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Q.
Please state your name and business address.

A.
Thomas M. Imhoff, P.O. Box 360, Jefferson City, Missouri 65102.

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

A.
I am the Rate & Tariff Examination Supervisor in the Energy Department of the Missouri Public Service Commission (Commission).

Q.
Please describe your educational background.

A.
I attended Southwest Missouri State University in Springfield, Missouri, where I received a Bachelor of Science degree in Business Administration, with a major in Accounting, in May 1981.  In May 1987, I successfully completed the Uniform Certified Public Accountant (CPA) examination and subsequently received the CPA certificate.  I am currently licensed as a CPA in the State of Missouri.

Q.
What has been the nature of your duties with the Commission?

A.
From October 1981 to December 1997, I worked in the Accounting Department of the Commission, where my duties consisted of directing and assisting with various audits and examinations of the books and records of public utilities operating within the State of Missouri under the jurisdiction of the Commission.  On January 5, 1998, I assumed the position of Regulatory Auditor IV in the Gas Tariffs/Rate Design Department, where my duties consisted of analyzing applications, reviewing tariffs and making recommendations based upon those evaluations.  On August 9, 2001, I assumed the position of Rate & Tariff Examination Supervisor in the Energy Tariffs/Rate Design Department, where my duties consist of directing Commission Staff within the Department, analyzing applications, reviewing tariffs, and making recommendations based upon my evaluations and the evaluations performed by Staff within the Department.

Q.
Have you previously filed testimony before this Commission?

A.
Yes.  A list of cases in which I have filed testimony before this Commission is attached as Schedule 1 to my direct testimony.

Q.
With reference to Case No. GT-2003-0117, have you made an examination and study of the material filed by Laclede Gas Company (Laclede or Company) relating to its proposed Catch-Up/Keep-Up Program (Program)?

A.
Yes, I have.

Q.
What is the purpose of your testimony?

A.
The purpose of my testimony is to present the Staff’s position relating to Laclede’s proposed Program.  I will discuss the types of low-income programs the Staff supports, describe the Program proposed by Laclede, including funding levels and methods of funding; finally, I will make recommendations for Commission consideration.

Q.
What is Staff’s position regarding the Program?

A.
The Staff does not recommend that the Commission approve the Program with the related rate increase as filed by Laclede.  Staff does endorse well-designed experimental programs to aid low-income customers.  Staff has supported and assisted in development of experimental programs to assist low-income customers and is very interested in trying to find solutions to address the difficult problems associated with energy affordability faced by many customers.  Staff witness Henry E. Warren of the Energy Tariffs/Rate Design Department describes several low-income programs the Staff has supported.  A number of approaches to provide assistance to low-income customers have been recommended to the Commission by the Staff in recent years.  These approaches include weatherization programs, the emergency cold weather rule, direct financial assistance (i.e. Missouri Gas Energy’s experimental program in Joplin), and efforts to reduce the upward volatility of natural gas rates.  Staff is quite willing to support a properly designed program implemented on an experimental basis.  If the program were limited in cost, duration, included monitoring/reporting provisions, was carefully designed to meet its stated goals without significant unintended consequences, and specifically designed to be cost effective, Staff would certainly find value in such an experiment.

Q.
Does Staff question that there is a need for low-income programs in the state?

A.
No.  That is why Staff has regularly supported experimental low-income programs that are designed to provide assistance to these customers and not unfairly burden other customers.

Q.
Please describe the Program.

A.
The Program as proposed permits qualifying low-income (175% of poverty level) customers to come back on the system without paying any of their arrearages before reconnection.  Laclede will put these customers on a level-pay program and if the customer pays their bill for three (3) months, one quarter of their arrearages, up to $375.00, will be forgiven.  If the customer pays for another three months, another one-fourth is forgiven, and so on until the entire arrearage may be forgiven.

Q.
Has Laclede done any studies that would indicate that the Program would be effective?

A.
No.

Q.
Is this a well-designed program?

A.
The underlying assumption of the Program is that low-income customers who have arrearages will be able to stay on line and become regularly paying customers if they do not have to pay the arrearages that they owe.  To state it another way, Laclede hypothesizes that low-income customers will be able to pay regularly and stay on the service if the customers are put on a level pay program and any arrearages that they owe are forgiven over time.

Q.
Do you have any concerns with this theory?

A.
Yes.  The Program assumes low-income consumers have changed circumstances that will now allow them the ability to pay for their current gas consumption when their past situation would not allow them to do so.  Staff does not agree with this premise and can find no evidence to support its validity.  In fact, there is evidence that the assumption is not valid.

In a recent cold weather/hot weather rule roundtable, Laclede acknowledged that some low-income customers could not afford the energy to heat their residences.  Staff agrees with this statement.  Many of Laclede’s low-income customers were having a difficult time paying for the gas they consumed at the margin rates in effect before Laclede’s last two rate cases.  Laclede has increased their current rates by approximately thirty-one million dollars ($31,000,000) over the past eighteen months, which will make it more difficult, if not impossible for some of these customers to remain current.  The current natural gas rates are now higher than they were in the period when these low-income customers could not pay for their natural gas usage.  Staff has received no evidence that these customers have income or energy assistance increases that now make the current higher rates more affordable.

Q.
How do you know that it will be difficult or impossible for these customers to become regularly paying customers?

A.
The average low-income annual income is $8,123, which equates out to income of $677 per month.  Laclede has not proposed any significant weatherization or a low-income rate in the Program, both of which contribute to sustainability.  In fact, Laclede wants to tack on another six million dollar ($6,000,000) rate increase through this proposed Program, which would put an even bigger burden on the individuals it was designed to help.

Q.
Are there approaches to low-income assistance that could benefit such customers?

A.
Yes, weatherization, which will be addressed by Staff witness Henry E. Warren, has been shown to lower energy use and Missouri Gas Energy (MGE) is currently evaluating an experimental program with a low-income rate that is specifically designed to assist customers with such limited incomes.

Q.
Do you have any other concerns?

A.
The Program as filed by Laclede has no measurable goals to test the success or failure of the Program.  Staff does not consider this an experimental program, because it is not limited in nature, nor does it have any sunset clause like other low-income programs that have been initiated.  Until a low-income program is tried, it is not possible to predict, with a high degree of certainty, the effects it will have on the customers to whom it is directed, and extremely difficult, if not impossible to evaluate the potential unintended consequences.  That is why Staff supports experimental low-income programs.  Staff will not be able to determine whether the Program will work without a controlled test-run with full record keeping and analysis to determine whether or not it is cost-effective.

Q.
Why is Staff only willing to support an experimental program?


A.
Since any program could have unintended consequences, it is important to begin with an experimental program to see if those unintended results can be minimized and to refine the program before it is fully implemented.  Staff witness Henry E. Warren notes an occurrence of unintended consequences of experimental programs in his testimony.  In this case, the Program may result in some low-income customers having additional rather than less arrearage.

Additionally, Staff has concerns with implementing any program that is not carefully designed and evaluated, because a lot of consumer money may be spent.  If a program is not properly planned, recipients could actually be harmed and all other ratepayers could suffer as well.  This could have a negative impact on other programs such as Dollar Help or other companies’ carefully planned programs.  The program should have measurable goals that can test its success or failure.  Laclede’s proposed Program does not provide any measurable goals to make that determination.  Evaluating the benefits of a program to both the recipients and all other utility customers is crucial to insure that the program is cost-effective.

Q.
Who benefits from this program?

A.
While some low-income customers may benefit from the proposed Program, one group most assuredly will benefit, Laclede’s shareholders, who will benefit from this proposal at least three ways.  A portion of the arrearages from the winter of 2000-2001 that would otherwise have been written off by Laclede will now return, through this Program, to the Company as payments.  The revenues received from this will flow directly to Laclede’s bottom line and consequently to shareholders.

In addition, Laclede’s level of write-offs for uncollectables will be lower, because more customers will come back on since no payment of arrearages is required under the proposed Program.  This permits Laclede to avoid writing off much of the bad debt expense that they still carry on their books from two winters ago.  It is important to note at this point that Staff is not adverse to shareholders receiving an appropriate return for their investment; this is one important objective of every rate case.  Unfortunately, Laclede’s proposed Program increases Laclede’s bottom line income without any increase in costs, business risk, any additional effort, or any improvements in service to all customers of Laclede.

Q. Aren’t bad debt costs included in base rates?

A.
Yes.  Laclede receives recovery for write-off of bad debts in its margin rates.  In Laclede’s recent rate case, GR-2002-356, they received a total allowance for bad debt write-offs in margin rates of eight million dollars, ($8,000,000), of which $750,000 relate to the cost of the Emergency Cold Weather Rule.  If this Program is implemented, Laclede would be allowed to collect fourteen million dollars ($14,000,000) in rates.  Staff witnesses Steve Rackers and John Cassidy of the Accounting Department provide more details on net write-offs and bad debt totals in their direct testimony.

Q.
Could this Program result in double or over recovery by Laclede?

A.
Yes.  Staff witnesses Rackers and Cassidy provides greater detail and support in their testimony relating to this particular scenario.  As stated above, Laclede recovered a significant amount of bad debt expense in GR-2002-356.  As Staff witness Steve Rackers explains in his direct testimony, Laclede could have double recovery of write-offs, as a result of the collection of these non-gas costs through the PGA/ACA process.  The parties agreed to a significant uncollectable expense allowance in GR-2002-356.  Laclede now wants the Commission to direct an additional six million dollars ($6,000,000) from increased PGA/ACA rates to uncollectables.  An additional six million dollars ($6,000,000) lumped on top of what Laclede’s customers now pay for write-offs would exacerbate the problem for all firm sales customers, including those customers the Program is purported to help.


Q.
Does Staff agree with the proposed level of funding?


A.
No.  Laclede has not provided any costs of the Program.  The funding included in this Program is not related to the expected cost of the Program.  The funding is designed to raise six million dollars ($6,000,000).  This level is significantly higher than any other low-income program in Missouri.  The cost to consumers would average approximately $1 per month, while MGE’s program costs customers about $1 per year.

The Program funding is not tied to any level of Program costs because Laclede has done no studies to analyze and predict Program costs.  The level of funding is not related to the anticipated cost of assisting low-income customers but is instead tied to a level of bad debt that Laclede is still carrying on its books.

Q. Aren’t excess funds returned to customers?

A.
Yes, but Staff has concerns with that aspect of the Program as well.  The Program has no true-up mechanism to reduce the level of funding charged to consumers as excess funds accumulate year to year.  The Program’s only safeguard in this area is that all excess funds will be returned to consumers only upon termination of the Program.  The Program contains no specified termination date.  Therefore, the refund of these excess funds will require a future proceeding to implement the return of these monies to consumers.

Q.
Does Laclede claim that the Program benefits all customers?

A.
Laclede suggests that the Program will 1) encourage customers to pay their bills regularly and stay on the service 2) reduce Laclede’s costs for shut-offs and collections 3) encourage conservation, and 4) provide sufficient benefits to all customers to justify inclusion in its’ revenue requirement.
Q.
Does Staff agree?

A.
No.  Staff does not agree.  Laclede’s customers will incur a $6,000,000 rate increase with no increase in benefits.

Q.
Are you saying that Laclede’s customers will see a $6,000,000 increase and receive little or no benefits?

A.
Yes. Implementation of this tariff would effectively increase customers’ bills by six million dollars ($6,000,000).  One problem with this is that it would be done through the ACA process and not through a rate case.  Staff witness, David Sommerer, addresses some of the concerns associated with this use of PGA/ACA funds in his direct testimony.
Q.
Is there any way to know if any of Laclede’s claimed benefits would actually come about?

A.
A limited experimental program to study the effects of the program would allow determination of whether the benefits exceed and justify the costs of the program.  At this time Laclede has not actually quantified any savings or costs of the Program.

Q.
How is the Program to be funded?

A.
The Program would be funded entirely with ratepayer money charged through the Purchased Gas Adjustment (PGA)/ Actual Cost Adjustment (ACA).  Laclede’s customers currently pay less than maximum transportation rates because Laclede has obtained reductions from Federal Energy Regulatory Commission (FERC) maximum rates for the transportation of natural gas.  Under this proposal, Laclede proposes to increase customers’ bills up to six million dollars ($6,000,000) more for transportation of natural gas than it costs Laclede to transport the gas.  Gas costs are recovered through the PGA/ACA process.

Q.
How would the money flow from customers to Laclede?

A.
Through an escrow account set up with Dollar Help.  Schedule 2 attached to my testimony generally describes how the money flows from Laclede’s customers to Laclede.

Q.
Don’t customers already contribute to Dollar Help?

A.
Yes.  Laclede regularly and systematically solicits its customers to contribute to Dollar Help to assist low-income customers.  The difference is that the contributions made by customers currently are strictly voluntary.  Under Laclede’s proposed Program, contributions to the Dollar Help escrow account would be mandatory.

Q.
Didn’t Laclede file this Program as a type of Gas Supply Incentive Plan (GSIP)?  

A.
No.  Laclede did not file this application as a GSIP application.  Staff witness, David Sommerer addresses a number of issues related to any considerations that this Program is a GSIP in his direct testimony.    

In Laclede’s general response to Staff Data Requests 5003 through 5010 it stated, “With respect to pipeline discounts, the relevant issue under the circumstances would be whether it is appropriate to fund the Program through pipeline discounts obtained by the Company, and the current amount of those discounts.  However, consistent with Staff’s approach, DRs 5003-5010 instead seek to audit the Company’s decisions regarding amount of capacity reserved on various pipelines (5003 and 5004), changes in such capacity (5005), gas procurement plans for the upcoming year (5006), discounts achieved by other shippers (5007), explanations of capacity discrepancies (5008 and 5009), and finally copies of a wide berth of information more commonly seen in an ACA audit, such as capacity, transportation, storage and service contracts.  These DRs are more appropriate to audit discounts the Company claims to have obtained once the Program is operating.  They are not appropriate or relevant to the issue of whether the Commission should approve the Program.”  In other words, Laclede does not believe Staff’s questions pertaining to pipeline discounts are relevant to this case.

Q.
Is there another reason that you think that this should be considered a rate increase instead of a GSIP?

A.
Yes.  It is difficult to understand how charging customers six million dollars ($6,000,000) more for transportation than it costs Laclede to provide that service, when there is no quantified benefit, no additional business risks and no additional effort by Laclede to provide service to its customers could be considered anything but a rate increase.  This is a rate increase that must be paid by all customers including low-income customers. 

Q.
Did the fact that Laclede took out what they call the “incentive piece” make a difference in Staff’s evaluation of whether or not this tariff is a GSIP?

A.
No.  In its original tariff filing, Laclede had proposed to have 10% of the “savings” go directly to Laclede’s bottom line.  Staff had suggested that, among other things, that provision was problematic.  The fact that Laclede removed what they are calling the “incentive piece,” however, does not change the fact that a significant portion of the funds for this Program go directly to Laclede’s bottom line. 

Q.
What is your understanding of the types of costs that can be included in the PGA/ACA process?

A.
Staff witness David Sommerer details the type of gas costs that are included in the PGA/ACA process.  It is my understanding that prudently incurred costs of gas are included in the PGA/ACA process.  Margin costs, such as bad debts, may not be included in the PGA/ACA process.  It is strictly limited to prudently incurred gas costs.

Q.
Do all customers share in the costs?

A.
No.  Only firm sales customers pay the costs of the Program.  The proposed funding by Laclede is a detriment to all firm sales customers who will be subjected to this increase in rates as well as low-income customers. 

Q.
What do you mean by a detriment to all firm sales customers?

A.
Laclede’s proposed Program tariffs indicate that only firm sales customers would be affected, thereby keeping the firm transportation customers whole.  

Q.
How is this a problem?

A.
All firm customers including firm transportation customers are allocated a portion of the transportation reservation charges through the PGA/ACA process.  By keeping the firm transportation customers whole, the firm sales customers are getting hit with more than their fair share of the Program cost.

Q.
Are there any other concerns Staff has relating to cost allocation?

A.
Yes.  The cost of service calculation in general rate cases allocates Laclede’s write-offs of bad debt between all customer classes.  In the last rate case in which Laclede filed a Class Cost of Service Study, they allocated write-offs to all of its customer classes.  Laclede witness R. Lawrence Sherwin filed testimony supporting this position in Case No. GR-99-315.  Staff maintains that bad debt/uncollectable expense is a cost of doing business and therefore should be borne by all of Laclede’s customers, including commercial and industrial customers.  By specifically taking $6 million from the firm sales customers, Laclede’s proposal has a detrimental affect on all firm sales customers, while firm transportation customers benefit from any reduction in bad debt but do not have to contribute to the Program.  One feature of the Program is that consumers will be paying Laclede’s bad debt early if not twice.  To the extent that firm sales customers are prepaying bad debt expense, firm transportation customers will realize this benefit even though they participated in none of the prepayment obligation.  A re-allocation of costs would have to be made to correct this inequity.

Q.
Is Staff suggesting that the filing violates the moratorium agreed to agreed to by the Parties in the Stipulation in Case No. GR-2002-356?

A.
No.  Since this filing was made in advance of the Stipulation & Agreement (S&A) in Laclede’s most recent rate case, GR-2002-356, and the Parties were aware of the filing, Staff does not believe it is a violation of that S&A as it relates to the rate moratorium.  If Laclede had filed the Program application after the S&A, Staff’s position would be that it potentially violates the S&A moratorium, because this is effectively a rate increase.

Q.
Does Staff have any legal concerns about the funding of the Program?

A.
Counsel will address the following issues in the briefs; 

1. single issue ratemaking, 

2. unlawful rebate, and 

3.
not direct gas costs that are allowed in the PGA/ACA process.


Q.
Is there any funding method that Staff would support?


A.
Yes.  There is a funding method that would resolve all of Staff’s concerns with lawful funding of the Program.  Laclede could be granted an Accounting Authority Order (AAO) to establish a limited Program and study, so that the Program theory could be tested prior to Laclede’s next rate case to see if it is of value to both Laclede and its customers.  Staff would support the funding of the Program through an AAO, if the Program were an experiment with defined objectives, end date, and limited to a number of customers that could produce meaningful results related to the consequences of the Program before it is adopted as a permanent feature for all qualifying customers.  There may be no benefits from this Program for ratepayers.  An AAO would have several benefits.  The use of an AAO would give Laclede an incentive to determine the necessary level of costs needed to fund an on-going program.  An AAO would also allow for a limited experiment in which studies could be performed to determine if the costs associated with the program were sufficiently offset by customer benefits such as reduced write-offs, and reduced customer disconnections, that all customers should fund the program.


Q.
What about detrimental effects on Laclede?


A.
There is no detrimental effect on Laclede’s cash flow.  Laclede would not incur any additional incremental costs, because these accounts would be written off anyway after 126 business days.  The only additional incremental costs Laclede would incur relate to the reconnection and subsequent bad debts incurred for the reconnection of services.    As Staff stated earlier, an AAO would allow recovery for additional incremental costs Laclede would incur by reconnecting these write-offs.  A matrix that is similar to the one set up in the Emergency Cold Weather Rule could be used to track the additional incremental costs incurred for running a low-income program.  Laclede has not quantified any costs of the Program. 

Q.
Does Staff agree with Laclede’s Response to Staff, claiming that no one will be harmed through the implementation of this tariff?


A.
No.  Laclede claims that this is a “win-win” situation to all stakeholders (Laclede Response to Staff footnote 4).  The problem is that no one knows if the Program will actually work or if some low-income customers may actually be harmed because their arrearages will increase instead of be forgiven. Additionally, this statement ignores the fact that all customers of Laclede, and especially those who struggle but do manage to pay their bills, will suffer from an additional six million dollar ($6,000,000) rate increase if the Program is approved as filed.  While Laclede claims that ultimately all customers will benefit from lower costs in the form of reduced bad debt as well as savings due to fewer service disconnections there is no study or analysis to indicate that Laclede’s costs will actually go down.  In Laclede’s response to Staff Data Request No. 5002, it provided copies of some responses to the Office of the Public Counsel’s (OPC) data requests.  In this Data Request Response, Laclede indicated that no estimates had been quantified as to the Program’s impact on uncollectables/bad debts as well as costs of billing and collections.


Q.
What are your recommendations to the Commission?


A.
The theory on which Laclede’s proposed Program is based is faulty.  There are proven methods of assisting low-income customers, but Laclede has not made such a proposal.  In deciding whether the Program has sufficient merit to increase all customers’ rates by $6,000,000, the Commission should consider whether the Program might actually harm low-income customers rather than helping.  If the Commission determines that the Program has value, the Commission should consider approving the Program on an experimental basis and approve funding through an AAO.  Such funding will allow Laclede to develop the Program and evaluate its effectiveness for inclusion in the next rate case.  If the Program proves to be a detriment to Laclede’s most vulnerable customers, Laclede can end the Program promptly to avoid additional harm.  Commission rejection of an inadequately or poorly designed program does not mean rejection by the Commission of all assistance programs, the Commission could order a technical conference in which interested parties could work to develop a Program that is designed to assist low-income customers.

Q.
Does this conclude your testimony?

A.
Yes it does.
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Terre-Du-Lac Utilities





SR-82-69

Terre-Du-Lac Utilities





WR-82-70

Bowling Green Gas Company




GR-82-104

Atlas Mobilfone Inc.






TR-82-123

Missouri Edison Company





GR-82-197

Missouri Edison Company





ER-82-198

Great River Gas Company





GR-82-235

Citizens Electric Company





ER-83-61

General Telephone Company of the Midwest


TR-83-164

Missouri Telephone Company




TR-83-334

Mobilpage Inc.






TR-83-350

Union Electric Company





ER-84-168

Missouri-American Water Company




WR-85-16

Great River Gas Company





GR-85-136

Grand River Mutual Telephone Company



TR-85-242

ALLTEL Missouri, Inc.





TR-86-14
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Continental Telephone Company




TR-86-55

General Telephone Company of the Midwest


TC-87-57

St. Joseph Light & Power Company




GR-88-115

St. Joseph Light & Power Company




HR-88-116

Camelot Utilities, Inc.






WA-89-1

GTE North Incorporated





TR-89-182

The Empire District Electric Company



ER-90-138

 Capital Utilities, Inc.






SA-90-224

St. Joseph Light & Power Company




EA-90-252

Kansas City Power & Light Company



EA-90-252

Sho-Me Power Corporation





ER-91-298

St. Joseph Light & Power Company




EC-92-214

St. Joseph Light & Power Company




ER-93-41

St. Joseph Light & Power Company




GR-93-42

Citizens Telephone Company





TR-93-268

The Empire District Electric Company



ER-94-174

Missouri-American Water Company




WR-95-205

Missouri-American Water Company




SR-95-206
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Union Electric Company





EM-96-149

The Empire District Electric Company



ER-97-81

Missouri Gas Energy






GR-98-140

Laclede Gas Company





GR-98-374

Laclede Gas Company





GR-99-315

Atmos Energy Corporation





GM-2000-312

Ameren UE







GR-2000-512

Missouri Gas Energy






GR-2001-292

Laclede Gas Company





GT-2001-329

Laclede Gas Company





GR-2001-629

Missouri Gas Energy






GT-2003-0033

Aquila Networks – L&P





GT-2003-0038

Aquila Networks – MPS





GT-2003-0039

Southern Missouri Gas Company, L.P.



GT-2003-0031

Fidelity Natural Gas, Inc.





GT-2003-0036

Atmos Energy Corporation





GT-2003-0037

Laclede Gas Company





GT-2003-0032

Union Electric Company d/b/a Ameren UE



GT-2003-0034
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