that would allow recovery of bad debt write-offs, however; that rule is not
currently effective. It appears to be held up in Tennessee’s Secretary of State’s office, and
has been for some time, although LDCs there are, for some reason, currently operating under
that rule.

Q. What about Wyoming?

A. I spoke with personnel at the Wyoming Public Service Commission, and was
told that it does not allow recovery of bad debt write-offs, other than in base rates. To double
check, I looked at all of the Wyoming gas tariffs listed on the Public Service Commission site,
and found no reference to bad debt recovery through Wyoming’s version of the PGA/ACA
process.

Q. How does Kansas deal with bad debt recovery?
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A, Kansas allowed Kansas Gas Service, Aquila, and Atmos to institute recovery
of bad debts through its purchased gas adjustment mechanism through general rate case
proceedings.

Q. What about Utah, Maine, Rhode Istand, Massachusetts, and Ohio?

A, Utah, Maine, Rhode Island, and Massachusetts do allow recovery of bad debts
through trackers or their versions of a PGA/ACA mechanism. The Utah legislature has
passed statutes that allow bad debts through its version of a PGA/ACA mechanism. Maine
used revenue neutral alternative rate plans 1o institute pass-through recovery of bad debts.
Rhode Island’s recovery of bad debt through its version of the PGA resulted from general rate
proceedings. Companies in Massachusetts instituted their recovery of bad debts in PGA
clauses in general rate cases in every instance but one. Ohio used stand-alone cases to
implement recovery.

Q. What about New Hampshire?

A. New Hampshire opened a revenue neutral docket to implement bad debt
recovery with gas costs. New Hampshire permits a percentage of bad debt recovery through
its version of the PGA. Attached as Schedule 2 of my rebuttal testimony is testimony from
Amanda O. Noonan, which addresses problems associated with New Hampshire’s current
treatment of bad debts through the PGA mechanism.

Q. You mention one way for Laclede to control these costs is aggressive pursuit
of collections. On pages 8 to 10 of his direct testimony, Mr. Buck argues that the Company
will have “powerful incentives to aggressively pursue” collection activities. Do you agree?

A. No, I do not.  The attached testimony of Amanda Noonan, Director of the New

Hampshire Public Utilities Commission’s (NHPUC) Consumer Affairs Division, relates to

10
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establishment of an appropriate bad debt percentage for KeySpan, to collect an appropriate
bad debt percentage,

Ms. Noonan recounts some of the problems the NHPUC has experienced with
KeySpan’s collection process. She speaks of an “apparent lack of collection activity on
customers’ accounts” and noted several customers who had thousands of doilars in arrearages.

Q. What level of arrearages did Ms. Noonan consider excessive?

A. One customer Ms Noonan discussed had an outstanding balance of $13,709,
and had made no payments on the account for approximately four years. Another had made
no payments since initiating service some 18 months earlier, and was disconnected with a
$4,135 balance. Another accumulated a bill of nearly $13,000 before being contacted by the
utility requesting a $6,000 payment to avoid disconnection.

Q. What conclusions have you drawn from New Hampshire’s experience?

A. It would appear that the 25% of bad debt write-offs to be collected through
base rates in New Hampshire does not serve as a powerful incentive to aggressively pursue
disconnections of non-paying customers there. It’s important to note that the system in effect
in New Hampshire, like Laclede’s proposed scheme, both seek to recover approximately 75%
of bad debt write-offs through the gas adjustment mechanism, It is also important to note that
New Hampshire does not have a “Cold Weather Rule,” and that the utility can disconnect
most customers without regard to the weather.

Q. Are there other problems with Laclede’s proposal?

A. Yes. It is harmful to Laclede’s customers. Approval of this tariff could result

~ in over-recovery of bad debt expenses, since the amount Laclede proposes may, in fact, be

more than actual bad debts. It may also be possible for the Company to write-off bad debts

il



10

11

12

13

14

15

16

Rebuttal Testimony of
Thomas A. Solt

sooner or later to manipulate the outcome, possibly resulting in over-recovery. Additionally,
Laclede is not proposing any reduction to its authorized return on equity as part of this
application. Mr. Buck, on page 9, lines 3-6 of his rebuttal testimony, states that the variation
in write-offs could equal a change in return on equity of “approximately 40 basis points.”
However, this proposed tariff does not provide an opportunity for Laclede to have its base
rates reduced to reflect any reduction in the required rate of return brought about by Laclede’s
proposal.

I believe it would make it much more likely that Laclede would collect 2 majority of
its non-paying customers’ bad debt write-offs from its paying customers through the
PGA/ACA mechanism, through no collections activity on its part. Acceptance of this
application will affect Laclede’s overall risk and, accordingly, its authorized return, even
though the Commission will not have had the opportunity to address all relevant factors,
including what the Company’s authorized rate of return should be, in the context of a general
rate case.

Q. Does this conclude your rebuttal testimony?

A, Yes, it does.

12
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Education

Master’s Degree in Public Administration
University of Missouri-—Columbia, 1999

Bachelor of Science Degree in Business Administration
University of Missouri—St. Louis, 1987

Professional Certifications
Certified Government Financial Manager, November 1996
Certified Internal Auditor, August 1995

Certified Public Accountant, August 1988

Professional Experience

Missouri Public Service Commission, Jefferson City, MO
1992-1996, Auditor, Accounting Department, Energy Department
1996-1997, Policy Analyst, Federal Telecom Department

1998-Present, Auditor, Energy Department, Telecom Department
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Company

St. Joseph Light & Power Co.
management incentive plan,

Western Resources, Inc,
reserve, depreciation
supplies, prepayments, customer

property taxes, and

The Empire District Electric Co.

Missouri Gas Energy
COSts

Missouri Gas Energy

Missouri Universal Service Fund

Southwestern Bell Telephone Co.

and tariff approval

Southwestern Bell Telephone Co.

Ozark Telephone Co.

Relay Missouri Proceeding
Fidelity Telephone Company

Missouri Gas Energy

Case Number
ER-93-41 &

GR-93-42

GR-93-240

ER-94-174

GR-95-33

GR-98-140
TO-98-329

TT-2000-258

TT-2000-667

TT-2001-117 &
TC-2001-402

TO-2003-0171
IR-2004-0272

GR-2006-0422

Union Electric Co. d/b/a AmerenUE GR-2007-0003

Missouri Gas Utility

GR-2008-0060

Issue
Payroll, payroll taxes,

401(k) plan, advertising

Plant-in-service, depreciation
expense, materials &

advances, customer deposits,
property insurance
Tariff issues

Recovery of FERC transition

Tariff issues
USF surcharge

Local Plus availability, ordering,

Local Plus

Rate design

Relay surcharge
Rate design

Class cost of service
Class cost of service

Class cost of service
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Amanda Noonan. Iam employed by the New Hampshire

Public Utilities Commission, 21 South Fruit Street, Suite 10, Concord NH
03301.

WHAT IS YOUR POSITION WITH THE NEW HAMPSHIRE PUBLIC
UTILITIES COMMISSION?

I am Director of the Consumer Affairs Division.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE COMMISSION?
Yes, I have.

PLEASE OUTLINE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EXPERIENCE.

I have been employed with the Commission since Janvary 1992. During that
time, I worked in the Engineering Division, the Electric Utility Restructuring
Division and the Consumer Affairs Division. I have been Director of the
Consumer Affairs Division for 10 years. 1 am a member of the NARUC Staff
Subcommittee on Consumer Affairs and chairperson of the New England
Conference of Public Utility Commissioners Staff Committee on Consumer
Affairs. Prior to joining the Commission, | was employed by BankEast
Corporation for 6 years where I was responsible for the design and development
of corporate training programs relating to management and customer service as
well as bank operations. [ have 2 B.S. in business administration from the

University of New Hampshire’s Whittemore School of Business and Economics.



WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PRECEEDING?
My testimony addresses the justness and reasonableness of KeySpan’s bad debt
allowance.

WHAT IS KEYSPAN’S CURRENT BAD DEBT ALLOWANCE?

The Commission approved a bad debt allowance of 2.57 percent in the winter cost
of gas proceeding, DG 06-121. The Commission noted, however, that cost of gas
proceedings are expedited proceedings which do not provide adequate
opportunity to examine changes in indirect gas costs. (Se¢ Order No. 24,688.)
The Commission approved the cost of gas, including a revised bad debt
percentage but reserved “any decision concerning KeySpan’s efforts to collect
unpaid amounts, or an appropriate bad debt percentage, until the Staff, OCA and
KeySpan have explored this issue further,” (See Order No. 24,688.) The
Commission instructed Staff and the parties to file a recommendation following
additional discovery and discussion on this issue.

WHAT WAS THE OUTCOME OF STAFF’S DISCUSSION WITH THE
PARTIES RELATIVE TO THE BAD DEBT ALLOWANCE?

On March 29, 2007, Staff submitted its report on KeySpan's indirect gas costs to
the Commission. The report concluded that, despite close to 6 months of
discussions, Staff and the parties had not reached agreement on the issues and
recommended that Commission open a proceeding. On April 10, 2007, the
Commission issued an order of notice opening this proceeding, DG 07-050, to
address issues related to KeySpan's direct and indirect gas costs filed as part of

the 2006-2007 winter cost of gas docket; whether those rates are just and
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1 reasonable, pursuant to RSA 378:7; and, whether interest recovery on

2 reconciliation, the interest rate applied to cash working capital, the lead-lag study
3 used to calculate cash working capital and the bad debt allowance are just and
4 reasonable.

DO YOU HAVE ANY CONCERNS WITH THE BAD DEBT ALLOWANCE

APPROVED IN DG 06-1217
E A.  Yes, I do. KeySpan customer calls to the Commission’s Consumer
8 Affairs Division indicate problems with the company’s collection process. The
9 Consumer Affairs Staff receives a few hundred calls from KeySpan customers
10 each year. During the past two years, Staff has been troubled by not only the
]1 dotlar amount of the balances due but the apparent lack of collection activity on
12 customers’ accounts which became apparent during the course of those calls and
13 subsequent investigations with the company. For example, on October 20, 2005,
}4 the Consumer Affairs Staff received a telephone call from & KeySpan customer
15 who had recently been disconnected and who had an outstanding balance of
16 $4,135. The customer began gas service with KeySpan on April 12, 2004,
17 however, no payments had been received by KeySpan in the 18 months since the
18 customer initiated service. Staff spoke with another KeySpan customer on
19 October 21, 2005 who had been recently disconnected and who had an
20 outstanding balance of $13,709. KeySpan's records showed that the last payment
21 on the account had been received 4 years earlier in November 2001. In both these
22 cases, the comp?my stated that the gas meters were located outside and that there

23 were no access issues which prevented the service from being disconnected
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sooner. More recently on May 30, 2007, Consumer Affairs Staff received the
following e-mail from a KeySpan customer:

my bill has been allowed to get way past due. i had been struggling with a
back problem for about 4 years and was out of work for about 2 weeks
every 3 months....i finally had surgery last year and recovered well....but
with 7 1/2 months out of work needless to say i am just begining to see the
way out of this financial tunnel. with that said...i have had a hard time
paying all of my bills for the past 4 years....i did what i could and whoever
yelled the loudest or showed up at my house got the first money! keyspan
never in the past 4 years even complained that i owed them money and
haven't been paying. suddenly last week there was a knock at my door
and they want over $6,000.00 to keep my gas on. i asked how i could owe
so much they said because i haven't paid. well that is true..i couldn't
imaging how it got up over $12,000.00 until they start to demand

payment, i called keyspan and talked to a man named charles about this. 1
told him i didn't understand how this was able to get so far out of control
and now they are going to shut off my gas. had they been like the other
utilities and sent a shut-off notice--and meant it (all the others will shut
you off on the date of the notice..i know this for fact!!) i would have come
up with the money somehow since it would have been more manageable
than almost $13,000.00 before they start to demand payment. i asked
charles if i could send 100.00/week until i can come up with a way to
come up with more money to send them (being a single mom i need time
to come up so much extra money). he said he would never tell me that i
couldn't send money but that won't stop the disconnection. i sent them
100.00 and will send them 100.00 more on thursday of this week and
continue each week. when i contacted keyspan last year...my bill was
about $6,500.00 and it has since doublen in a years time?? i am frustrated
and don't know what to do about this. i do owe money but i don't think i
owe the amount they say i do and i can't get any specific answers. ina
letter i got from them last week----they say my past due balance is
$10,973.31 in a letter i got from them today they say my balance is
$12,831.19.... just don't get it. maybe you can help me figure this out.

While there is a balance that any utility must strike between keeping utility
service on and collecting balances due, in the three examples provided above
KeySpan has failed to find that balance. These three examples clearly illustrate

the poor collections performance of KeySpan.



In addition to the anecdotal evidence provided by customer phone calls,
KeySpan’s bad debt experience is significantly different from that of other
utilities in the state. As shown in the testimony of Staff witness George
McCluskey, KeySpan has a higher percentage of write-offs to revenue than Unitil,
National Grid and Public Service Company of NH. Differences in the use and
necessity of the two products, ¢lectricity and natural gas, may account for much
of the difference in write off percentages. What is more significant is the
difference in the bad debt experience of KeySpan and Northemn Utilities. In
response to a request in DG 06-121, KeySpan provided Staff with the bad debt
ratios of other gas companies as shown in Exhibit AON-1. For consistency,
KeySpa;x divided the uncollectible expense as reported in the Annual Report to
the Commission by the annﬁa.l operating revenue. Based on the data in Exhibit
AON-1, KeySpan’s three year average is twice that of Northern Utilities.

IS IT REASONABLE TO COMPARE KEYSPAN'S PERFORMANCE IN THIS

AREA TO NORTHERN UTILITIES?

Yes. Bad debt experience can be affected by differences in service area and, as I

17 addressed earlier, by the use and necessity of the service. Northern Utilities and
18 KeySpan are both providers of natural gas service, so there should be no

19 difference in their bad debt experiences attributable to the use and necessity of the
20 service sold. That leaves the question of service arca. An analysis of the 2000
21 Census data indicates that Northern Utilities and KeySpan serve populations with
22 very similar demographics. Exhibit AON-2 compares the number of families

23 living in poverty in each of the towns in KeySpan’s service area to each of the



towns in Northern’s service area. Overall, the percentage of families living in
poverty in KeySpan’s service area is 4.6% versus 4.3% of the families in
Northern’s service area.

IF THERE ARENO SIGNIFICANT DEMOGRAPHIC DIFFERENCES
BETWEEN KEYSPAN’S AND NORTHERN’S SERVICE AREAS, WHAT IS
THE EXPLANTION FOR KEYSPAN’S HIGHER BAD DEBT
PERCENTAGES?

Based on the anecdotal information from customers, one area would be failing to
act on disconnect notices. I compared the number of monthly disconnect notices
sent and subsequent disconnections performed by KeySpan and Northem in
Exhibit AON-3. In accordance with Puc 1203..20, gas utilities with more than
10,000 customers began submitting utility disconnection activity reports to the
Commission on Nc;vember 1, 2005. Exhibit AON-3 summarizes that data for
KeySpan and Northern Utilities. As can be seen, Northem Utilities sends out
more notices, as a percentage of active residential customers, during the months
of December, January and February. In May 2006, Northern sent out twice as
many notices as KeySpan. While Northern sent out fewer notices than KeySpan
between August 2006 and November 2006, the difference was not particularly

significant.

More important perhaps than the number of notices sent is the number of notices
acted on — the disconnections performed. Exhibit AON-3, page 3 of 5, shows

that, for both Northern and KeySpan, few customers are disconnected in the
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winter months. During the spring and summer months, however, Northern
disconnects a significantly higher percentage of its customers than does KeySpan.
Exhibit AON-3, page 2 of 5, further shows that KeySpan acts on a far smaller
percentage of the disconnection notices it issues during the spring and summer
months than does Northern. As I stated previously, there is a balance between
keeping utility service on and collecting balarices owed, and I appreciate
KeySpan’s efforts to work with its customers in designing payment arrangements
that meet the customers’ circumstances and the need of the company to collect.
However, the anecdotal information from customers leads me to believe that in
many cases this dialogue between the company and the customer is not occurring,
and the company is not acting on the disconnection notices it sends. Exhibit

AON-3 provides support for that conclusion.

There may be other areas of KeySpan’s collections process that contribute to
higher bad debt percentages. For example, KeySpan’s field collection work force
may not be sufficient to accomplish the field collection work that should be done.
HAS KEYSPAN PROVIDED ANY ANALYSIS REGARDING ITS LEVEL OF
BAD DEBT EXPENSE?

No, it has not. KeySpan has indicated that higher gas prices and larger bills have
been a contributing factor, but the company has provided no analysis to support
that assumption. Absent any analysis, I am not inclined to believe that KeySpan’s
higher levels of bad debt are attributable to higher gas prices. While higher gas

prices in 2004 and 2005 have translated to higher customers bills, Northern
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Utilities also experienced higher gas prices and continued to experience lower bad
debt percentages than KeySpan.

DO YOU HAVE ANY ADDITIOﬁAL COMMENTS?

Yes. In 2005, KeySpan’s bad debt percentage was 2.98. In 2006, the company
improved its bad debt percentage to 2.24, While still higher than the 2004 level
of 2.12 percent, the company seems to be addressing it poor collections
performance. KeySpan has more work to do though to bring its collections
performance in step with that of other New Hampshire utilities, particularly of
Northern Utilities.

WHAT FIGURE DO YOU RECOMMEND FOR THE BAD DEBT
ALLOWANCE IN THE COST OF GAS?

Normally a company’s bad debt allowance in the cost of gas would be based on
actual net write-offs. However, given the problems I have outlined with
KeySpan’s collections performance and the associated impact of that on write-
offs and bad debt percentages, I support the figure of 1.54 percent recommended
by Staff witness George McCluskey.

DOES THIS COMPLETE YOUR TESTIMONY?

Yes it does.



3 maraie 3 1408100 3 1IRMWIHE 3 385 550

8,227,006 1,804,418 1,804,118 2,831,854
3.14% 1.14% 12% 1.01%:
12 ME 1 1 3 \Varsge
s WHa2e § MW 3 BN § s
] 584074 50,102 51944 804,573
: 0.85% 0.0 L11% 096%
{Fal R St GNEGATRE — Q¥EuAt  INETATIT a3 Vear hatuge |
Toisl Gat Opersting Reveos: ] 7285080 & 67013978 § a5es22 § 85,742,762
{Uncollectiiey » Acct 904 1583702 1,871,505 {498.276) 4,092,880
% of Uncofiecibua 10 Revens 2.8% 27% DA% 1AT% |
{PRERE Gaeand ERCTE Lo Eorrrany ] ) TR W AT T Veur owen |
Total Gas Operating Reven $ 21T 8 M8 & 28,041,000 & 30,021,580
juncollecting - Aces 904 728,878 629,356 B13.88S 822372
% of Uncoleclibins 10 Revornss 1.83% A% 207%
Tos Torpany TURWETRE I WE TR RN S Vet hererege
Totat s Oparating Revere $ 565000008 B 483005008 8 482893393 % 602,424 402
Uncolectibivg - Acct 804 10,080,548 9,000,322 MDA 0.826,120
% of Uncolectiies 1o Reverna 1% 187% 1.93% 191%.
r‘m—m T RE1IT0S 7 3. and
[ Total Gas Opersting Revems $ nowsL o845aST o1 Bt 3 82,101,898
Hunzolactbies - Acct 804 790,000 1368 512420 053,262
% of Uncolectibles i Reverue 1.04% 117% 0.6% 1.02%;
[T Comgnary 1 ” V4 k] 3 Yeur Avernge
Toit! Gus Operating Rivence ] et2,120312 § BIDASTIE 3§ ABOBAITY § 625,590,342
Uncolectibias - Asel 904 12384510 8,002,005 11046888 16,770,884
% of Uncolsctiies © Revere 202% 1.74% 24 2.05%|
N Gas Compmny 5 e 1307 TIWE 23704 TBRE 1A S ¥our Awnage
Teil Gy Opameting Rwven 3 O4VBAMTMT L 4DBATIN0 4 200N 1 1 W07
‘Uncolinctibing - Acel 004 22 003 840 12,202,380 0,640,382 14,484,924
% of Urcniinctibies © Reverne 201% 1.20% Do 1.427%
'OR AVeragy
Totsl Gos Operaiing Revans 3 - RO 8 204942% 3 BA00845 $ £2.300,000
fUncolectibies - Accl 904 Ao 802 35347 1501280 1,768,120
% of Lincolectiles o Revens 230% 1.00% 1.00%, 2.1B%|
Carmary Giva TN AT 12 NE 1273 T 3 CL
TowslGas Opereiing Reverne ] 320530800 3 20057028 § meneee ) 297,460,790
JUncobectiies - Acc! S04 5.906,574 39041 . 2013882 230218
% of Uncolecibies 10 Reverns 1.01% -0."%. 0.I7% 0.85%

R TR T T NE TSR WIS 3 Your Avernoe

ol Gas Oparsting Revems 3 80I82TT 8 M7HIL025 § 61L400M4 8 424254 500
- Accl 004 . 1azsa7 A 10,007 437 10,062,563
% of Uncolleciibies 1 Reverus 289% - 20 2.TM% 2.40%/
[Conmecion Heursl Gat Coporssen TEME 1231 ANETIRe 12 ME TONRS 3 Year Averaga
Tots)Gas Opersting Reverna 3 a2y 3 MBI . MMMATE 3 W7 250250
- Asct 14127809 10,436,142 2408683 11,353,123
% of Uncolisctitiey i Revenm 3385 2,08% 2.08% 3.00%;
Company TINE TS T TR TR TR TVow imrsge
Totl Ous Opemtng Ruve [} WML 4 MIOWAW £ WA ¢ AT B
| Uncoliactihies - Acc! 904 20,800,220 1,085,742 11,978,128 14.521.383
% of Uncolectibiay to Revenus 529% 35 2.00% A20%

Exhibit AON-1
Page 1 of 1

KayGpan Enargy Delver
DG 00121
Atachnend Tach 1.3
Page 1o 1



B R R - T S N R RS -SRI R RN
L= S '+ IR - BRI Lo SNEMIREN = SRS | SR = SR | > RSP == RIIRIRIE 2 TOOPMRNY o«
7o RURSUREE. - SENICIROIE" SN o SR . KD ot SUCRIDIMIY -V DML N N~ PO DR - SHDIPIIIR e SRR oo 1



{(si@18W g )

%L6 160'0L _ LEg'0l dired
,,,,,, ] ‘peyd Ul papnioul JON
%9 :Auanod u) Buiay saljiwe) o % |[RIBAO
G6Z - %68 6LE'e £9.°8 riv'g uiuel
0¥’ %LL I A4 1L69'60L 612201 3)salduep
$0S %G2 peL'e 090°'21 LS'OL BIUODE"]
600’} %C'9 lgz'stL 9cE'Zy  S9.'0F pJoouod
89 %P'S 09z't 098°t #89'E usmedsog
1EL'L %06 PLO'VE 12€'28  2BL'9B enusen
89 %ZV LI9'L 290'S oIS’y uopno
00l %8'E Wo'z Tee'l vL'9 juouieg
0¥ %E€ 1ZE'CL 082V  CLL'PE Auag
£€L %C'E L'y 642'€L  PBL'LL Jes)Oo0H
191 %4E L0Z's 798'vL  909'Tl plojin
08 %0'E 199'C 99¢'/ 16'9 ajouquad
6€ %6T 09g’L 9£9'c 8PS uoyLL
89 %82 avr'z ovl'L #90'2 shiloH
vl %9'C Lv9's 89'2L  086'01 UMO}SHOS)
1z %ZZ 696 688'C S09' UCJUIOQUES
zs %CC 168'2 142’8 €cr'L PISLYoNT
19 %eZ 691' 015’2 9¢8'9 piojI
144 %C'C Z06'L 696'F a8’y umosue|ly
Gl %0°C [svL 192'2 166’} Kinqusjue)
av %0°C v0€'c 020'8 891'2 mog
zz) %91 £29'2 1£8'¥C  gle'eC Alspuopuo
00! %9l LSZ'9 ZeL'0c  Z6t'8l pIojpag
sz %91 foes't z21's 80L'y wnqny
g0l %2l ze8's 269'se  192'sZ NoRWILBW
96 %CL t€0'8 895'vC  5986'TC uospny
ac %0'L 065'¢ PL9'LL ¥E8'0L 1siaywy
Sl %60 90.'L 26'Y 695'¥ PISIJYLON
Auaaod ul 5002 0002
S3ljie) Jo IB3quInN b.»m;on_ ul saljlwey m—u_or_omsoI o# :o:m_:n_On_ :.so._.
paAuaQ SNSU3a3 00 SNSU3d 0002 SNSUa QOO

Ja)usn eleg HN ‘Buiueld pue ABiaug jo soyQ pue AIUnoeg juswAhoidwz HN ‘nealng uoheuloju) J83el J00e pue JWoLDST (82in0g

uopeuuou) dydesboliap uedghay




JlUOS) pue Ja)sayaoy Jse3 sepnpu) (2)
yoeag uojdien sapnjou| (1)

%e'y ‘Kuaaod u| Buiay saljjuie} JO % [[BJBAD
ze9 %9 G/9'6 ¥/90C  TZ80C YINoWSHO
562 %E9 189'y 0zL'tt  S0S'LL YHOMSI8WOS
0z %E'S PEv'LL $00'0¢  £96'8Z (2) 42158420y
602 %19 SZY'E Pev's 6L6°L jooiqeag
S %0 v62 rqX: L2 uciBuimeN
955 %8V €/5')1 98p'sz  €66°9Z JaroQ
L6Z %G'¥ G99 0Sr'SL  €L6'v) (1) uoydweny
(¥4 %6 PES 099'L LLS'L Angpen
£p %9'E ¥0Z'L z8e's 222'E pueusai)
ze %P'E 269 6v0'C 206t uoibuisuay
0c %TE 629 LEZ'T v08'L uojsbury 1seg
(A4 %L'E Zor'oL 855’67  61L2'8Z WIES
Ll %6°C 868'G ¥0L'vL  B60'PL 1e)ex]
K] %82 z88'2 OV0'El  ¥89'CH wewng
2 %92 £€0'L §28'C 059'2 ploysuoY
€5 %EC 212 £19'9 0£2'9 uosuMy
Gl %22 0/ £€0'C 068'L s||e4 uojdwieH
09 %L2 1482 692'2 €922 mojsieid
8S %9')L 909'c vI¥ZL 900'LL weyad
yx4 %9} L29'L L85y 00¢'p uojdiueH YuoN
Zh %S0 90€'2 860'L G6E'g weyie)s
Ausaad uy 5002 0002
saljiwie4 JO JSqUINN >tm>0n_ d] salwed| spjoyasnoH jo # :ozﬂ:&.un_ umo 1
paauag SNSLU8d Q00Z SNSuUa8d 0002 SNSU3 0002

13jus7 ejeq HN 'Buluueld pue KBiaug Jo aoy)O pue AUnoes juawiojdw] N ‘NeAINg UOHBULION| 1)IBI JOQET PUE JLLOUODT 30IN0S
uopeuuoju| slydeiBowap waypoN




Exhibit AON=-3
Page 1 of S

[enuUBpISSY ARG )

13



14




Exhibit AON~3

Page 3 of 5

SJOUIAISNY [eRUSPISAY BARAY JO

‘Suopoeuuoasig

is



Page 4 of 5

"SJUNoJ%e aAlDE J0 Jaquuinu By} o) [enba s) panssi SHiq jo Jaquinu ey} |-
‘suonduwnssy

09899y

896'12
06442

$88iue

YOS L2
sliiq jo Wadsed B saolou jo Juaossd $|iq o ueasad SUORCBULOISIP Juas saojou (1) panss)
SE SUOOBULI0ISK] Se SUoiIsUUCISI € Se S3onoN 10 JoquInN  SuUORJBUUOOSIY Siii JO JequInN

2002 Yaey - G002 Jaquiaron
Aoy UoROBULOaSIQ SBINNN UISYHON




it AON=3:

ib

Exh

s(liq jo Jusosad B sa0K0U Jo Jusdsad
Se SuUOQIaUUOISKJ Se SUoRIaLUCISI]

sliiq Jo yuadsad
e SB Sad|oN

"SJUNOIJE SAIIOE JO JAGINU Y} 0} [ENDS S) panss| s||Iq Jo Jaquinu ey -

:suondwinssy

209°2L:

- 009°k8Z°k

omm. vﬁ

SUOOIUUCISIP Juas saafou () um_...wm_
joRquinN  SUOPOBULINDSI(] s|id jo Jaquinp

2002 Y2.el - S00¢ J3qUIBAON
Hoday uojeauuoasiq uedghay)





