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Introduction

The Small Business Advocate is authorized and directed to represent the interests of the
small business consumers of utility services in the Commonwealth of Pennsylvania under the
proviéions of the Small Business Advocate Act, Act 181 of 1988, 73 P.S. §§ 399.41 - 399.50.
Pursuant to that statutory authority, the Office of Small Business Advocate (“OSBA”) filed a
complaint against Tariff Gas — Pa. P.U.C. Nos. 9 and 9-8, submitted by UGI Penn Natural Gas,
Inc. (“UGI PNG” or the “Company™) to the Pennsylvania Public Utility Commission
(“Commission”) on January 19, 2017,

The OSBA actively participated in the negotiations that led to the proposed settlement
and is a signatory to the Joint Petition for Approval of Settlement of All Issues (“Joint Petition”).

The OSBA submits this statement in support of the Joint Petition.



The Joint Petition

The Joint Petition sets forth a comprehensive list of issues that were resolved through the
negotiation process. The following issues were of particular significance to the OSBA when it
concluded that the Joint Petition was in the best interests of UGI PNG’s small business
customers.

Annual Distribution Rate Increase: The Company original requested an annual
distribution rate increase of approximately $21.7 million. The Joint Petition proposes an
increase of $11.25 million. Joint Petition, at Paragraph 17.

However, the Joint Petition also proposes that this settlement be of the “black box™ type.
Joint Petition, at Paragraph 17. Thus, care must be taken when a party explains its support for
that final dollar amount.

In his Direct Testimony, OSBA witness Robert D. Knecht provided extensive testimony
addressing the Company’s requested return on equity (‘ROE”). See OSBA Statement No. 1, at
25-35. UGI PNG originally requested an ROE of 11.5 percent. Mr. Knecht testified that, based
upon independent and respected sources for utility cost of capital estimates and the ROE awards
granted in other regulatory jurisdictions, the Company should be awarded no more than an ROE
of 9.5 percent.

The OSBA supports the Joint Petition’s revenue increase of $11.25 million because,
according to the OSBA’s internal analysis during settlement discussions, Mr. Knecht’s
recommended ROE (if successfully litigated) would reduce the Company’s original distribution
rate increase request by nearly half. ThuS, the $11.25 million settled distribution rate increase is
easily within the OSBA’s “range of reasonableness” for outcomes in this proceeding.

FPFTY Ratemaking: The Commission has not yet promulgated rules with respect to



how costs should be determined in a fully projected future test year (“FPFTY™) environment,
notably with respect to whether “annualization” calculations are necessary, how FPFTY rate
base should be determined, and how the base level of capital expenditures should be established
for DSIC purposes. Mr. Knecht explained why annualization is no longer necessary, why
average FPFTY rate base was appropriate, and offered certain recommendations regarding the
base levels for the-DSIC. However, because the Commission has not clarified this issue, the
Joint Petition essentially adopts a continuation of the status quo, at least with respect to resetting
the DSIC. See Joint Petition, at Paragraph 25. The OSBA respectfully submits that Commission
resolution of these issues would serve regulatory economy, and reduce debate in base rates
proceedings.

Interruptible Service Revenue: A contentious issue in this case was the amount of
revenue from Rate IS Interruptible Service customers that should be included in present rates.
Mr. Knecht testified that the present rates interruptible revenue should be based on a reasonable
forecast for those revenues, rather than the cost-based proposal advanced by the Company. See
OSBA Statement No. 1, at 47.

The Joint Petition proposes the issue be resolved consist with Mr. Knecht’s testimony.
Specifically, the Company’s budget forecast for interruptible revenue will be included in present
rates revenue. Thus, the OSBA supports the Joint Petition’s resolution of this issue.

Capital Expenditure Forecast: In proposing a revenue requirement in this proceeding,
the Company assumes a significant acceleration of capital spending in both the current year (aka
the future test year) and the fully projected future test year. The OSBA recognizes that NGDCs
must make significant investments in their distribution systems in order to replace obsolescent

and unsafe assets. However, the OSBA is very concerned about the approach used by the



Company, which resulted in very modest investments in the years immediatély following the last
base rates case (during the depths of the Great Recession) and a huge acceleration of spending
just in time for the current base rates filing (and the recent runup in mains replacement costs).
See OSBA Statement No. 1, Table [Ec-5, at 21. The OSBA believes that a more stable plan for
capital spending would better serve both ratepayers and utility shareholders.

Nevertheless, the OSBA deemed that it was unlikely to prevail on this issue in litigation
due to a lack of any similar testirﬁony from other partieé, and the Joint Petition accepts the
Company’s capital spending forecast in Paragraph 25 for the purpose of setting the DSIC base
level. Itisthe OSBA’s view that the overall approved revenue requirement in the Joint Petition
reflects, to a modest extent, the OSBA’s concerns in this respect.

Other Revenue Reqilirement Issues: Mr. Knecht also expressed concerns regarding a
number of other aspects of the Company’s revenue requirement proposals.

First, he flagged a statistical model specification error, which caused the Company to
understate the significance of trend declines in gas usage. This finding served to buttress the
Company’s assertion that use per customer was declining, although the Company was
surprisingly unsupportive of that finding in its rebuttal testimony.

Second, Mr. Knecht also expressed the view that a variety of other O&M and A&G cost
items were overstated, including injuries/damages, labor related to the UNITE project, incentive
compensation, rate case expense, office relocation, and advertising. See OSBA Statement No. 1,
at 16-18.

Tt is OSBA’s view that these conclusions, and the Company’s rebuttal response, are
reasonably reflected in the Joint Petition’s overall revenue requirement.

Cost and Revenue Allocation: On the kejz issue of mains cost allocation, Mr. Knecht



supported the Company’s filed cost of service study (“COSS™) approach, albeit for reasons of
Commission precedent rather than strict cost causation principles. With respect to other cost
allocation issues, Mr. Knecht identified an etror in the Company’s development of the design
day allocator for R/RT and N/NT customer and he identified methodological problems with the
Company’s allocation of services: Mr. Knecht also developed an alternative and more
reasonable method for allocating meters costs, and he recommended an alternative method for
the allocation of legacy manufactured gas plant costs. See OSBA Statement No. 1, at 37-54. As
a result of these findings, Mr. Knecht developed an alternative to the Company’s cost allocation
study.

Based upon this analysis, Mr. Knecht ultimately recommended, as follows:

[R]ecognizing that rates for XD and IS customers are negotiated, I
adopt a rate gradualism principle that no class be assigned a rate
decrease in this proceeding. The largest customers in the Rate XD
class are also subject to negotiated rates, but these rates produce
revenues well in excess of cost. There is therefore no reason to
assign any of the rate increase to this class. However, because
these are negotiated rates that are acceptable to these customers,
there is also no reason to assign a rate decrease to this class. (In
my experience, the Commission is reluctant to assign rate
decreases to individual rate classes except in extraordinary
circumstances, particularly when the utility is seeking a large
overall rate increase as in the current proceeding.) Rates paid by
the IS class are similarly negotiated, and there is therefore no
reason to further reduce those rates either. -

For the other classes, I propose that the revenue allocation
significantly reduce the dollar value of the cross-subsidies. This
standard implies that an above average increase be applied to the
R/RT class, an increase slightly above average should be applied to
N/NT and DS classes, and a below average increase should apply
to Rate LFD. '

OSBA Statement No. 1, at 56-37.

In addition to OSBA and the Company, the OCA also submitted a revenue allocation



proposal. The Joint Petition proposes to allocate the revenue among the customer classes in a
manner that reflects a compromise among the various proposals. The table below shows the
revenue allocation proposals, measured as each class’ share of the increase, to the Joint Petition.

See Joint Petition, at Paragraph 27.

Revenue Allocation Comparison
Percent of Revenue Increase

| PNG ocA 0SBA P::ITI;n
R/RT . 69.3% 604% |  74.8% 69.7%
N/NT | 22.0% 13.4% 17.0% 204%
DS 5% 4.8% 6.2% 7.5%
LFD  1.9% 4.2% 2.0% 3 7%
XD -0.6% 17.2% 0.0% 12%
IS 0.1% 0.0% 00% | 02%
“Total 100.0% 100.0% 100.0% 100.0%

Regarding this comparison, a couple of observations are in order. First, the Company’s
XD and IS rates are generally negotiated rates, and the Company’s proposed rate decreases
reflected elimination of the DSIC and STAS charges. With the scaleback of the rate increase,
these rate decreases remained the same, but became larger as a percentage of the increase. In
effect, the Company’s proposal for these classes was accepted.

Also, the OCA’s proposal for small business customers in the Rate N/NT class was more
favorable to those customers than was the OSBA’s proposal. However, the OCA proposal was
based on the very unlikely result that the Commission would assign a massive rate increase to
Rate XD customers, despite the fact that PNG generally could not increase rates to those
customers. Thus, the OSBA deemed that the OCA proposal had a relatively low probability of

prevailing in litigation. Thus, for Rate N/NT customers, the OSBA concludes that the revenue



allocation in the Joint Petition lies within the reasonable range between the Company and OSBA
revenue allocation proposals. Therefore, the OSBA supports the Joint Petition’s reasonable
resolution of this issue.

Rate Design: Mr. Knecht also testified in response to the Company’s originally
proposed rate design. See OSBA Statement No. 1, at 58-61. Simply put, Mr. Knecht objected to
the Company’s proposed customer charge increase for N/NT (on the basis of allocated customer
‘costs) and DS (on the basis of raté gradualism) customers.

The Joint Petition proposes customer charges that are much more in line with those
advocated by Mr. Knecht in his testimony. See Joint Petition, at Paragraph 28.

Therefore, the OSBA supports the Joint Petition’s proposed customer charges.

EE&C Plan: In this proceeding, PNG essentially proposes to adopt an EE&C plan with
the same provisions as those adopted by the parties in the recent settlement of the UGI Gas base.
rates proceeding in 2016. With respect to these policies, the OSBA has a long-standing concern
that non-benefiting ratepayers are being asked to provide excessive subsidies to the program
beneficiaries. See OSBA Statement No. 1 at 65. To that end, the settlement of the UGI Gas case
specified a maximum limit for utility subsidies as a percent of program costs for the programs.
that affect small business customers.

In this proceeding, Mr. Knecht identified certain inconsistencies in the Company’s -
calculations. See OSBA Statement No. 1, at 69-70. These inconsistencies required certain
clarifications to the calculations, which are reflected in Joint Petition Paragraphs 32 and 33.
While the OSBA would prefer that the beneficiaries of these programs pay their own way, the
OSBA concludes that the Joint Petition represents a reasonable balancing of interests.

Capacity Assignment: In this proceeding, the Company proposed a mandatory



assignment mechanism for asset-based firm upstream capacity for its Rate DS customers, and a
voluntary capacity assignment mechanism for Rate LFD customers. Mr. Knecht expressed
concerns that (a) this proposal was not vetted with either customers or NGSs, and (b) that the use
of a weighted average cost of capacity and a voluntary mechanism for Rate LFD could both have
negative impacts on PGC customers. Paragraph 51 of the Joint Petition adopts the Company’s
proposal, but explicitly recognizes that issues related to this program may be addressed in future
Section 1307(f) proceedings. In effect, should Mr. Knecht’s concerns come to pass, parties will
at least be able to prospectively address the problem in future annual PGC proceedings. As such,

the OSBA concludes that this is a reasonable resolution of this issue.



Conclusion

For the reasons set forth in the Joint Petition, as well as the additional factors that are
enumerated in this statement, the OSBA supports the proposed Joint Petition and respectfully

requests that the ALJ and the Commission.approve the Joint Petition in its entirety.

Respect{ully submitted,

—y

\ | ;
Steve nz ?."Gra\yk )
Assistant Small Business Advocate
Attorney ID No. 77538

Office of Small Business Advocate
300 North Second Street, Suite 202
Harrisburg, PA 17101

Dated: June 30, 2017
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