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CERTIFICATION OF DAVID E. PETERSON 

 

 David E. Peterson, of full age, hereby certifies: 

1. I am employed as a public utility rate consultant by Chesapeake Regulatory Consultants, 

Inc. of Annapolis, Maryland.  My business address is 10351 Southern Maryland Blvd., 

Suite 202, Dunkirk, Maryland 20754. 

 

2. I have been retained to assist the New Jersey Division of Rate Counsel in the above-

referenced proceeding. 

 

3. I have over thirty-three years of experience analyzing regulated utility ratemaking and 

service matters including three years as a member of a state regulatory commission 

(South Dakota Public Utilities Commission) and thirty years as a consultant.  I have 

presented testimony in 124 proceedings before nineteen state regulatory commissions, the 

Delaware House Energy Subcommittee, and the Federal Energy Regulatory Commission.  

The types of regulated utilities that I have addressed in my analyses and testimonies have 

included electric, natural gas, propane, telephone, water, steam and sewer companies. 

 

4. I was retained by the Division of Rate Counsel to analyze and to submit testimony on 

Public Service Electric and Gas Company’s (“PSE&G” or “the Company”) cash working 

capital lead-lag study and the resulting revenue requirements there from in the recently 

completed BPU Docket No. GR09050422 base rate proceeding wherein new base electric 
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and gas distribution rates for PSE&G were established by Board Orders dated June 7, 

2010 (electric) and July 9, 2010 (gas).  Those Board Orders permitted the Company to 

increase its rates by $100 million.  I attach a true copy of those orders as Exhibit A.  

 

5. The purpose of my statement at this time is to explain how late paying ratepayers impact 

PSE&G’s revenue requirement and how PSE&G is compensated through rates for the lag 

in revenue collections from ratepayers, including late paying customers.  My statement 

also explains how PSE&G is compensated through rates for revenues lost due to 

customers who fail to pay their utility bill, i.e., uncollectible accounts. 

 

6. The lag in time between when PSE&G renders service to customers and when payment 

for that service from customers is received (referred to in lead-lag studies as the “revenue 

lag”) was part of the revenue requirement formula upon which PSE&G’s newly effective 

electric and gas distribution rates were established. 

 

7. The revenue lag was an integral part of the cash working capital lead-lag study which 

PSE&G presented in Docket No. GR09050422.  Specifically, the lead-lag study 

sponsored by PSE&G in that rate proceeding, measured the time between (1) PSE&G’s 

provision of service to its customers and the receipt of revenue for that service by 

PSE&G (the “revenue lag”), and (2) the provision of service by PSE&G and its 

disbursements to employees and suppliers in payment for the associated costs (referred to 

in lead-lag studies as the “expense lead”).  The difference between the revenue lag and 

the expense lead is expressed in days.  The difference, when multiplied by PSE&G’s 

average daily expenses, quantifies the cash working capital required for utility operations.  

This cash working capital requirement so determined was included in PSE&G’s electric 

and gas rate bases upon which a rate of return allowance was authorized and made part of 

PSE&G’s revenue requirements. 

 

8. The parties stipulated to PSE&G’s lead-lag study that included a 53.89-day average 

revenue lag.  I say “average” revenue lag because the 53.89-day amount includes 

payments from customers who pay their statements quickly as well as those who PSE&G 

deems to be late-paying customers.  The 53.89-day revenue lag included in PSE&G’s 



 
 

3 

lead-lag study also includes all classes of customers, including residential, commercial, 

industrial, sales for resale, etc.  In other words, the 53.89-day revenue lag that PSE&G 

calculated in its lead-lag analysis included all types of customers with all types of 

payment habits, including late-paying customers.  Customer accounts that are written-off 

because they remain unpaid, however, were accounted for separately from the lead-lag 

analysis but were nevertheless incorporated into PSE&G’s revenue requirement in 

Docket No. GR09050422, as explained later in my statement.  

 

9. Thus, PSE&G received full compensation for costs imposed by late-paying customers 

through recognition of the average revenue lag that was incorporated into the lead-lag 

study and made a part of PSE&G’s rate base upon which a return allowance was granted. 

 

10. To the extent that customers accelerate their bill payments because of PSE&G’s plans to 

notify a credit agency of late-paying customers, for each day that PSE&G can reduce its 

53.89-day revenue lag, I estimate that such change will reduce PSE&G’s annual revenue 

requirement by $1.58 million in the electric department and by $901,000 in the gas 

department; based on the rate of return that PSE&G was authorized as a result of the 

Board’s June and July 2010 Orders in Docket No. GR09050422.  For example, a 15-day 

reduction in PSE&G’s average revenue lag will reduce the Company’s annual revenue 

requirement by approximately $23.69 million in the electric department and by $13.51 

million in the gas department. 

 

11. Despite potentially significant reductions in PSE&G’s annual revenue requirement 

brought about by a reduction in the average revenue lag, PSE&G’s present rates were 

designed to compensate the utility for the stipulated 53.89-day average revenue lag that 

was included in PSE&G’s lead-lag analysis.  Thus, should PSE&G’s proposed full credit 

reporting reduce the lag time in customer payments, PSE&G will receive additional 

revenue for which there is no corresponding cost offset; resulting in a windfall to PSE&G 

and its stockholders at the expense of New Jersey ratepayers. 

 

12. Similarly, PSE&G receives compensation through rates authorized by the Board for gas 

customers who fail to pay their gas bill and whose accounts are “written-off” by the 
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Company as uncollectible.  In setting gas distribution rates in PSE&G’s most recent base 

rate proceeding, a normalized allowance for uncollectible gas accounts was included in 

PSE&G’s recoverable operating expenses and annual revenue requirement.  PSE&G 

recovers its uncollectible electric account expenses through the Societal Benefits Clause 

(“SBC”) on a dollar-for-dollar basis.  The SBC treatment for uncollectible accounts 

guarantees cost recovery by PSE&G for its customers’ electric accounts that are written-

off for failure to pay the amounts due. 

 

13. The costs associated with extended payment lags and uncollectible gas account expenses 

were explicitly included in the determination of PSE&G’s electric and gas revenue 

requirements in Docket No. GR09050422.  Moreover, extended payment lags and 

uncollectible accounts are elements of business risk for any firm, including regulated 

public utilities.  Business risks are routinely considered by regulatory agencies in 

establishing a rate of return allowance for regulated public utilities like PSE&G. 

 










































































