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[ Introduction & Summary

Please state your name and position at NW Natural.

My name is Kimberly A. Heiting. | am the Director of Consumer Information
and Internet Services. My qualifications appear at the end of this testimony.
What isthe purpose of your testimony?

The purpose of my testimony is to present and explain the company’ s expenses
for consumer information and communications. See, Exhibit No. _ (KAH-2).
Specifically, | will explain why the company’s test period expense of $70,313 is
not representative of the appropriate level of communications during the test year
for NW Natural’ s Washington customers. A test year amount of $136,000 or
$2.67 per customer, is the minimum necessary to meet NW Naturd’s
communications goals — first, to provide customers the information they
specifically want and need; second, to satisfy federal requirements for
broadcasting safety messaging; and third, to reach an increasingly diverse
customer base.

I. Communicating with Customersin Today’s Environment

Hasthe content of NW Natural’s communications to customers changed in
the past four years?

Yes. Inthe past, the company has concentrated on promotional and image
messaging, but we have learned that our customers now expect something
different. Primarily, customers want and need information about natural gas and
the energy industry. In response, NW Natural has changed its messaging to be

more issues-driven.
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How do you account for customers’ increasing need for issue-specific,
informational communications?

The 2000-2001 energy crisis caused a noticeable shift in the information
customers expected from NW Natural about utility service. Research revealed
that customers felt it was the utilities' responsibility to inform them on a variety
of topics including rate and price issues, conservation and energy efficiency, and
energy efficiency incentives. See, Exhibit No. _ (KAH-3). The company’s
own experience verified that customers were seeking this information from NW
Natural in greater numbers than prior to the energy crisis.

The energy crisis probably led customers to seek specific information on
price and conservation, but it has also become clear to the company that
customers expect their gas utility to consistently provide other types of specific
information aswell. For example, customers want to know details about
programs and services, such as bill payment options and assistance resources,
audit programs and wesatherization tips. They also expect their utility to provide
safety information, which | discussin Part 11 below.

As aresult of both the company’s research and its direct experience of
customer preferences, NW Natural has revised its communications to provide
what customers are seeking. By way of example, the company partnered with
regional furnace equipment distributors to offer customers a $200 incentive — in
addition to a $200 incentive from NW Natural — for upgrading to select high

efficiency equipment. This incentive was extremely well received by customers
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and resulted in about a 250 percent increase in high efficiency furnace adoptions
throughout our system.

How does NW Natural know that its communications influenced customers
to use high efficiency equipment?

We tracked the timing of our communications and program education efforts with
the timing of customer rebate applications. The results showed both a dramatic
increase in our customers use of high efficiency furnaces and also a shift in the
timing of customers’ activity adopting high efficiency furnaces. Customer
activity tracks very closely with the launch and conclusion of each of our
communications efforts. See, Exhibit No. _ (KAH-4). This measurement
capability alowed us to quantify both the impact of an additional incentive, and
the impact of our message on customer behavior. While media coverage of
energy prices likely had arole in the 2001 results, this same approach continued
to reap results in 2002, even though the economy remained sluggish and gas
prices had fallen.

1. Communicating to M eet Pipeline Safety Requirements

How have pipeline safety issuesinfluenced NW Natural’ stest year

communications strategies?

Since NW Natura’s last general rate filing in Washington, pipeline safety has
become an issue of national attention. NW Natural has made a particular effort to
increase safety communications to our customers over the last few years. Even
so, our efforts were not sufficient to meet the existing public education

requirements of federal regulations. See, Exhibit No. (KAH-5).
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Now, however, public safety messages are even more important. Pipeline
incidents in Edison, New Jersey, Bellingham, Washington, and Carlsbad, New
Mexico have changed the pipeline safety environment, in terms of both federal
regulation and heightened public awareness. On November 15, 2002, Congress
passed the Pipeline Safety Improvement Act of 2002. The Act itself requires
owners and operators of gas pipelines to review and modify their existing public
education programs. See, 49 USC § 60116. In addition, new federal safety rules
have been proposed that will apply to gas transmission operators like NW Natural
and will contain guidelines for natural gas utilities to address public safety
awareness. These new rules will drive the safety education programs of LDCs
nation-wide, including NW Natural. Adhering to these “Recommended Practice”
guidelines requires a considerable increase in funding to enable gas distribution
companies to target the right audiences. See, Exhibit No. _ (KAH-6). The
Commission should be aware that these guidelines, currently being finalized, will
influence NW Natural’ s messaging — and its communications expenses — going
forward.

Please explain these requirementsin mor e detail.

The guidelines provide for communication of a variety of safety messages to the
public generaly, and specifically to residents near storage facilities, to residents
and business located on transmission lines, to landowners, to places of
congregation, to emergency responders, to excavators, and to public officials
within each company’s service territory. The recommended message content of

these programs includes, but is not limited to, the following:
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(@ potential hazards of natural gas,

(b) how to recognize a pipeline leak;

(c) what to do and what not to do if you believe there is a gas leak;

(d) pipeline damage prevention information;

(e) pipeline purpose, reliability, maintenance and safety record information, and;

(f) the existence of natural gas pipelines to those in potentially affected locations
or “high consequence” areas.

The vast amount of information that needs to be covered will require a
range of creative executions and a utilization of a variety of media channels. The
guidelines further suggest that LDCs use a variety of measurement procedures to
gauge the effectiveness of safety communications, including self-assessments,
qualitative surveys, and focus groups.

Why hasn’t the company requested funding for safety communicationsin
earlier general rate cases?

Until recently, NW Natural considered its safety record and communications
efforts to be sufficient. However, the new legidative and regulatory climate,
increased political and public interest in pipeline safety issues and potential
dangers, and national homeland security activities dictate a more comprehensive
safety communications effort that targets customer and non-customer audiences
alike. The new obligations necessitate a material change to our test year funding

level.

V. Communicating Across a Diver se Customer Base

What other factors have influenced how NW Natural will communicateto
consumers?
Increasingly, NW Natural must communicate with a diverse customer base.

Specifically, customers in different classes have much different information needs
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and channels of communication. Within customer classes, cultural and linguistic
diversity creates additional communications challenges.

Please explain how communications differ between customer classes.

The recent energy crisis served to demonstrate how the company’ s approach to
communications must be tailored to individual customer groups. In particular, the
information needs of commercial and industrial customers are quite different from
the needs of residential customers. For example, large energy price increases
caused severe impacts on business customers, which in turn caused much higher
demand from these customers for ongoing communications about their service,
service options, conservation, and other general energy-related information.
Because of application and equipment differences, the communication appropriate
to address these topics for industrial and business customers differs from that of
residential.

What is important for the Commission to understand about
communicating to business customers is that this heterogeneous group is more
difficult and expensive to address than the residential market. First, this group in
general is hard to reach, because getting to the energy decision maker rather than
afinancial or clerical contact requires us to utilize targeted channels that are
independent of the channels we use for billing. Second, there are significant
differences between types of business customers. A small business customer, for
instance, has very different information needs than a large industrial customer.

To be relevant and meaningful to each audience, the company must tailor its
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communications and media purchases to individual customer classes. This has
additional cost implications.

Please explain how cultural and linguistic diver sity makes customer
communication challenging.

The company’ s ability to reach consumers of differing cultural and linguistic
characteristics is another growing challenge. Exhibit No.  (KAH-7) and
Exhibit No. _ (KAH-8), demonstrate the growing diversity of our service
territory. In fact, of the 323 “Metro Markets” defined by the US Census Bureau,
the Portland/Vancouver area ranked 27th in the nation for total population, 24th
for Asian and Pacific Islander population, and 44th for Hispanic origin
population.

What isthe significance of these changesin the composition of the
population?

The changes are significant because, quite smply, they increase NW Natural’s
cost to communicate within its service territory. Despite the additional expense,
we nevertheless must communicate with our customers. For example, current
federal regulations require us to conduct a public education program about
pipeline safety, specifying that “[t]he program must be conducted in English and
in other languages commonly understood by a significant number and
concentration of the non-English speaking population in the operator’s area.”
See, 49 CFR § 192.616. Whether our message is safety- or service- related,
reaching a diverse audience and non English speaking popul ations requires

additional funding. Not only do those customers often use culturally targeted
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channels, we need creative material that is properly trandated and culturally
acceptable.

V. Proposed Consumer | nfor mation Expense

Please describe NW Natural’stest year expense for consumer
communications.

The company’ s test year expense level was $70,313. However, the company is
requesting a rate year allocation of $136,000 to cover increases in media and other
costs driven by the challenges outlined in this testimony. An expense level of
$111,000 would support customer communications on the following topics:

=  Wise and efficient use of energy

= Payment options and programs for customers

= Phone numbers and contact information

=  On-line customer service options and information

= Natural gas price changes

= Energy and environmental issues.

To meet the new safety awareness requirements, the company requests an
additional $25,000 to support customer and general public communications about
natural gas safety and pipeline issues.

How does NW Natural’s proposed rate year request compareto the level that
would be allowed under the Washington allocation?

NW Natural’s Clark County district is the fastest-growing areain our service
territory. Because of price volatility and safety issues during the test period, the

company had to increase the level of communications to our Washington
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customers about rate, conservation, energy efficiency, and safety information in
the most cost-effective way possible. The Test Y ear Expenses allowed through
the allocation ($70,313) provide less than $1.38 per customer for all
communications required during the test year period. Today, you can’t even buy
four stamps with that amount.

In order to communicate to our Washington customer base on al the
topics outlined -- and given the challenges referenced in this testimony -- NW
Natural seeks an allowance that is equivalent to $2.67 per customer, which brings
our total request to $136,000. This amount would bring our per customer
allocation to alevel that could more adequately support our communications
obligations.

Besides the issues and challenges you have covered, are there other reasons
for theincrease in customer communications expense?

Yes. Advertising costs have increased significantly across all media.

Explain how media costs have changed.

Regarding print media, newspapers increase the column inch rate by about five
percent per year in our service territory. For example, applying the average
yearly increase to an annual print media budget, a purchase of advertising in 2001
for $153,000 would cost $161,000 in 2002 for the very same message. The
Oregonian, which accounts for more than athird of the NW Natural’s print media
budget (and has a healthy subscription rate for Vancouver residents), has
increased its rates by three to four percent in each year since May 1998. The

Columbian has raised its rates four percent each year since 1999.
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Radio media costs have also increased. Spot Advertising Radio Cost

(SPARC), a spot radio cost-per-point survey that looks at the top advertisersin the

markets and averages the cost they pay in a market, gives the following costs for

the Portland/Vancouver market, the only market in our service territory with data

available:

The cost per rating point for the 25 to 54 age-demographic.

1999

2000

2001

2002

2003

$75.00
$80.00
$86.00
$92.00

$98.00

6.67% increase

7.5% increase

6.9% increase

6.5% increase

Across demographics, Cost Per Points (CPP) have increased an average of

seven percent per year.

Applying the average yearly increase to an annual radio media budget of

$503,000 (as in 2001) means that the same advertising buy would cost

$538,000 the next year.

Printing costs have also increased. Graphic Arts Center, which has printed

the vast mgjority of NW Natural projects, has increased their costs for printing,

film prep, and bindery two percent each year since 1999. Thisis consistent with

other area printers. There have been postage cost increases. Postage rates for

third class mailings have increased as follows:

January 1, 2000 5.63%
July 1, 2001 1.2%
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June 30, 2002 8.17%

Factoring in these increases, NW Natural’ s request for a communications
expense level of $136,000 is reasonable to cover the Washington portion of our
systemwide efforts. Thislevel of expense is the minimum needed to cover the
increasing costs of disseminating the information that customers want, to satisfy
new requirements for broadcasting safety messaging, and to reach an increasingly
diverse customer base.

VI.  Qualifications
Please describe your education and employment background.
| received my undergraduate degree in Communications from the University of
lowa and a Masters of Science in Communications from Northwestern University.
My responsibilities at NW Natural include external communications, advertising
and the company’ s website. | have worked for NW Natural since 1998. From
1992 to 1994, | worked as a marketing specialist at a direct-response advertising
agency, GSP Marketing, in Chicago, Illinois. From 1994 to 1997, | worked as
corporate communications specialist, then manager, and finally public relations
manager for Bank of America' s Corporate Banking division in Chicago. From
1997 to 1998, | served as communications and media manager for 360
Communications, a telecommunications subsidiary of Sprint Corporation in
Chicago. | have testified in aregulatory proceeding before.
Doesthis conclude your direct testimony?

Yes.
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