— Ed e

Pyr—

A

COPRY

STATE OF INDIANA
BEFORE THE
INDIANA UTILITY REGULATORY COMMISSION F, L E D
VERIFIED JOINT PETITION OF INDIANA GAS MAY 2 8 2004
COMPANY, INC,, SOUTHERN INDIANA GAS INDIANA UT
AND ELECTRIC COMPANY, AND THE BOARD REGULATORY crr
OF DIRECTORS FOR UTILITIES OF THE Commission

DEPARTMENT OF PUBLIC UTILITIES OF THE
CITY OF INDIANAPOLIS, AS SUCCESSOR
TRUSTEE OF A PUBLIC CHARITABLE TRUST,
d/b/a CITIZENS GAS & COKE UTILITY,

FOR APPROVAL OF AN ALTERNATIVE
REGULATORY PLAN WHICH WOULD
ESTABLISH A UNIVERSAL SERVICE PROGRAM

Direct Testimony and Exhibits
Of

Roger D. Colton

On behalf of

Citizens Action Coalition of Indiana

Indianapolis, Indiana

May 28, 2004

)
)
)
}
)
)
)
)
)
)
)

CAUSE NO. 42590



STATE OF INDIANA
BEFORE THE
INDIANA UTILITY REGULATORY COMMISSION

VERIFIED JOINT PETITION OF INDIANA GAS
COMPANY, INC., SOUTHERN INDIANA GAS
AND ELECTRIC COMPANY, AND THE BOARD
OF DIRECTORS FOR UTILITIES OF THE
DEPARTMENT OF PUBLIC UTILITIES OF THE
CITY OF INDIANAPOLIS, AS SUCCESSOR
TRUSTEE OF A PUBLIC CHARITABLE TRUST,
d/b/a CITIZENS GAS & COKE UTILITY,

FOR APPROVAL OF AN ALTERNATIVE
REGULATORY PLAN WHICH WOULD
ESTABLISH A UNIVERSAL SERVICE PROGRAM

CAUSE NO. 42590

L S e e A S i

Direct Testimony and Exhibits
Of

Roger D. Colton

On behalf of
Citizens Action Coalition of Indiana
Indianapolis, Indiana

May 28, 2004



10

11

12

13

14

15

16

17

18

19

20

21

22

23

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Roger Colton. My address is 34 Warwick Road, Belmont, MA 02478.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am a principal in the firm of Fisher Sheehan & Colton, Public Finance and General
Economics. In that capacity, I provide technical assistance to a variety of federal and state
agencies, consumer organizations and public utilities on rate and customer service issues

involving telephone, water/sewer, natural gas and electric utilities.

FOR WHOM ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying on behalf of the Citizens Action Coalition of Indiana, Inc. (CAC).

PLEASE DESCRIBE YOUR PROFESSIONAL BACKGROUND.

I work primarily on low-income utility issues. This work involves not only rate and
customer service work, but involves the design and implementation of low-income energy
assistance programs as well. At present, I am working on various projects in the states of
New Hampshire, New Jersey, Georgia, Pennsylvania, Michigan, Missouri, Louisiana,
Arkansas and Florida. My clients include state agencies (e.g., the New Hampshire Public
Ultilities Commission, the Pennsylvania Office of Consumer Advocate, the New Jersey
Division of Ratepayer Advocate), federal agencies (e.g., the U.S. Department of Health and
Human Services), community-based organizations (e.g., Partnership for Community Action
(Atlanta), Delaware ACORN), and private utilities (e.g., Empire District Electric Company,

Entergy Services Corporation, Missouri Gas Energy).
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PLEASE DESCRIBE WHERE YOU HAVE HELPED DESIGN LOW-INCOME
RATE AFFORDABILITY PROGRAMS?

I have helped design rate affordability programs nationwide. My work for the Maine Public
Utilities Commission led to the adoption of that state’s Electric Lifeline Program. 1 worked
for the New Hampshire Public Utilities Commission to design that state’s tiered discount
program. My work with the New Jersey Division of Ratepayer Advocate (RPA) and the
Maryland Office of Peoples Counsel (OPC) contributed directly to the design of those
state’s Universal Service Fund (USF) and Electric Universal Service Program (EUSP),
respectively. 1have worked with the Pennsylvania Office of Consumer Advocate (OCA) to
help design the universal service programs for each Pennsylvania natural gas utility, and am
currently working with OCA on the Pennsylvania Power & Light (PP&L) program. My
work with Washington Gas Light Company led to the design of that Company’s Residential
Essential Services Rate (RESRate) in Washington D.C. My work with the Missoun Office
of Peoples Counsel led to the design of Empire District Electric Company’s Experimental
Low-Income Program (ELIP) and led to the design of Missouri Gas Energy’s Experimental
Low-Income Rate (ELIR). My work with the Colorado Energy Assistance Foundation
(CEAF) formed the basis of the system benefits charge that the Colorado legislature recently

enacted.

HAVE YOU EVER PUBLISHED ON PUBLIC UTILITY REGULATORY

ISSUES?

Yes. A list of my publications is included as Appendix A,
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HAVE YOU EVER TESTIFIED BEFORE THIS OR OTHER UTILITY
COMMISSIONS?
Yes. A list of proceedings in which I have appeared as an expert witness is included in

Appendix A as well.

PLEASE EXPLAIN THE PURPOSE OF YOUR TESTIMONY TODAY.
The purpose of my testimony today is four-fold:

> First, I examine the benefits that can be expected to flow from a rate
affordability assistance program such as that proposed by Petitioners to assess
whether a program structure such as that proposed will deliver a systemwide
benefit.

» Second, [ examine the structure and operation of the universal service
program proposed by Petitioners in this proceeding to assess whether the
program is a substantively reasonable approach to delivering rate affordability
assistance;

» Third, I propose improvements to the structure and operation of the program
which enhance the benefits to customers enrolled in the program, those
customers not enrolled in the program, the Petitioners, and the State of
Indiana;

» Finally, I examine some of the program funding details involved with
delivering the rate affordability benefits in the manner proposed by the

Petitioners.

- Page 3 -



10

11

13

14

5

16

17

18

19

20

21

In sum, I conclude that the universal service program proposal advanced by the
Petitioners has some shortcomings, and can be improved in several key respects. 1
conclude further, however, that the proposed program, overall, is substantively
reasonable, will deliver systemwide benefits to the customers of each of the three

Petitioners, and involves a reasonable funding mechanism.

PART 1: THE BENEFITS OF THE PROPOSED RATE AFFORDABILITY PROGRAM.
WHAT IS THE PURPOSE OF THIS SECTION OF YOUR TESTIMONY?
The purpose of this section of my testimony is to assess what benefits the proposed rate
affordability program will generate for the Petitioners and their remaining customers.
First, I will consider the direct benefits of the program. Second, I will consider the

induced benefits of the program.

A. The Direct Benefits of a Rate Affordability Program.
WHAT IMPACT DO UNAFFORDABLE HOME ENERGY BURDENS HAVE ON
THE PAYMENT PATTERNS OF LOW-INCOME CUSTOMERS?
I have studied the payment patterns of low-income customers and found them to be
adversely affected by the inability-to-pay occasioned by unaffordable home energy
burdens. While the notion that payment-troubled customers are disproportionately low-
income is commonly accepted conventional wisdom,' remarkably little empirical data has

been collected to verify or to challenge that conventional wisdom,

! This is not to say that all low-income customers are payment-troubled, nor that all payment-troubled customers are
low-income. It is merely to say that low-income customers are disproportionately payment-troubled.
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We know that national data reported by the U.S. Census Bureau indicates that the
proportiont of households in arrears at any given point in time is substantially higher for
the low-income population than it is for the population as a whole. One 1995 Census
study, for example, reported that while 9.8% of non-poor families could not pay their
utility bills in full, 32.4% of poor families could not do so. According to the Census
Bureau, while 1.8% of non-poor families had their electric and/or natural gas service
disconnected for nonpayment within the previous year, 8.5% of poor families suffered

this same deprivation 2

There is corroborative information from the states. One 1998 Illinois report, for example,
indicated that while 44.5% of LIHEAP-assisted natural gas customers were in arrears,
only 28.9% of “general households™ were. An analysis by the staff of the New
Hampshire Public Utilities Commission estimated that 35% of the low-income electric
customers entering that State’s Electric Assistance Program (EAP) entered the program
with arrears. The Pennsylvania Public Utilities Commission found that 40% of that

state’s low-income customers were “payment troubled” at any particular point in time.

In addition, in a report that I just completed looking at energy assistance recipients, |
found that the adverse impacts of “energy poverty,” or inability-to-pay, are related to the

energy burdens of low-income households.?

? US. Census Bureau (November 1995). Extended Measures of Well-Being, Publication No. P70-50RV,
Government Printing Office: Washington D.C.

? Roger Colton (June 2004). Paid but Unaffordable: The Consequences of Energy Poverty in Missouri, National
Low-Income Energy Consortium: Washington D.C.
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PLEASE EXPLAIN WHAT YOU FOUND IN YOUR OWN STUDIES OF THE
RELATIONSHIP BETWEEN INCOME AND PAYMENT-TROUBLED STATUS?
In 2002, I used data from [owa to assess the relationship between income and payment-
troubled status. I have attached that study as Appendix B to this testimony.* My inquiry
found that, in Iowa, over the 46-month period of April 1998 through January 2002, while,
on average, 24% of all energy assistance accounts were in arrears, only 12% of total

accounts were in arrears during the same time period.’

In addition to simply being in arrears, my study of Iowa accounts revealed additional
patterns that identify the needs that would be directly addressed by the low-income rates
proposed in this proceeding. For example, I tracked the relationship between energy
assistance accounts in arrears and total population accounts in arrears by month.’ [ found:

Graphing the monthly ratio of the proportion of energy assistance accounts in
arrears to the proportion of the total population in arrears reveals a seasonal
variation that is not evident in the annual data. Clearly, energy assistance
customers fall into arrears at a faster rate than does the total population during the
winter months. While the ratio of energy assistance customers in arrears to the
total population accounts in arrears hovers around the 2.0 mark for most of the
non-heating season, the ratio sees consistent increases during the winter heating
months, up to 3.0 or more. In October 1999, for example, 10.6% of all customer
accounts were in arrears while 21.7% of low-income accounts were (a ratio of
2:1). By March 2000, the proportion of all customer accounts in arrears had
fallen to 8.0% while the proportion of low-income accounts in arrears had risen to
26.2% (a ratio of 3.3).

* I do not offer this study for purposes of establishing the financial impacts considered in that study. Accordingly, I
have not included the somewhat voluminous appendices to that study. I offer Appendix B for its discussion of the
relationship between income, winter weather, and payment-troubles.

3 Roger Colton (May 2002). Payment-Problems, Income Status, Weather and Prices: Costs and Savings of a
Capped Billed Program, WeatherWise USA: Pittsburgh (PA), (hereafter ceferred to as Hinter Payment Problems).

® The ratio is created by placing the proportion of energy assistance accounts in arrears in the numerator and the
proportion of total customer accounts in arrears in the denominator. The ratio does not provide any information
about the total number of accounts in arrears. It merely tells you the relative rate at which accounts are in arrears. If
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(Winter Payment Problems, at 4 — 5). I found finally that “just as clear as the increased
rate of energy assistance accounts going to arrears during the winter heating months is the
extent to which these customers clear their accounts (relative to the total population) in

the non-heating months. The peaks in the ratio occurred in the heating months of each of

the four winter periods graphed.” (Id., at 5).

DID YOU FIND THAT THE PROPORTION OF ACCOUNTS IN ARREARS WAS
THE ONLY WAY IN WHICH LOW-INCOME STATUS AFFECTS UTILITY
PAYMENT-TROUBLES?

No. In that same study, I found that not only were there more energy assistance
customers in arrears, but also that energy assistance customers in arrears have a higher
level of arrears than do customers in arrears from the customer base as a whole. I found
also that winter weather causes a faster increase in the incidence of arrears within the
energy assistance population than is caused in the total customer base as a whole. Again,
the full study, absent appendices, is attached to this testimony. I have no reason to
believe that these conclusions are applicable only to Towa. 1believe them to be equally

applicable to Indiana.

WOULD THE PETITIONERS’ PROPOSED RATE AFFORDABILITY
PROGRAM ADDRESS THE PAYMENT PROBLEMS ASSOCTATED WITH AN

INABILITY TO PAY?

the resulting ratio is 2.0, that tells you that energy assistance recipients are in arrears at a rate twice as high as the
population as a whole.
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Yes. That rate schedules, themselves, can in fact improve collections and generate a range
of savings to the utility offering the rate has been confirmed by impact evaluations of other
low-income rates. For example, the impact evaluation of the Columbia Gas Company
(Pennsylvania) Customer Assistance Program (CAP) -- Pennsylvania's low-income rates are
generally referred to as CAP -- found that the company's CAP customers had 61% fewer
disputes, 53% fewer new payment agreements, and 67% fewer credit hold requests. In
addition, the Columbia Gas impact evaluation found further that, for CAP customers,
cancellation of payment plans was reduced by 69%, termination notices declined by 48%,

and shutoff orders were printed 74% less often.’

IS THERE A SECOND COMPANY THAT HAS FOUND SIMILAR RESULTS?
Yes. Equitable Gas (Pennsylvania} found the same thing with respect to its Energy
Affordability Program (EAP). The Equitable Gas evaluation found that there is a net
administrative cost to the low-income rate of $15.13 after one year of operation.® Like
many initiatives, however, with higher administrative costs in earlier years, the evaluation
found further that the participants who stayed on the rate for a second year (70% of the
participants) return a $12.87 savings in Year 2. By the end of Year 3, the total savings had
completely paid off the costs from the first year and yielded a total net advantage of $10.61
per customer.” The Equitable Gas evaluation found that, based on administrative costs
alone:

. .. for each 100 customers entering EAP, the 65% retained for three years
would returmn $689.65 in net administrative cost reduction (65 x $10.61). For

! Final Pilot Evaluation, Columbla Gas (PA) Customer Assistance Program (CAP), at 13, A&C Enercom Inc.
(November 1996).

8 Impact Assessment of the Equitable Gas Company Energy Assistance Program. H.Gil Peach and Associates
(September 1996}

? Equitable Gas, at 96.

- Page 8 -



p—

10

11

12

13

14

15

16

17

18

19

those who remain in EAP, these savings would increment over future
years.®

The Equitable Gas evaluation found additional total benefits (not just administrative
savings) to nonparticipating ratepayers as well through application of a "net back" analysis.
Net back recognizes that the revenue gained by a utility through its credit and collection
efforts is only the total revenue collected minus the costs of collection. Hence, if a utility
collects $100, but spends $40 in the process of collection, the utility's "net back" is only $60

(for a net back rate of 0.60).

The Equitable Gas evaluation found that the utility experienced a net back ratio (NBR)'' of
0.91 for low-income customers without the Equitable Gas rate affordability program. The
evaluation then found that those who fully participate in one year of EAP show an NBR of
1.41. Those with two full years of EAP show essentially the same performance, with an
NBR of 1.37. Both of these results are quite favorable compared to the 1989 Reference

Group with its NBR of 0.91."

The evaluation then translated these ratios into "dollars returned"” (to other ratepayers).
Without the program, the evaluation found, "a customer who would have been billed $1,368
at the standard residential rate would have created a shortfall of $684 from the standard

residential rate, not including the increased cost of collection.""* The evaluation then found

** Equitable Gas, at 96.

"' A net back rate of greater than 1.0 means that the company is not only collecting all of its current bill, but is
collecting part of the arrears owed by the customer as well. Hence, the company is collecting more than its bill for
current usage. A net back rate of less than 1.0 means the customer is never paying his or her bill for current usage and
1s, as a result, falling further and further into arrears.

" Equitable Gas, at 115 - 116.

" Equitable Gas, at 112,
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that EAP succeeds in recovering (in the sum of customer payments plus grants) dollars
which would otherwise not have been received by the utility:
For those in EAP for one full year, this amount is $262. For those who
remain in EAP for a second year there is an additional $206. These added to
a total 4of $468 for each customer who is retained in the program for two full
1
years.

The evaluation concludes: "This means that EAP is not only revenue neutral, but revenue

positive in relation to the comparison situation for which it was designed."

IS THERE A THIRD COMPANY THAT HAS FOUND SIMILAR RESULTS?

A. Niagara-Mohawk Power Company (New York) also offers its low-income customers an

affordable rate."” The Niagara-Mohawk initiative involves energy efficiency services and a
negotiated bill payment, which can be below the "cost of energy” (what Equitable Gas
referred to as the "standard rate"). Niagara-Mohawk tested four different groups. Group 3

and Group 4 had an affordable payment plan as a component of the services delivered.

According to the evaluation of the Niagara-Mohawk initiative: "Group 3 and 4 participants
almost doubled the total number of payments to the utility during the post-treatment period
compared to the pre-treatment period (from 426 to 849 payments for Group 3; from 368 to
792 payments for group 4). In contrast, Group 1 actually decreased the number of payments
made and Group 2 increased the total number slightly (from 404 to 446 payments)."'®

Neither Group 1 nor Group 2 had an affordable payment plan. The Niagara-Mohawk

'* Equitable Gas, at 116.

1* Merillee Harrigan (1992) Evaluating the Benefits of Comprehensive Energy Management for Low-Income,
Payment-Troubled Customers, Alliance to Save Energy: Washington D.C.

'® Niagara-Mohawk, at 47 — 48.

- Page 10 -



(3

00 ~] N W

10
11
12
13

14
15

16
17

18

19

20

21

22

23

24

25

evaluation found further that the Company benefited from these increased payments. The
evaluation found:

Corresponding to the average dollars per month, the total customer dollars

paid to the utility also increased for the three treatment groups. Again,

Group 2 payments increased slightly from $844 to $895. Group 3 on the

average increased its Payrnent from $883 to $1174 and Group 4 increased
from $968 to $1188."

Unfortunately, Niagara-Mohawk undertook its efforts during a time when fuel assistance
dollars were being substantially cut back and fuel assistance dollars dropped for the program
participants. Nonetheless, despite this drop in fuel assistance funding, the evaluation found:
The increase in amount of customer doliars, despite the drop in receipt of
assistance dollars, resulted in an increase in total dollars paid to the utility of

$31 for Group 3 and $91 for Group 4, compared with decreases in total
dollars of $26 for Group 1 and $102 for Group 2."® (emphasis added).

Q. IS THERE ANY FINAL COMPANY YOU CAN CITE WHICH HAS FOUND
SIMILAR RESULTS FROM A BROAD-BASED UNIVERSAL SERVICE
PROGRAM?

Al National Fuel Gas Distribution Company (New York) operates what it calls its Low-Income
Rate Assistance (LIRA) prog;mm.19 The impact evaluation of the NFG program developed a
mathematical model for calculating whether the program was cost-beneficial to the
company (and thus to nonparticipants). The impact evaluation refers to the fact that "the
cost effectiveness model measured cash in-flows and out-flows with and without the LIRA

program over time."*” The impact evaluation stated further that: "cash flows were computed

' Niagara-Mohawk, at 48.
** Niagara-Mohawk, at 49.
' Natlonal Fuel Gas (PA) Low-Income Rate Assistance (LIRA) program. Barakat & Chamberlin (March 1999).
2 National Fuel Gas, at 23.
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using collected revenue, billed revenue, collection expenses, and carrying charges for both

w2l

the participants and the nonparticipants.

Part of this model recognized that only $939 of each $1,276 bill is paid before LIRA. Under
LIRA, however, the impact evaluation found low-income customers pay $772 of each $811
bill. According to the National Fuel Gas evaluation:

"Several indices were selected as robust measures of the impact of the
program. These included change in the number of payments made, change
in the percentage of bill paid, change in the amount paid, change in the
number of disconnections, and change in the amount of outside aid received
by participants . .. The program has been successful in moving most of the
indices in the right direction."

(emphasis in original). The impact evaluation reported the following "list of changes in the
right direction":
» The number of payments made by the participants increased by 30% (an average of
2.2 payments per participant);
¥ The percentage of the bill paid per participant increased by 10%;
» The number of service disconnections decreased by "slightly over 80%."
The National Fuel Gas impact evaluation reported that:

the {net present value] of the participant's pre-program cash flow was computed
at ($3,805,936). This means that, had the program not existed (pre conditions
remained the same), NFG would have been expected to under collect over $3.8
million (present valued over the next five years). Based on the post program
conditions, NFG is still expected to under collect, but only by approximately
$2.3 million. In other words, the program's gross impact is an improvement in
collections of $1.5 million (nearly a 40% improvement over the next five
years).?

The impact evaluation concluded that "this indicates a cost-effective endeavor.”

! National Fuel Gas, at 23,
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Q. HAVE YOU PERSONALLY STUDIED THE IMPACT OF UNIVERSAL
SERVICE PROGRAMS ON THE PAYMENT PROBLEMS ASSOCIATED WITH
INABILITY TO PAY?

A Yes. In October 2003, I completed an analysis for Missouri Gas Energy which examined
the impact of that company’s Experimental Low-Income Rate (ELIR) on various aspects
of low-income payment patterns. Missouri Gas Energy operated a fixed credit program
for low-income natural gas heating customers. I have attached a complete copy of that
report as Appendix C to this testimony. In that report, I found as follows:

Based on the above data, the following conclusions are proffered with respect to the
payment impacts generated by the Missouri Gas Energy Experimental Low-Income

Rate (ELIR):

» ELIR improved the completeness of bill payment, as measured by the incidence
and level of arrears.

¥» ELIR improved the promptness of bill payment, as measured by a weighted
arrears (“bills behind™) statistic.

» While ELIR did not improve the regularity of bill payment as measured by a
payments-per-bill statistic, ELIR did improve the extent to which payments made

reduced account balances to $0.

» ELIR improved the “automaticness” of bill payment, as measured by collection
activities and returned checks.

» ELIR did not induce an increase in consumption amongst customers receiving
fixed credits.
Q. BASED ON YOUR DISCUSSION ABOVE, WHAT DO YOU CONCLUDE WITH
RESPECT TO THE BENEFITS ARISING FROM THE PROPOSED NATURAL

GAS UNIVERSAL SERVICE PROGRAM?

2 National Fuel Gas, at 20. The $1.5 million is a five year total on a net present value basis.
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I conclude that directing rate affordability assistance to low-income customers is a
reasonable response to the need for low-income rate relief. I conclude further that the
proposed universal service program offered by the Petitioners would make natural gas
bills more affordable to low-income Indiana customers, would improve payment patterns,

and reduce the business and social costs of inability-to-pay.

HOW DOES THIS PROCESS OF ADDRESSING LOW-INCOME PAYMENT
TROUBLES TRANSLATE INTO BENEFITS FOR OTHER RATEPAYERS
THROUGH REDUCED COST OF SERVICE?

Providing rate affordability assistance to low-income customers is not simply a social
welfare program. It is also a way to help the Petitioners rationalize their overall
collection efforts. No utility has the ability to direct collection efforts to all customers in
arrears. There simply is not the staff and resources to do so. Whether it involves field
collection visits or personal collection contacts, reducing the extent to which collection
efforts need to be directed at low-income customers will allow the Petitioners to redirect
those collection efforts to other accounts in arrears, residential or otherwise. As a result,
the Petitioners will experience a decreased cost of service that will be passed on to all

ratepayers.

In addition to the direct reduction of expenses associated with nonpayment, these expense
reductions help postpone future base rate cases. Each month and year for which such a
rate case is postponed, even before savings are quantified and allocated among customer

classes, yields substantive benefits to all customers, irrespective of their class.
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B. The Induced Benefits to All Ratepayers.
DO ALL CUSTOMERS DERIVE BENEFITS FROM A UNIVERSAL SERVICE
PROGRAM?
Yes. One well-accepted tenet of utility ratemaking is that certain expenses incurred by a
public utility are for “public goods.™ Due to the nature of public goods, all customers
receive benefits from public goods and, accordingly, the costs of such goods are spread
over all customer classes. Fach end user makes a financial contribution to the utility’s
delivery of public goods. The “public goods” doctrine is applied in a variety of settings
as a justification to spread designated utility costs over all customer classes, Fire
hydrants and streetlights, for example, have been found to be public goods. Subway
service has been found to be a public good. The basic telecommunications network has
been found to be a “public good” as a justification for spreading network costs over all

customer classes.

DO COMMERCIAL AND INDUSTRIAL CUSTOMERS DERIVE BENEFITS
FROM THESE PUBLIC GOODS?

A product can represent a “public good” even though the direct service is provided to an
individual, For example, businesses do not go to school, individuals do. Businesses do
not go to doctors, individuals do. Businesses do not place their children in day care,
individuals do. Despite this, in each of these instances, the direct benefits to business

from the affordable provision of these “public goods™ have been documented. Affordable
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health care and child care are all akin to affordable home energy in their nature as public

goods which provide direct and substantial benefits to business as well as individuals.

Q. WOULD ALL CUSTOMER CLASSES DERIVE BENEFIT FROM THE
PETITIONERS’ UNIVERSAL PROGRAM IN PARTICULAR?

A. Yes. For example, child care is an important analogy to affordable energy because of the
direct benefits it has been found to provide to business. The Committee on Economic
Development™ has quantified the beneficial impacts to business from reducing the causes
of employee absenteeism and employee turnover associated with unaftordable child care.
According to the Committee:

Many businesses also find that helping parents meet their child care needs
can potentially reduce absenteeism and employee turnover. The 1990
National Child Care Survey (NCCS) found that 15 percent of the mothers
in its sample who worked outside the home reported losing some time
from work (including arriving late, leaving early, or having to take a full
day off) during the previous month because of a failure in their regular
child care arrangement. Studies have found that employee turnover
produces disruption and inefficiency in the work environment and that the
cost of replacing employees is high. For example, Merck & Co., Inc.
found that it costs. . . about 75 percent of salary to replace a clerical or
technical employee. It also found that it may take considerable time to fill
a vacant position and an average of 12.5 months for a new employee to
become adjusted to the job,”*

Q. HOW DOES THIS RELATE TO AFFORDABLE HOME ENERGY?

3 CED is a national business-academic partnership. One objective of CED is “to unite business judgment and
experience with scholarship in analyzing the issues and develop recommendations to resolve the economic preblems
that constantly arise in a dynamic and democratic society.” Objectives of the Committee for Economic
Development. The Research and Policy Committee of the CED is directed under the organization's bylaws to
“initiate studies into the principles of business policy and of public policy which will foster the full contribution by
industry and commerce to the attainrnent and maintenance™ of the objectives of the organization.

™ Research and Policy Committee (1993). Why Child Care Matters: Preparing Young Children for a More
Productive America, A Statement by the Research and Policy Committee of the Committee for Economic
Development, at |, Committee for Economic Development: New Yark,
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A. There is a direct relationship between the offer of a natural gas affordability program and
economic benefits to local commercial and industrial customers. For example:

» Turnover costs business money. We know that unaffordable home energy bills
lead to the frequent mobility of households.™

» Time missed due to family care provision costs business money. We know
that unaffordable home energy leads to more frequent childhood illnesses.

» Time missed due to lack of employee productivity and employee illness costs
business money. We know that the inability to stay warm due to unatfordable
home energy bills leads to increased illnesses.*

In sum, we know that increasing employee productivity directly contributes to the
increased profitability of firms. We know that with low-wage employees, in particular,
unaffordable home energy directly contributes to lowered productivity. Increased
personal illness, increased employee turnover, and increased family care responsibilities
are but three of the factors contributing to lower employee productivity. The provision of

affordable energy through Petitioners® proposed universal service program positively

affects each of these productivity factors.

Q. PLEASE DESCRIBE THE SPECIAL BENEFITS THAT THE UNIVERSAL
SERVICE PROGRAM PROVIDES TO SMALL BUSINESSES IN PARTICULAR.

A, As elsewhere, small business fills a unique role in the Indiana economy. Smail business
disproportionately offers employment opportunities to Indiana residents who have limited
employment skills. Small firms disproportionately pay wages that do not allow a

household to economically exist without public assistance.

# Roger Colton. “A Road Oft Taken: Unaffordable Home Energy Bills, Forced Mobility, and Childhood Education
in Missouri,” 2 Journal of Children and Poverty 23 (1996).

2 Apprise, Inc. (2004}, National Energy Assistance Survey: Final Report, National Energy Assistance Directors
Association (NEADA): Washington D.C,
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WHAT DO YOU CONCLUDE BASED ON THIS INFORMATION?

There is a reciprocal relationship between small businesses and low-wage employees.
On the one hand, without small business offering low-wage employment, many of the
persons who are employed in such establishments would not find job opportunities. On
the other hand, without the low-wage employee, many of the small businesses that
produce goods and services within Indiana would not be able to economically survive.
The small business establishments providing low-wage employment would not be able to

survive if they were required to pay higher wages.

CAN YOU CHARACTERIZE SMALL BUSINESS EMPLOYMENT AND WAGE
LEVELS?

Yes. Overall, small establishments account for more than 70% of employment in retail
trade. This is significant because three times as many working poor families (as
compared to non-poor families) are in service occupations (20.1% vs. 7.4%), while nearly
one-and-a-half as many working poor {compared to non-poor) families have workers who
are in the wholesale/retail trade occupations (19.2% vs. 12.3%)." Overall, the median
hourly wage of primary earners in working poor families ($7.55) is less than half the
median wage of primary earners in families with incomes above 200% of poverty

($16.67).

7 Gregory Acs, Katherin Ross Phillips, and Daniel McKenzie (May 2000). Playing by the Rules but Losing the
Game: America’s Working Poor, The Urban Institute; Washington D.C. This publication can be found at the
following web site: http://www urban org/workingpoor/playingtherules htmi.
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HAVE YOU CONSIDERED THE EMPLOYMENT PRACTICES IN INDIANA IN
PARTICULAR?

Yes. The number of small businesses in Indiana paying poverty level wages is
substantial. I first consider retail establishments as one example. Retail establishments are
often the type of small business that benefits from paying low wages to employees. [ also
consider certain service establishments, particularly involving eating and drinking

establishments and traveler accommodations.

As Schedule RDC-1 shows, nearly 80,000 Indiana workers in general merchandise stores
earned only $14,549 in 2001 and $15,367 in 2002; nearly 60,000 workers in Indiana’s
food and beverage stores earned only $15,340 in 2001 and $15,885 in 2002. Turning to
service occupations, more than 200,000 Indiana workers earned only $10,567 in 2001
and $10,791 working in food service and drinking establishments, while roughly 20,000
Indiana workers earned only $14,574 in 2001 and $14,999 in 2002 in travelers

accommodations.

In contrast, 150% of the Federal Poverty Level for a 3-person household in 2001 was
$21.945 while 150% of Poverty Level for a 4-person household was $26,475. Schedule
RDC-1 presents data obtained from the U.S. Department of Labor’s Bureau of Labor

Statistics.
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HOW IS THIS OBSERVATION RELEVANT TO AN INQUIRY INTO THE
EXTENT TO WHICH THE PROPOSED UNIVERSAL SERVICE PROGRAM
BENEFITS SMALL BUSINESSES?
The observation is directly relevant. The reason small businesses can offer low-wage
employment to so many of their employees is because of the external programs that are
available to help fill the wage gap. One analysis reports, for example, that:
.. . employers who pay poverty wages are effectively being subsidized by
taxpayers through government assistance programs (¢.g., food stamps, Farned
Income Tax Credit) which help many low-wage employees survive . . .
[B]usinesses that pay poverty wages indirectly rely on government assistance
programs to make up the difference between these wages and what it costs their
employees to live.”®
The same analysis applies to these Petitioners, The small businesses that pay poverty wages
indirectly rely on Petitioners’ willingness to make up the difference between those wages
and what it costs the employees to live. Requiring all customer classes to help pay for the
proposed universal service programs which respond to the inability-to-pay resulting from

the payment of low wages is simply one mechanism to have the customer classes which

benefit from the universal service program pay some part of the cost of that program.

IS THERE ANY FINAL INDUCED BENEFIT THAT YOU HAVE
DOCUMENTED IN YOUR WORK ON LOW-INCOME ENERGY ISSUES?

Yes. Work that [ performed for Entergy Services Corporation (looking at the mid-South
states of Arkansas, Louisiana, Georgia and Texas) found that energy assistance is a

significant contributor to economic development. Because energy assistance contributes

8 Karen Kraut, Scott Klinger and Chuck Collins (2000). Choosing the High Road: Businesses that Pay a Living
Wage and Prosper, at 14, 16, Responsible Wealth: Boston (MA ).

- Page 20 -



1 to additional disposable income within the low-income population, it helps drive

2 additional job creation, income generation, and economic activity.

3

4 In my report looking at the Entergy Service Corporation service territory, 1

5 found:*

6 The distribution of energy assistance first creates economic activity for the

7 Entergy states through the direct delivery of benefit dollars. In addition to

8 the dollars of cash benefits, however, the delivery of energy assistance will

9 also free up household dollars that would have been devoted to the costs
10 arising from the payment and behavior consequences of energy bill
11 unaffordability. These dollars, too, can then instead be spent (and circulated)
12 in the local economy.
13
14 L
15 While the discussion of the economic impacts of energy assistance looks at
16 economic benefits on a statewide basis, in fact, the economic impacts provide
17 particular advantage to low-income communities. Existing research indicates
18 that low-income households tend to shop at local retail establishiments. For
19 food in particular, low-income households tend to shop at small, local food
20 stores. Moreover, not only are low-income households more likely to shop
21 locally, but the businesses serving low-income households are more likely to
22 shop locally as well. It is clear, therefore, that not only will the provision of
23 energy assistance provide income and employment to low-income
24 households, but the earnings and employment that are delivered to such
25 households will likely be spent, retained and recirculated within the low-
26 income community as well.
27
28 The delivery of energy assistance in the four Entergy states accomplishes far
29 more for those states than simply helping low-income residents avoid arrears
30 on home energy bills and preventing the potential loss of home energy
31 service due to nonpayment. The delivery of home energy assistance also
32 serves as a substantial economic stimulant for the economies of the Entergy
33 states.
34

* Roger Colton (August 2003). The Economic Impacts of Home Energy Assistance: The Entergy States. Entergy
Services Corp: Little Rock (AR).

- Page 21 -



10

11

13

i4

15

16

17

18

19

20

21

22

23

WHAT DO YOU CONCLUDE FROM THIS DISCUSSION?
The conclusion that marches forward is that all customer classes will benefit from the
proposed universal service program. Commercial and industrial customers, as well as

small businesses, will gain direct benefits from the proposed program.

C. The Particular Benefits to Health Care Providers.
HAVE YOU CONSIDERED THE IMPACTS THAT THE PROVISION OF
AFFORDABLE HOME ENERGY MIGHT HAVE ON HEALTH CARE
PROVIDERS IN PARTICULAR?
Yes. It is a long-established tenet of health care delivery that it is less expensive to keep
someone healthy than it is to get someone healthy once they have become ill. This s
particularly true for low-income households. Due to their tendencies to be uninsured,
low-income households exhibit several characteristics that impose high costs on the
health care system:

» First, low-income households tend not to use primary care providers as their
source of health care. These households tend to instead use emergency care
facilities as their primary health care provider. The use of such facilities is
one of the most expensive ways to obtain health care, thu