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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?

| am aprincipal in the firm of Fisher Sheehan & Colton, Public Finance and
General Economics. In that capacity, | provide technical assistanceto avariety of
public utilities, state agencies and consumer organizations on rate and customer

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

FOR WHOM ARE YOU TESTIFYING IN THIS PROCEEDING?
| am testifying on behaf of the New Jersey Division of the Ratepayer Advocate

(Ratepayer Advocate).

PLEASE DESCRIBE YOUR PROFESSIONAL BACKGROUND.

| work primarily on low-income utility issues. Thiswork involves rate and customer
service work. My work aso involves the design and implementation of low-income
energy assistance programs. At present, | am working on various projects in the
states of Arizona, New Mexico, New Hampshire, Michigan, Missouri, Indiana,
Georgiaand lowa. My clients include state agencies (e.g., Arizona state LIHEAP
office, Pennsylvania Office of Consumer Advocate, |owa Department of Human
Rights), federal agencies (e.g., the U.S. Department of Health and Human Services),

community-based organizations (e.g., Indiana Community Action Association, lowa
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Community Action Association, Michigan Poverty Law Center), and private utilities

(e.g., Entergy Services, NIPSCO, Empire Didtrict Electric Company).

CAN YOU EXPLAIN YOUR EDUCATIONAL BACKGROUND?
| have training in both law and economics. | received my law degree from the
University of Floridain 1981. | received my Masters Degree (economics) from the

McGregor School (Antioch University) in 1993.

HAVE YOU EVER PUBLISHED ON PUBLIC UTILITY REGULATORY

| SSUES?

Yes. | have published nearly 100 articles in scholarly and trade journals, primarily

on low-income utility issues. | have published an equa number of reports for various
clients on energy, water, telecommunications and other associated |ow-income

utility issues. A complete list of my publications is included in Attachment A.

HAVE YOU EVER TESTIFIED BEFORE THISOR OTHER UTILITY
COMMISSIONS?

Yes. | havetestified in regulatory proceedings in more than 30 states and various
Canadian provinces on arange of low-income utility issues. A list of proceedingsin

which | have appeared as an expert witness is included in Attachment A.

WHAT ISTHE PURPOSE OF YOUR TESTIMONY TODAY?
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The purpose of my testimony today is to assess the impact that the proposed
merger of Public Service Electric and Gas Company (PSE& G or Company) with
Exelon will likely have on low-income PSE& G customers. | propose merger
conditions that are designed to eliminate or mitigate the adverse impacts on low-
income customers, should the Court and the Board of Public Utilities (Board or
BPU) decide to approve the merger despite the concerns expressed by the

Ratepayer Advocate.

PART I:
POVERTY AND ENERGY.

PLEASE DEFINE WHAT YOU MEAN BY “LOW-INCOME” IN YOUR
ASSESSMENT OF THE IMPACTS OF THE PROPOSED MERGER ON
“LOW-INCOME CUSTOMERS”

The generaly accepted measure of “being poor” in the United States today indexes a
household’ s income to the “Federa Poverty Leve” published each year by the U.S.
Department of Health and Human Services (HHS). The Federal Poverty Level
looks at income in relation to household size. This measure recognizes that a three-
person household with an annua income of $6,000 is, in fact, “poorer” than atwo-
person household with an annual income of $6,000. The federal government
establishesauniform “Poverty Level” for the 48 contiguous states. The Federal
Poverty Levels for the year 2005 are set forth in Schedule RDC-1. Since 100
percent of Poverty Leve is generally consdered to be too low to be areasonable
demarcation of “being poor,” other estimates range from 150 to 200 percent of

Poverty or more. A household's “level of Poverty” refersto the ratio of that
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household's income to the Federal Poverty Leve. For example, the year 2005
Poverty Leve for atwo-person household was $12,830. A two-person household
with an income of $6,415 would thus be living at 50% of Poverty. A two-person

household with an income of $19,245 is said to be living at 150% of Poverty.

CAN YOU CHARACTERIZE POVERTY IN THE PSE& G SERVICE
TERRITORY?

According to PSE& G's staff training manuals, the Company serves 70% of all
residential electric and gas utility customersin New Jersey. (RAR-LI-62, Vol. 13 of
24, at 26). Asaresult, alook at the poverty characteristics of low-income customers
in New Jersey generally is arelevant inquiry into characterizing PSE& G customers.
Roughly one out of every seven persons living in New Jersey (1,166,657 of
8,232,588 or 14.2%) lives at or below 150% of the Federa Poverty Level. (U.S.
Census Bureau, Summary Tape File 3 (STF3), Detailed Tables, New Jersey, at

Table P88).

There isawide distribution of consumers over the various ranges of Poverty. While
some households live closer to the top, others live closer to the bottom. Of the
persons living below 150% of Poverty in New Jersey, nearly one-third (343,144)
live at or below 50% of Poverty. Nearly 700,000 New Jersey residents (8.5%) live
with income at or below 100% of Poverty. (STF3, Detailed Tables, New Jersey, at

Table P83).
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HAVE YOU EXAMINED THE DISPERSION OF POVERTY IN THE
PSE& G SERVICE TERRITORY?

Yes. In examining the low-income status of customersin the PSE& G service
territory, | focused my attention on communities that have 20,000 or more
PSE& G residential customers. There are 14 such communitiesin PSE&G’'s
service territory. | focus my attention on these communities since they are the
location of the vast mgjority of PSE& G customers. Moreover, smaller
communities sometimes are not reflected as separate geographic areas within the
Census data. For example, the following municipalities in PSE& G’s service
territory do not have Census counterparts. Basking Ridge, Bedminster, and

Branchburg.

Remember that, overall in New Jersey, 14% of all persons live with incomes at or
below 150% of the Federal Poverty Level. Within these larger communities,
however, PSE& G has poverty rates (at or below 150% of the Federal Poverty
Level) substantially higher than the statewide average. For PSE& G, 28.9% of the
personsin its largest communities live with incomes at or below 150% of the

Federal Poverty Level.

The poverty in PSE& G's service territory iswiddly dispersed asis presented in
Schedule RDC-2. The proportion of personsliving at or below 150% of Poverty
exceeds the statewide average in eleven of the 14 largest PSE& G communities. In

nine of those eleven communities, the loca poverty rate exceeds the statewide
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average by 10% or more. In Camden, more than 50% of residents live with income
below 150% of the Federa Poverty Level, while in Newark, 40% do. In Paterson,

36% of resdents live with incomes below 150% of the Federal Poverty Level.

PART 2:
THEM ERGER’S ADVERSE | MPACTSON LOW-INCOME CUSTOMERS.

WHATISTHEPURPOSEOF THISSECTION OF YOUR TESTIMONY?
In this section of my testimony, | assess certain adverse impacts that the proposed
merger will likely generate for low-income customers. | discuss three categories of
impacts.

» Theimpacts that arise from the dilution of resources for low-income
PSE& G customers,

» Theimpacts that arise from the increased remoteness between utility
company customer service personnel and the low-income customers
needing service (along with the local agencies assisting those low-
income customers); and

» The impacts that arise from the combination of PSE& G’ s customer
service system with a system that does not provide the same level of

responsiveness to low-income payment troubles.

CAN YOU IDENTIFY SOME OF THE CUSTOMER SERVICESTHAT
LOW-INCOME CUSTOMERS FREQUENTLY REQUIRE?
Whileit isimpossible to identify services required by all low-income customers, it is

possible to identify certain services that are disproportionately required by low-
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income customers. Low-income customers are disproportionately payment-troubled.
Asaresult, they often require the negotiation of deferred payment plans along with
referrals to public and private payment assistance. Low-income customers are
disproportionately mobile. They thus have more need for contact in the
establishment and transfer of service. Low-income customers disproportionately
lack homeownership or long-term leases. As aresult, they are frequently called
upon to contact the company to establish creditworthiness in nonttraditiona ways.
Telephone requests for bill payment assistance come disproportionately from low-

income customers.

L ow-income customers also tend to rely on walk-in locations for avariety of
services. Low-income customers are disproportionately househol ds without
telephones. As aresult, they disproportionately rely upon wak-in centers to conduct
business with a utility. Low-income customers disproportionately lack checking
accounts, and therefore often require a bill payment option allowing for the payment

of cash.

In addition, a mgjor function of wak-in centers for low-income customersis to
provide alocation for them to provide proof of identity and other required
documentation. A required proof of identity is not uncommon in PSE&G’s
customer service policies. A proof of identity is required when the Company
cannot match a social security number provided by a new customer. (RAR-LI-62,

Vol. 8 of 24, at Safescan Messages, pages 1 - 3). Proof of identity and proof of
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prior address may be required when a customer is seeking to establish service as a
new customer at an address that is currently disconnected for nonpayment (or has
recently been disconnected for nonpayment). (RAR-LI-62, Vol. 13 of 24, at

Residential Deposits, 2, 6/19/02).

These observations above are illustrative. This discussion is not intended to present
a comprehensgive listing of the types of services that |ow-income customers
frequently need. Within this context, | turn to a discussion of the three broad types of
adverse impacts that the proposed merger can be expected to generate for low

income customers.

A. The Dilution of Resour ces.
PLEASE EXPLAIN THE PURPOSE OF THISSECTION OF YOUR
TESTIMONY.
In this section of my testimony, | explain why the proposed merger can be
expected to dilute the resources available to address the service needs of low
income PSE& G customers. The dilution of resources occurs to the extent that the
combination of PSE& G with Exelon results in a proportionate reduction of resources
available to adequately serve PSE& G’ s low-income customers. | conclude that the
proposed merger is likely to result in adilution of resources devoted to providing

personal contact and providing crisis energy assistance.

PLEASE EXPLAIN THE DILUTION OF RESOURCESRELATING TO

PERSONAL CONTACT.
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The first areain which | expect adilution of resources relating to personal contact
involves customer call centers. PSE& G and Exelon report an expected reduction of
115 call center personnel for the combined companies. (RAR-SQ-49, p. 2 of 3).

A reduced staff can be expected to be available to respond to customer service
needs. The fact that the two companies report that they have no present intention
to close PSE& G’s New Jersey call centersis beside the point. There are plans to
spread the workload of responding to New Jersey payment troubles systemwide.
PSE& G and Exdlon tak of the intent to have “some level of coordinated coverage of
service territories across the Exelon system for call centers presently operated by
PSE&G inNJ” (S DCA-4). They aso refer to the opportunity for “automatic
phone call re-routing” between call centers of the different utilities. (S-DCA-4).
Fewer call center staff will be available to address the customer service needs of a

combined company.

DOES THE COMPANY COMMIT TO RETAINING THE NEW JERSEY
CALL CENTERS?

No. PSE& G and Exelon refuse to rule out the possibility of closing the New Jersey-
based cal centersthat currently serve PSE& G residentid customers. (S DCA-3, S

DCA-13, RAR-SQ-77).

PLEASE EXPLAIN THE EXPECTED IMPACT ON RESOURCES

AVAILABLE FOR WALK-IN CUSTOMER CONTACTS.
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The proposed merger places in jeopardy the continuation of PSE& G walk-in
customer service centers. While PSE& G and Exelon state that “the companies do
not currently plan to consolidate the in-person customer service offices
throughout New Jersey,” they acknowledge that “[t]he specific decisions
concerning the continued operation of Customer Service Centers at their current
locations will not be made until after the merger is consummated.” (Local 601-11-
50). Asdiscussed above, the walk-in centers are important resources that provide
low-income customers with a cash payment option and allow them to address

payment troubles and conduct other business through personal contact.

HOW WOULD THE ELIMINATION OF CUSTOMER SERVICE
CENTERSDILUTE RESOURCES TO LOW-INCOME PSE& G
CUSTOMERS?

Schedule RDC-3 shows the 16 Customer Service Center locations maintained by
PSE& G. A residential customer can pay abill at al but one of these Customer
Service Center locations (the exception being the temporary center currently
located in Elizabeth). At all 16 centers, aresidential customer can make personal
contact with a company service representative who is capable of immediately
responding to an inquiry about aresidential bill; is authorized to negotiate a
deferred payment arrangement for an outstanding bill; is authorized to negotiate a
resolution to an outstanding shutoff for nonpayment; and is authorized to
negotiate a service reconnection after a shutoff for nonpayment. (RAR-LI-36). In

contrast, Commonwealth Edison has no such walk-in locations, while the only
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location at which these functions can be performed for PECO is the PECO Main

Office Building in Philadelphia. (RAR-LI-36).

There is asignificant difference in resources devoted to allowing customersto
make personal contact with company personnel. Setting aside Commonwealth
Edison, which does not provide walk-in contacts and thus has no walk-in personal
contacts with customer service representatives (RAR-L1-38), PECO provided four
PECO representatives at the PECO Main Office Building in 2004, and handled
approximately 51,750 customer contacts. (RAR-LI-38). In contrast, asis shown
in Schedule RDC-4, PSE& G provided more than 100 company personnel and

handled more than 2.5 million walk-in customer contacts in both 2003 and 2004.*

The elimination of PSE& G’s Customer Service Centers, or areduction in the
number of such centers, would represent a substantial dilution in the resources
available to low-income PSE& G customers. Given Exelon’s policy of not
providing customer service centers, combined with its policy of outsourcing
customer service functions where possible, and the stated intention of reducing
call center personnel by 115 positions, the merger would represent areal threat to
the continued ability of PSE& G to serve those 2.5 million walk-in personal
contacts in the same manner as is done in the pre-merger environment. Both
PECO and PSE& G report that their current in-bound call center volume averages

70 (PECO) to 72 (PSE& G) calls per customer service representative per day.

Y

Figures for 2002 were comparable, with 103 company staff handling roughly 2.7 million walk-in

customer contacts.
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(RAR-LI-41). A merged company could not eliminate 115 call center positions,
absorb an additiona 2.5 million contacts previousy handled by PSE& G’s walk-in
centers, and maintain an undiluted delivery of customer service to PSE& G's low-

income customers.

Q. PLEASE EXPLAIN YOUR CONCERNSABOUT THE DILUTION OF
RESOURCES ASSOCIATED WITH ENERGY ASSISTANCE.

A. | have examined the relative resources that each of the three merging companies
brings to bear on generating cash assistance for their respective lowincome
payment-troubled customers. In particular, | have examined each company’s

resources for private fuel funds.?

Company support for local fuel funds (defined as a private organization providing
charitable energy assistance to customers) varies widely among the three utilities.
Commonwealth Edison does not solicit fuel fund contributions from its
customers, employees, investors, or contractors providing goods and/or services
to that company. PSE& G solicits customer contributions through an annual bill
insert, engages in a “toy truck sale” and participates in what it terms “ad hoc
fundraisers.” While PSE& G appearsto “match[. . .] all funds raised through these
efforts up to $100,000" (RAR-LI-68), the Company did not know how much

investor matching occurred or how much money was raised through the

2 | have set aside the major universal service rate assistance programs as well as the low-income
energy efficiency programs. The rate assistance programs (USF in New Jersey and CAP in Pennsylvania),
as well as the energy efficiency programs (LIURP in Pennsylvania and Comfort Partners in New Jersey)
are highly regulated, statewide programs.
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contributions from customers, employees, or contractors. (RAR-LI-67). In
contrast, PECO reported atotal contribution in 2004 of roughly $680,000 to local
fuel funds, of which $385,813 came from investors and $273,183 came from
customers. A lesser amount came from contractors through alocal golf

tournament. (RAR-L1-67).

WHY ARE FUEL FUND CONTRIBUTIONS OF CONCERN IN THIS
MERGER PROCEEDING?

Just like other company initiatives directed toward resolving low-income payment
troubles, fuel fund contributions, as well as participation in the solicitation of
contributions to local fuel funds, evidence a company’s ability to bring outside
resources to bear in helping resolve low-income customers’ payment troubles.
PSE& G does not generate significant private fuel assistance funds. In contrast, the
commitment of Commonwealth Edison management to charitable energy
assistance results in no effort to support local fuel funds. The risk that this
management inattention and lack of commitment might reduce PSE& G’ s fuel

fund efforts even further cannot be ignored.

WHAT DO YOU CONCLUDE OVERALL WITH RESPECT TO THE RISK
OF THE PROPOSED MERGER RESULTING IN A DILUTION OF
RESOURCESTO LOW-INCOME PSE& G CUSTOMERS?

| expect the proposed merger to result in adilution of resources available to low-

income customers served by PSE& G. The dilution of resourcesislikely to occur in
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the ability of low-income customers to make telephone contact with company
personnd charged with helping to resolve customer service issues; in the ability of
low- income customers to make personal contact with PSE& G walk-in centers; and
in the ability of low-income customers to access private charitable fuel fund dollars

to help resolve inability-to- pay Stuations.

B. Remoteness and the Lack of Local Contacts.
PLEASE EXPLAIN THE PROBLEM OF REMOTENESS.
Increasing the remoteness of customer service representatives addressing low-
income payment problems results in those customer service representatives losing
the local contact with agencies and individual s providing assistance to low-
income payment-troubled customers. A consolidation of call centers and/or
Customer Service Centers eliminates much of the knowledge of local sources of

assistance that are available to local customer service representatives.

ISITMERELY THE AMOUNT AND AVAILABILITY OF ASSISTANCE
THAT ISCRITICAL?
In addition to the knowledge of the amount and availability of local assistance,
one critical aspect of resolving payment troubles is the knowledge of how to
coordinate the various local sources of energy assistance:
> Private charitable energy assistance (e.g., private fuel funds, churches);
» Government assistarce (e.g., LIHEAP);

» New Jersey Universal Service Fund (USF).
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Indeed, impeding the coordination of the USF with other sources of public and
private assistance would work to the detriment of both the USF program and the

customers who are intended to benefit from the program.

WHAT IMPACT WOULD THE MERGER HAVE ON THE NEW JERSEY
CALL CENTER AND PSE& G'S CUSTOMER SERVICE CENTERS?
While the Company does not explicitly propose to close the PSE& G call centers
now located in New Jersey, it does explicitly note that it intends to promote “some
level of coordinated coverage of service territories across the Exelon system for call
centers presently operated by PSE& G in NJ.” (S-DCA-4). The Company aso
intends to implement “automatic phone call re-routing” among call centers of the
different utilities. (S DCA-4). The Company asserts that it can address potential
problems of having New Jersey’ s payment-troubled customers being handled by
non-New Jersey-based customer service representatives by ensuring that
“customer service representatives will be cross-trained to respond to New Jersey”

issues. (S-DCA-20).

In addition the Company refuses to rule out closing the New Jersey-based call
centers completely. Moreover, the Company does not rule out the possibility of

closng its walk-in Customer Service Centers.
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ISTHERE A SPECIFIC PROBLEM WITH THE NOTION OF “CROSS
TRAINING” NON-NEW JERSEY CUSTOMER SERVICE
REPRESENTATIVESFROM A LOW-INCOME PERSPECTIVE?

Y es. Low-income payment negotiations often depend on the personal relationship
between the utility’ s customer service representative and the local agency providing
low-income energy assistance. This relationship results in the creation of atrusting
relationship and a shared sense of values (involving customer and company
responsbilities). A move to remote customer call centers undermines these
relationships and makes it more difficult to reach mutualy beneficia payment
agreements. In my work around the country, | am not only caled upon to work with
specific individual local and state agencies providing energy assistance (both public
and private), but | am aso called upon to make presentations at a multitude of
energy and affordable housing conferences around the nation. 1n the past year, for
example, | have attended and made presentations at the national conferences of the
National Low-Income Energy Consortium (NLIEC), National Fuel Funds Network
(NFFN), National Community Action Foundation (NCAF), and the U.S.
Department of Housing and Urban Devel opment’s (HUD) Community
Development Block Grant (CDBG) nationad training conference. Thiswork brings
me into contact with hundreds of staff for agencies providing low-income energy
assistance. Through these contacts, | have been told that the problems | identify
above have repeatedly arisen after utility mergers around the country. As aresult of

utility mergers:
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» There were increased problems in addressing payment troubles because
customer service representatives on the telephone were not familiar with
specific policies or financial resources referred to by arepresentative of a
local energy assistance agency.

» Local agencies providing low-income energy ass stance tended to lose
communication with company customer service representatives regarding
local rules governing disconnections because the customer service
representatives could communicate only in very broad language applicable
systemwide, rather than in language specific to an individual Sate.

» Everything was more challenging, because the local agency staff first was
required to educate the customer service representative about the local
program.

There is every reason to expect these same problems to arise in the PSE& G merger
to the extent that the merger moves customer service representatives to remote
locations. A review of eight boxes of staff training manuals provided by al three
companies, for example, each holding roughly 5,000 pages of paper, surfaced no
comprehensive listing of specific PSE& G policies regarding issues involving service
disconnections and related treatment of payment troubles. (RAR-LI-1; RAR-LI-62).
The existing customer service training would not inform customer service
representatives of the nuances of state and local policy; that information comes from

repeated local involvement in problem resolution.
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ISTHERE A SECOND SPECIFIC PROBLEM THAT ARISESFROM THE
INCREASED REMOTENESS OF CUSTOMER SERVICE
REPRESENTATIVES?

Low-income crisis resolution often results from referrals to local private sources of
energy and non-energy assistance providers. These might include local churches,
local community-based organizations, and loca providers of services such as food
banks and crisis rental assistance. It would be difficult or impossible for a merged
call center to identify and document these local sources of assistance for the low-
income payment-troubled customer. The knowledge of such local sources of
assistance instead arises because of specific local knowledge gained by having local
customer service representatives identify local resources to bring to bear on the

customer services needs of local customers.

PLEASE CHARACTERIZE THE CURRENT KNOWLEDGE OF LOCAL
PRIVATE SOURCES OF CRISISENERGY ASSISTANCE AVAILABLE TO
PSE& G'SCUSTOMER SERVICE REPRESENTATIVES.

PSE& G dates that “ payment troubled customers are provided alist of al local
community based organizations known to the Company, including . . . private
programs. All of the Company’s customer contact associates have alist of these
available organizations in the customer’ s locality and can provide that information to
our customers whether on the phone, at our walk-in Customer Service Centers, or in
the fidld.” (RAR-LI-66). A merged call center does not necessarily detract from the

ability to distribute such aligt, but it detracts from the ability to develop and update
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such alist through regular personal contact. Without local customer service
representatives available to devel op, document and update the local sources of

assstance, it is precisely this kind of local knowledge that is expected to be lost.

WOULD A MERGED PSE& G/EXELON HAVE A STRONG
COMMITMENT TO LOCATING AND COMMUNICATING SOURCES OF
LOCAL PAYMENT ASSISTANCE TO ITSCUSTOMER SERVICE
REPRESENTATIVES?

There islittle or no commitment on the part of Commonwealth Edison to locate
and communicate sources of private fuel assistance to customer service
representatives and, by extension, to low-income payment-troubled customers.
Commonwealth Edison does not refer customers to sources of private fuel
assistance in its service territory. When asked to provide “a detailed narrative
description of al ways in which the Company refers customers to sources of
private fuel assistance available in the Company service territory,”

Commonwealth Edison smply replied “none.” (RAR-LI-66).

In addition, there is a substantive difference between the efforts of

Commonwealth Edison and the efforts of PSE& G to promote programs that might
help lowincome payment-troubled customers find resources to help pay their
bills. PSE& G reports that its “core Payment Assistance Outreach group has an
annual budget of approximately $1.4 million. This budget includes outreach to all

the programs identified [by the Ratepayer Advocate]. Thisis not the total dollars
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expended by PSE& G on these programs, but merely the coordination costs
required to spearhead the outreach efforts for al of the Company’s customer
contact associates . . . . Outreach efforts are not limited to interna efforts. Bill
inserts, bill messages, and newsdletters are sent to all our residential customers at
strategic times during the year to alert them of the options available to manage
their energy needs.” (RAR-LI-76). In addition to the LIHEAP outreach, PSE& G
promotes programs such as the Earned Income Tax Credit (EITC) as a means of

generating public assistance to help pay home energy hills.

In contrast to this $1.4 million budget, PECO reports spending $200,000 each
year on LIHEAP outreach, while Commonwealth Edison spends $214,400.
Neither PECO nor Commonwealth Edison promotes programs other than

LIHEAP. (RAR-LI-76).

WHAT ARE THE FINAL ASPECTSOF THE ISSUE OF REMOTENESS?
An increase in the geographic scope of the markets served by the merged utility can
reasonably be expected to lead to a reduced emphasis on, and focus upon, the

specific needs of New Jersey standing aone.

L ow-income payment troubles can vary widely based on the needs of particular
local populations and how those needs affect the interface between the company and
its customers. These local needs range, for example, from the closing of a major

employer (thus putting substantial numbers of customers out of work), to the quality
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of housing, to the prevalence of fixed-income older customers in a community.
These localized needs are precisely the needs thet are less well-served by a merged
non-local company.
> In Pittsburgh, for example, loca fud fund officials worked closaly with
locdl utility officialsin the post 9/11 environment, when the economic
fal-out to the airline industry affected US Air employees in that
community.
> InNew Orleans and Little Rock, loca utility officials worked with low-
income advocates when poor housing quality was found to cause a
disproportionate number of “walk away homes,” thus preventing
weatherization agencies from delivering energy efficiency servicesto
improve home energy affordability.
> Inlowa, State energy assistance officials worked with local utilities to
more effectively direct fuel fund and LIHEAP outreach to rura areas not
well-served by traditional print and electronic media outlets. Outreach
was directed through multiple forms of nonttraditional networks to help
offset the inability of traditional media outlets to reach the full range of

payment-troubled customers.

PLEASE SUMMARIZE.
| expect the proposed merger to have substantial detrimental impacts on PSE& G's
low-income customers attributabl e to the increased remoteness of customer service

resources to low-income customers. The lack of loca contacts not only creates a
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lack of knowledge of local policies, but also €iminates relationships with local
socia service agencies and creates voids in the base of knowledge about local
resources. The increased remoteness also undermines the customer service
representatives’ knowledge of specific local conditions thet are relevant to the

successful resolution of payment troubles.

C. Risksto Policies Responsive to Payment Troubles.
PLEASE EXPLAIN THE PURPOSE OF THISSECTION OF YOUR
TESTIMONY.
In this section of my testimony, | explain how the proposed merger of PSE& G with
Exelon can be expected to place at risk anumber of critical policiesthat are
responsive to New Jersey’ s low-income payment-troubled customers. While
PSE& G customer services may well have room for improvement in some aress,
overal PSE& G provides its customer service representatives flexibility to address
the payment troubles of the Company’s low-income customersin away that makes
business sense to the Company. In contrast, Commonwealth Edison appearsto rely
on an automated, mechanistic approach, leaving little room for the use of customer
service representative discretion in working with the unique circumstances of

individual customers.

PLEASE DESCRIBE THE EXPECTED STANDARDIZATION OF

CUSTOMER SERVICE FUNCTIONS AND POLICIESRESULTING FROM

THE MERGER.
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Itislikely that customer service policies and processes will be standardized across
companiesto agreat extent. In response to a Ratepayer Advocate discovery
guestion about customer billing and payment processes, PSE& G and Exelon stated
that the post- Exelon PECO merger structure “focug ed] on the standardization of
utility processes across both companies. . ..” (RAR-SQ-57). Many of these policies
and processes are not smply set forth in customer service staff training manuals,
they are dso embedded in the electronic information systems upon which those staff
rely. The Company quite openly states that one intended result of the merger isthe
intent “to consolidate the customer information system at each utility resulting in
one integrated system.” (S-DCA-4). Given the stated goal of improving “efficiency”
through the merger, it is reasonable to expect PSE& G policies and processes to
migrate toward the more automated and mechanistic approach employed at
Commonwedlth Edisonand enmbedded in that company’ s information technology

system

PLEASE EXPLAIN WHY YOU ASSUME THROUGHOUT YOUR
TESTIMONY THAT A MERGED COMPANY WILL USE THE
COMMONWEALTH EDISON INFORMATION SYSTEM RATHER THAN
PSE& G'S.

In response to discovery, PSE& G stated quite explicitly that “the billing engine to be
adopted across the combined entity is the platform developed at ComEd . . . .
Because of Exelon’s scale (5.5 million total customers versus 3.6 million total

PSE& G customers) and the estimated benefits from a billing platform consolidation,
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management has determined that the adoption of ComEd'’ s billing platform to be the
most beneficia in the combined entity.” (RAR-SQ-110, Update). The Company
reports that this combined billing platform will include the treatment of delinquent

accounts. (RAR-SQ-37).

DO YOU HAVE SPECIFIC AREAS OF CONCERN WITH RESPECT TO
THE PROPOSED MERGER?
Y es. Even beyond provisions that may exist in a utility’s tariff, arange of policy
and operational decisions exist that, while affecting customer access to service,
are not set out in tariffs. They are, instead, embodied in documents such as
customer service staff procedures manuals and embedded in a company’s
electronic customer information system. The following specific areas are
examples of why this proposed merger gives rise to concerns:

» Establishing creditworthiness by new customers,

» Securing payments through cash deposits;

» Deveoping customer credit assessments; and

» Using deferred payment arrangements to address customers’ inability to

pay current bills.

| will address each of my concernsindividualy.
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1. Establishing Creditworthiness.
WHY DOESESTABLISHING CREDITWORTHINESS PRESENT A
PROBLEM WITHIN THE CONTEXT OF THE PROPOSED MERGER?
Low-income customers are placed at risk by a move to the automatic imposition of
deposits by the Commonwealth Edison® customer information system. * According
to Commonwealth Edison’s training manual for customer service representatives,
the company’s information system “automatically requests a deposit for al accounts
as provided for under the Illinois Commerce Commission guidelines.” For new
customers, thisis of concern. According to Commonwealth Edison, “externally
provided risk information is used to determine deposit requests for new customers.”
(RAR-LI-23). Presumably, the ICC regulations protect |ow- income customers from
the use of such “externally provided risk information.” [CC regulation 280.50(€)
provides that “a utility shall not require a deposit based on a credit scoring system if
the applicant for residential serviceis digible for the Low-Income Home Energy
Assstance Program (LIHEAP) . . . .” When asked, however, for “all criteria used to
categorize customers as low-income customers,” aong with “each specific company
procedure in which these criteriaare used,” Commonwealth Edison stated that
“upon receipt of aLIHEAP Grant, the account is categorized as alow-income

account.” Clearly, a new applicant for service would not yet have received a

Pursuant to Pennsylvania PUC regulations, lowincome customers are exempt from deposit

requirements. PECO procedures are thus not further considered with respect to deposits.

As discussed elsewhere, one intent within the merger is to move to a unified customer information
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LIHEAP grant. Moreover, when asked to provide “a detailed description of al
circumstances under which the company would choose to obtain the income
information of aresidential customer,” Commonwealth Edison responded “not
applicable.” (RAR-LI-43). Ascan be seen, despite the ICC regulation
Commonwealth Edison has no procedure in place to determine whether a new
applicant for serviceis “digible for” LIHEAP, thus undermining the protection

provided under the ICC regulation.

DO YOU HAVE CONCERNSABOUT THE IMPACT OF THE MERGER
ON THE IMPOSITION OF DEPOSITSON EXISTING CUSTOMERS?
Yes. The move to an integrated customer service information system is likely to
have a significant adverse impact on existing low-income customersaswell. As
mentioned above, the Commonwealth Edison system “automatically requests a
deposit for al accounts’ as provided for in the system. The problem arises for
customers that change service addresses. Pursuant to Commonwealth Edison
procedures, it will automatically request a deposit for aresidential customer
switching service addresses when “it has been determined that the customer has a
cumulative unpaid past due balance of $10 from any other residential account.” (The
First Step, Book 1, Deposits, at page 4).° In contrast, PSE& G customersreceive a
higher degree of protection. PSE& G states that, in order for acustomer that is
seeking to transfer service to have a deposit request imposed, that customer must

have a“ credit assessment code” of at least a“4.” That code indicates the customer

5

While Commonwealth Edison cites ICC regulations as authority for this policy, the $10 trigger is

not provided by the ICC.
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has received a shutoff notice and has been “delinquent less than six times in the last
twelve months or delinquent less than one-haf of the months a customer [has been a

customer].”®

Q. WHY ARE THESE DEPOSIT REQUIREMENTSFOR EXISTING
CUSTOMERS OF PARTICULAR CONCERN TO LOW-INCOME

CUSTOMERS?

A. L ow-income customers are disproportionately mobile and thus would bear a

disproportionate burden from the imposition of deposits. Low-income households
overall have a much higher mobility than do households in general. According to the
Census Bureau, while 14.7% of all households with income below the Federal
Poverty Level moved in 2002, only 7.4% of households with income above the
Poverty Level did. Moreover, the Census Bureau reports that one-year mobility has
adigtinct relationship to income:

»  Lessthan $25,000: 19.4% moved in 2002

> $25,000 - $49,999: 15.4% moved in 2002

> $50,000 - $99.999: 12.2% moved in 2002

> Above $100,000: 10.2% moved in 2002.
As can be seen, there is a 20% higher mobility rate in the “below $25,000”

income range as compared to the next higher income range. Thereis a 50%

5/ Other “credit assessment codes, up to a maximum of “8,” indicate increasing levels of payment
troubles in the customer’s payment history with PSE& G. A “credit assessment code” of “8,” for example,
indicates the customer has experienced a disconnection for nonpayment a“number of times.”

I The annual Census reports based on the Current Population Survey document this conclusion. See,
e.g., Current Population Survey (March 2004), Geographical Mobility: 2002 to 2003, at 4, Table B, U.S.

Census Bureau: Washington D.C. (publication P20-549).
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higher mobility rate in the “below $25,000” income range as compared to the

“above $100,000” income range.

PLEASE SUMMARIZE YOUR MERGER-RELATED CONCERNS.

In sum, the merger is likely to result in a move toward the use of a set of
standardized policies and procedures between the companies. This process of
standardization can be expected to reduce the flexibility of New Jersey’s customer
service representatives in deciding whether to impose a cash security deposit on low-
income customers. Rather than ng the individual circumstances of low-
income customers to determine whether they have a poor utility bill payment

history, a combined PSE& G system can be expected to incorporate the more
automated, mechanistic, application of deposit requirements now in use at
Commonwedlth Edison. Moreover, the conditions under which deposits will be

required are likely to become more onerous.

2. Payment Options.
PLEASE EXPLAIN THE ISSUE REGARDING PAYMENT OPTIONS
WITHIN THE CONTEXT OF THE PROPOSED MERGER.
The three companies have significantly different approaches to the various available
options through which low-income customers may make payments on their monthly
bills. While PSE& G’ s system of payment options has room for improvement, it
offers advantages to low-income customers compared to the Commonwealth Edison

and PECO systems.
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PLEASE EXPLAIN THE PSE& G SYSTEM OF PAYMENT OPTIONS.
PSE& G customers have two walk-in bill payment options. First, PSE& G customers
can make utility bill payments at any one of 15 PSE& G customer service centers
(customers can not make payments at the Elizabeth Customer Service Center).
There is no fee associated with making such payments. Second, PSE& G contracts
with roughly 230 Western Union agents around the state to accept bill payments on
the Company’ s behalf. PSE& G acknowledges that the contractor will charge a
“minimal fee of $1.00 per payment.” (RAR-LI-62, VVol. 6 of 24, at Payments, page

8).

The posting of payments for PSE& G customers does not vary based on whether the
customer pays at a PSE& G Customer Service Center or a one of the WesternUnion
offices. The agreement through which ingtitutions serving as Western Union agents
will accept payments on behalf of the Company ensures that customers can make
payments at these locations without fear that the use of such facilities will dow

down the recording and posting of the payment to a customer’s account. PSE& G
reports that payments at its authorized paymert centers are reported to the Company
and posted to a customer’ s account in the same manner as payments made directly to
the Company. According to PSE& G, al “payments made at our authorized

payment agency (Western Union) are sent to PSE& G electronically and credited the

same day the payment is made.” (RAR-LI-31). A customer will experience no
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difference in timing between making a payment at a Company Customer Service

Center and making a payment at a norr Company fecility.

PLEASE CONTRAST THESE PSE& G OPTIONSWITH THE OPTIONS

AVAILABLE TO THE CUSTOM ERS OF PECO AND COMMONWEALTH

EDISON.
The PECO and Commonwealth Edison systems differ in several ways to the
detriment of low-income customers. First, neither PECO nor Commonwealth
Edison makes available no-cost company payment locations for customers
wishing to make in-person payments. Commonwealth Edison and PECO, for
example, both tend to outsource the locations at which customers may make
payments. While PSE& G maintains 15 district field offices at which cash
payments may be paid (Schedule RDC-3), neither Exelon company maintains
field offices at which a customer may make a cash payment. (RAR-LI-35).
Indeed, Commonwealth Edison does not even allow customers to make cash
payments at its main office building. (RAR-LI-35). While payments may be
made at the PECO main office building, those payments are handled by a
contractor and are treated as though they were made at any other authorized
payment center. Effective March 28, 2005, all customers seeking to make a
payment to PECO will be charged a“convenience fee.” PECO'’s Credit Call
Center Communications Bulletin #009-05 (February 22, 2005) states:
Effective March 28, 2005, customers must pay a convenience fee for
Ameracash agents to accept a PECO payment. Agents will be permitted

to charge customers a fee of up to $1.00 at al Ameracash payment
locations, including (emphasisin original) the Main Office Building.
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Previoudy, customers had the ability to make cash payments at

Authorized Payment Locations a no charge. Customers aso had the

ability to make payments by cash or check at no cost a the Ameracash

facility located in the Main Office Building.
(RAR-LI-1, PECO, Vol. 1 of 1, Vendor Credit Training, Training Manual, Credit
Call Center Communications Bulletin #009-05, 3-1-05). As can be seen, PECO
not only provides just one PECO office at which a customer can make a payment

toward his or her PECO hill, it aso requires its customers to pay a fee to pay a

bill at the PECO office.

ISTHERE A SECOND SIGNIFICANT DIFFERENCE BETWEEN PSE& G
PAYMENT STATIONS AND PECO/COMMONWEALTH EDISON
PAYMENT STATIONS?

Yes. Thereis adifference in the timing of how customer payments are posted to
customer accounts. Both PECO and Commonwealth Edison distinguish between
paymerts made at “authorized payment stations’ and convenience payment
stations. Payments may legitimately be made at either type of location, but
payments made at convenience payment stations are not posted as quickly as

those made at authorized stations.

Commonwealth Edison reports in its customer service representative training
manual that “ payments made at an unauthorized agent can take up to 7 - 10 days
for ComEd to receive and post to the account. Advise customer’s [sic] that

payment will be noted on the account, however . . . we cannot guarantee service
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toremainon . .. service will not be restored until payment is received.”
(Commonwealth Edison, The First Step, Energy Delivery Training, at page 8 of
40). According to PECO, “if the customer made the payment at an unauthorized
by-pass location, the customer must bring the receipt into the office, or wait until
the payment appears on PECO records.” (RAR-LI-1, PECO, Vol. 1 of 1, Chapter

15, Credit Participant’s Guide, at page 6 of 15).

DO YOU HAVE FINAL CONCERNS ABOUT PECO/COMMONWEALTH
EDISON THIRD PARTY PAYMENT STATIONS?

Yes. PECO has contracted with more than 300 locations to serve as payment
locations a which customers may, for afee, make a PECO payment. Nearly half of
those payment locations are check-cashing outlets. Of Commonwealth Edison’s
nearly 140 third party payment stations, more than 40% are check cashing outlets
(known as “currency exchanges’ in lllinois). In contrast, only 30 of PSE& G’ s 200+

Western Union agents are located in check cashing stores. (RAR-LI-35).

WHY DOESEXELON' STENDENCY TO OUTSOURCE THIRD PARTY
PAYMENT STATIONSTO ENTITIESTHAT ARE ALSO CHECK
CASHING OUTLETSCONCERN YOU?

Exelon’s heavy reliance on check cashing outlets as a source of outsourced locations
at which customers may make payments represents a lack of sengitivity to the

problems that these check cashing outlets present to low-income customers.
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Q. WHY?
Many low-cost or no-cost payment options, such as direct deduction, mail-in, pay-
by-phone and check-by phone, are available only to customers that participate in
the traditional financial services market. Many customers however, do not
participate in the traditional financial services market. These unbanked
households tend to be low-income. More than one of eight households do not
have a checking account, and nearly one of ten do not have a bank account of any
type. Four of five of these unbanked households have incomes below $25,000
while two of five have incomes less than $10,000. Researchers for the Federal
Reserve Board reported that, in 1995, only 72% of families with an income below

80% of state median income had a checking account.®

The mere conversion of income to cash costs these low-income households
money. Nearly four of every five (78%) of unbanked individuals receiving
income had to convert their income checks to cash, usually for afee. Indeed, 71%
of the unbanked households who cash their checks primarily used the services of
check-cashing outlets. Low-income consumers frequently use check-cashing
stores as away to convert their paychecks to cash and spend from $400 to $500
each year on such services. One national survey reports that cashing a paycheck

at a check cashing outlet costs, on average, 2.34 percent of the face value of the

8 The reasons for not having checking accounts support the conclusion that the use of check-cashing
outlets involves payment of a premium for the very status of being poor. The Federal Reserve Board found
that “among the lower-income families, about one-fourth said the main reason [they dd not have a
checking account] was that they ‘ don’t write enough checks,” [and] another one-fourth said the main reason
was ‘don’t have enough money.’” Jeanne Hogarth and Kevin O’ Donnell. Banking Relationships of Lower-
Income Families and the Governmental Trend toward Electronic Payment, at 464, Federal Reserve
Board: Washington D.C.
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check. One economics professor notes that “a family with $18,000 in take- home
pay that uses such [check cashing outlets] regularly can easily spend $400 or

more of its limited annual income just to obtain basic payment services.”®

Using
the same services at a traditional financial institution would cost less than $100

per year.°

PLEASE SUMMARIZE YOUR CONCERNS.

With many low-cost bill payment options frequently not available to low-income
customers, these payment locations make the very process of paying a utility bill a
problem. In addition to direct feesimposed for making the utility bill payment,
check-cashing stores burden low-income customers with additional fees for

converting paychecks into cash.

3. Residential Credit Assessment.
PLEASE EXPLAIN THE ISSUE REGARDING CREDIT ASSESSMENT
POLICIESWITHIN THE CONTEXT OF THISMERGER.
PSE& G has substantively different credit assessment policies from the two Exelon
utilities. Asaresult of the merger, however, the intent is to integrate the customer

service platform for the companiesinto a single unified platform. Replacing

9

John P. Caskey (January 2002). Bringing Unbanked Households into the Banking System, at 2,

Swarthmore College: Philadelphia (PA).

lO/

Hogarth and O’ Donnell, supra.
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PSE& G credit assessment procedures with Commonwealth Edison proceduresis

likely to harm low-income customers.

WHY DOESTHE CONSOLIDATION OF PSE& G PROCESSESINTO
EXELON PROCESSES CONCERN YOU?

Relative to PSE& G’ s procedures, Commonwealth Edison’ s internal risk scoring
factors would adversely affect low-income households. Consider, for example, that
Commonweslth Edison’ s risk scoring factors include, among other items: (1) the
number of collection arrangements within the last 6 - 12 months; (2) the months
since the last payment; and (3) the months since the account was turned on. (RAR-
LI1-23). Under Commonwesdlth Edison’ s interna risk scoring, in other words, having
acustomer enter into a deferred payment arrangement would count against the
customer in the future and make it more likely that the company would take

collection activity against the customer.

Aside from these factors, as was discussed in more detail above, taking the length
of service into account unquestionably, disproportionately and adversely affects
low-income customers. There is no question but that low-income households
have a higher mobility rate than do non low-income households. The very fact of
their poverty status, therefore, would contribute to a lowincome customer being
subjected to quicker and more intense collection efforts than a non-low-income
customer. Further, as these lower-income customers are subjected to quicker and

more intense collection efforts, they would compile a collection history that can
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be expected to support even quicker and even more intense collection effortsin

the future by Commonwealth Edison.

ISTHERE A SECOND CONCERN ABOUT THE INTEGRATION OF
PSE& G'SSYSTEM WITH THAT OF COMMONWEALTH EDISON?
Unlike PSE& G, Commonwealth Edison relies on the automatic and computer-
generated use of a customer’s credit assessment in the monthto-month
determination of what collection activity is to be directed toward the customer.
According to Commonwesalth Edison’s customer service training manual :

Risk scoring evaluates a customer’ s payment history and collection
activity on their account to determine the level of risk of the customer
ultimately defaulting on a payment. All ComEd customer accounts are
evaluated monthly and placed into a particular credit segment based on
their payment history and collection activity over the past rolling eight
months. Accounts will be placed into one of eight segments (1=lowest
risk, 8=highest risk). These segments will dictate the collection
activities that will be taken in the future, e.g., Segment 1 & 2 resdential
customers will not even receive a friendly notice until 50 days after the
account balance is past due. In contrast, Segment 8 residential custoners
will automatically receive a disconnect notice.

* * %

[ The customer information system] is event driven. Certain events, such

as late payment of ahill, will trigger the system to examine an account

to decide if collection action is necessary. Once a sequence of collection

actions has begun, the account is examined at set intervals to determine

if further action is required. Each time collection activity is

contemplated, [the information system] examines the risk score.
(Commonwealth Edison, The First Step, at pages 31- 32 of 40). Commonwealth
Edison’s customer service representative training manua emphasizes that the
customer service representative cannot predict the collection activity to be taken

based on the internal credit scoring, nor make adjustments based on the personal
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knowledge of the representative. Commonwesdlth Edison tells its customer service

representatives:

Risk scoring is away for CIMS! to evaluate an account’ s payment
history and collection activity in order to determine the level of risk
associated with pursuing different collection actions on the account.
CIMS uses an account’ s risk score to determine which collection action
to use on the account. Risk scores are used only by CIMS; users will
never know an account’s risk score and they cannot predict what CIMS
will determine the next collection action on the account to be.. . .. CIMS
uses risk scoring to evauate an account and determine the appropriate
collection action for that account. CIM S determines the path an account
will follow through the collection process. Y ou can view the collection
status of an account, which will show the last collection action that
occurred on the account. Y ou cannot predict, however, what the next
collection action on the account will be. Thisis determined by CIMS
and is different for every account.

(Commonweslth Edison, The First Step, Energy Delivery Training, page 2 of 40).

PLEASE CONTRAST THE PSE& G RESIDENTIAL CREDIT

ASSESSMENT POLICY.

PSE& G maintains a “ credit assessment code’ for each residential customer.

According to PSE& G’'s New Hire Collections Training Ma