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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission :
v :  Docket No. R-2014-2429610

Peoples Natural Gas Company LL.C

Pennsylvania Public Utility Commission :
v :  Docket No. R-2014-2429606

Peoples Natural Gas Company LLC —
Equitable Division

Pennsylvania Public Utility Commission :
v :  Docket No. R-2014-2429613

Peoples TWP LLLC

JOINT PETITION FOR APPROVAL OF SETTLEMENT OF ALL ISSUES

TO ADMINISTRATIVE LAW JUDGE CONRAD A. JOHNSON:

L. INTRODUCTION

Peoples Natural Gas Company LLC (“Peoples”), Peoples Natural Gas Company LLC —
Equitable Division (“Peoples-Equitable Division”), and Peoples TWP LLC (“Peoples TWP?),!
the Bureau of Investigation and Enforcement (“I&E”)* of the Pennsylvania Public Utility
Commission (“Commission”), the Office of Consumer Advocate (“OCA”), and the Office of
Small Business Advocate (“OSBA”), all parties to the above-captioned proceeding (hereinafter,

singularly “Party” and collectively “Parties™), hereby file this “Joint Petition for Approval of

! Hereinafter, Peoples, Peoples-Equitable Division, and Peoples TWP will collectively be referred to as the
“Peoples Companies” or “Companies.”

? I&E has filed a Combined Statement in Support and Statement of Non-Opposition of the Bureau of
Investigation and Enforcement to the Joint Petition for Approval of Settlement of All Issues (“I&E Statement™)
attached hereto as Appendix E. I&E supports settlement of all issues according to the terms as set forth herein
except the proposed maximum payment term of 25 years, to which 1&E does not oppose. See generally, I&E
Statement attached hereto for a full discussion. See also, paragraph 31(b) infra.
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Settlement of All Issues” (“Settlement”) and respectfully request that the Honorable
Administrative Law Judge Conrad A. Johnson (the “ALJ”) and the Commission approve the
Settlement without modification. This Settlement represents a full settlement of all issues in the
instant proceeding. In support of the Settlement, the Parties state the following:

IL BACKGROUND

1. Peoples, Peopleé-Equitable Division, and Peoples TWP are affiliated natural gas
distribution companies subject to the Commission’s regulatory jurisdiction. The Companies
provide natural gas distribution, supply and transportation service to approximately 700,000
customers in western Pennsylvania.

2. On June 26, 2014, Peoples filed supplement No. 40 to Tariff Gas —Pa. P.U.C. No.
45, Peoples-Equitable Division filed Supplement No. 8 to Tariff Gas — Pa. P.U.C. No. 46, and
Peoples TWP filed Supplement No. 8 to Tariff Gas — Pa. P.U.C. No. 8. Through these tariff
supplements, the Peoples Companies propose five-year pilot Service Expansion Tariff Programs
(“SET Programs™), which are intended to reduce the financial barriers faced by potential
customers interested in receiving natural gas service in areas where such service is currently
unavailable. The SET Programs will provide customers with an alternative to the upfront lump
sum contribution in aid of construction (“CIAC”) amounts currently required under the
Companies’ tariffs when potential customers request an extension of facilities to serve their
home or business. Under the SET Programs, customers will have the option to make flat
monthly payments in lieu of an upfront CIAC payment.

3. On June 26, 2014, along with their proposed tariff supplements, the Companies
served the Direct Testimony of Joseph A. Gregorini, Peoples Statement No. 1; Peoples-Equitable

Statement No. 1; Peoples TWP Statement No. 1.
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4, The OSBA filed Complaints, Verifications and Public Statements on July 16,
2014, The Companies filed Answers to the OSBA Complaints on August 15, 2014.

S. On July 25, 2014, the OCA filed Complaints, Public Statements and Notices of
Appearance. The Companies filed Answers to the OCA Complaints on August 7, 2014.

6. On August 21, 2014, the Commission issued an Order suspending the proposed
tariff filings until February 25, 2015 and initiating an investigation into those filings.

7. I&E filed Notices of Appearance on August 22, 2014.

8. On August 22, 2014, the Commission issued a Notice Scheduling an Initial
Prehearing Conference for September 2, 2014, A corrected Prehearing Conference Notice was
sent on August 25, 2014, The date and time for the Prehearing Conference were not revised.

9. Also on August 25, 2014, the ALJ issued a Prehearing Conference Order
scheduling the Telephonic Prehearing Conference for September 2, 2014, and directing the
parties to file Prehearing Memoranda before 3:00 pm on August 29, 2014.

10. An initial prehearing conference was held before the ALJ on September 2, 2014.
The active parties filed prehearing memoranda identifying potential issues and witnesses. A
litigation schedule was established at the prehearing conference.

11. On September 2, 2014, the ALJ issued a Prehearing Order consolidating the
proceedings and setting the dates for the filing of written testimony, holding the evidentiary
hearings and submitting briefs.

12. The Companies served responses to Interrogatories from the OSBA, OCA and
I&E.

13. On September 23, 2014, the Parties other than the Peoples Companies served

direct testimony and accompanying exhibits. I&E served the Direct Testimony of Lisa A. Boyd,
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I&E Statement No. 1, and I&E Exhibit No. 1 at one docket and the Direct Testimony of Emily
Sears, I&E Statement No. 1, and I&E Exhibit No. 1 at the other two dockets.> The OCA served
the Direct Testimony of Glenn A. Watkins, OCA Statement No. 1. The OSBA served the Direct
Testimony of Brian Kalcic, OSBA Statement No. 1.

14. On October 14, 2014, the Peoples Companies served the Rebuttal Testimony of
Joseph A. Gregorini, Peoples Companies Statement No. 1-R.

15. Also on October 14, 2014, certain Parties other than the Peoples Companies
served rebuttal testimony. The OCA served the Rebuttal Testimony of Glenn A. Watkins, OCA
Statement No. 1-R. The OSBA served the Rebuttal Testimony of Brian Kalcic, OSBA
Statement No. 2.

16. On October 22, 2014, the Peoples Companies served the Surrebuttal Testimony
of Joseph A. Gregorini, Peoples Companies Statement No. 1-Sur. The OSBA served the
Surrebuttal Testimony of Brian Kalcic, OSBA Statement No. 3. I&E served the Surrebuttal
Testimony and Exhibit of Emily Sears, I&E Statement No. 1-SR; I&E Exhibit No. 1-SR at
Docket No. R-2014-2429613.* The OCA served the Surrebuttal Testimony of Glenn A.
Watkins, OCA Statement No. 1-SR.

17. Also on October 22, 2014, counsel for the Companies requested that the ALJ
suspend and reset the hearing and briefing dates and offered to extend the suspension period in
order to allow the parties additional time to attempt to resolve the issues in this proceeding by

settlement.

3 I&E served the testimony of Lisa A. Boyd in the case of Peoples Natural Gas Company LLC, Docket No.
R-2014-2429610, and the testimony of Emily Sears in the cases of Peoples Natural Gas Company LLC - Equitable
Division, Docket No. R-2014-2429606, and Peoples TWP LLC, Docket No. R-2014-2429613.

4 Seen., 2, supra.
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18. On October 23, 2014, the ALJ issued a First Interim Order revising the litigation
schedule, directing counsel for the Companies to file, by October 31, 2014, supplements
extending the effective date of the proposed SET Programs to April 24, 2015, and setting a
January 28, 2015 deadline for submitting a joint’ settlement petition and statements in support of
the settlement.

19. A Notice rescheduling the evidentiary hearing for December 10-11, 2014 was
issued by the Commission on October 23, 2014,

20. In compliance with the ALJ’s October 23, 2014 Order, on October 27, 2014,
Peoples filed Supplement No. 46 to Tariff Gas — Pa. P.U.C. No. 45 at Docket No. R-2014-
2429610, extending the suspension period of Supplement No. 40 until April 24, 2015; Peoples-
Equitable Division filed Supplement No. 15 to Tariff Gas — Pa. P.U.C. No. 46 at Docket No. R-
2014-2429606, extending the suspension period of Supplement No. 8 until April 24, 2015; and
Peoples TWP filed Supplement No. 14 to Tariff Gas — Pa. P.U.C. No. 8 at Docket No. R-2014-
2429613, extending the suspension period of Supplement No. 8 until April 24, 2015.

21. The Parties undertook extensive settlement discussions prior to the scheduled
cvidentiary hearing. As a result of these extensive efforts, the Parties reached a settlement in
principle that fully resolved all of the issues raised in this proceeding.

22. On December 8, 2014, counsel for the Peoples Companies advised the ALJ that
the Parties had reached a settlement in principle of all issues in the proceeding,

23. An evidentiary hearing was held on December 10, 2014, At the evidentiary
hearing, the Parties moved their respective testimonies and exhibits into the record.

24, At the December 10, 2014 evidentiary hearing, the ALJ directed the Parties to

file the Settlement and Statements in Support by 12:00 pm on January 9, 2015.
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25.  The Settlement agreed to by the Parties is set forth in the following Section III.

III. SETTLEMENT

26. The following terms of this Settlement reflect a carefully balanced compromise of
the interests of all of the Parties in this proceeding, The Parties unanimously agree that the
Settlement, which resolves all the Parties’ issues, is in the public interest. The Parties
respectfully request that Peoples Companies’ pilot SET Programs be approved with the

following modifications.

A, CIAC DETERMINATION

27. The Peoples Companies will modify their existing tariffs such that all mainline
extension evaluations to determine an applicant’s CIAC amount (including the Non-Special
Utility category) will be based on a DCF model. The Peoples Companies will discontinue the
use of an annual revenue (3x or 5x) standard. Pro Forma Tariffs for each of the Peoples

Companies are provided in Appendices A-C.
28. Each Peoples Company’s DCF Model will reflect the following parameters:

(a) The cost for the applicant’s meter and regulating equipment will be included
as a project investment cost.

(b) All CIAC evaluations will be based on an “authorized cost of capital”
determined using the following components:

@) A 50% Debt / 50% Equity capitalization structure (or other
applicable capitalization structure as authorized by the
Commission);

2) The Company’s actual embedded cost of long-term debt; and

3) The PUC authorized return on equity. If a company specific
authorized return on equity is not available, the effective PUC
authorized DSIC ROE rate shall be used.

(©) The presumed revenue stream from residential applicants will be extended
from 25 years to 40 years.
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(d) The determination of income taxes will include a deduction for interest
costs consistent with the capitalization and debt cost rates outlined above.

(e) The applicant’s projected non-gas revenues will not be subject to
escalation since the driver for future ongoing base rate increases will be
infrastructure replacement costs that are unrelated to the investment
required to serve applicants.

® Incremental O&M expenses that include meter reading and billing costs
will be included in the DCF model and such incremental O&M will be
subject to an escalation factor where appropriate.

(g) A “year-end” assumption shall be used for revenues and O&M expenses
discounting purposes.

B. RIDER SET PROPOSAL - 5-YEAR PILOT PROGRAM

29.  Each of the Peoples Company’s Rate SET will be targeted to residential
conversion customers and individual residential customers. The Peoples Companies reserve the
right to utilize Rate SET for select commercial and builder/developer circumstances where,
absent the availability of Rate SET, the potential applicant would not pursue natural gas service
from the Company.

30.  Rate SET mainline extension projects shall be evaluated on an individual project
basis. Any required customer investment for each project shall be allocated to residential and
commercial customers based on the class based amount of Company supported investment for
the project.

31.  Residential Customers — The following provisions shall be applicable to

residential natural gas customers that elect not to pay the customer share of the extension costs
through an up-front CIAC or clect not to pay customer owned service line costs up-front during

the 5-year term of Rate SET Pilot program:

(a) Such residential customers will be charged a monthly fixed fee of $55
until the outstanding principal balance of such residential customers’
portion of the mainline extension project cost is zero.
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(b) The maximum amount of customer share of extension costs financed shall
not result in a payment period of more than 25 years. Customers may pay
the portion of the customer share of extensions costs up front that is
necessary to bring the amount financed down to 25 years.5 :

() Residential applicants who have the Company install the customer owned
service line will have an option to pay the costs of the service line through
an additional monthly fee of $15.00. The costs for the customer owned
service lines will be determined by project and will further reflect the SET
interest component to the extent such costs are not paid up-front.
Applicants shall continue to pay the $15 monthly fee until the outstanding
principal balance of customer owned service line costs is zero.

(d) The Rate SET monthly fixed fee will include an interest component that
will be determined based on (a) the “authorized cost of capital” rate
(consistent with the provisions in paragraph 28) at the time that the Rate
SET mainline extension is constructed and (b) the outstanding unpaid SET
principal balance associated with the residential portion of each SET
project investment. The interest component shall include a gross-up for
income taxes. The difference between the total residential Rate SET fee
revenues recovered for a particular mainline extension project and the
calculated interest component costs for the residential portion of the
project will be treated as principal payment.

(e) Once the Rate SET principal revenues paid by all residential customers
associated with a particular mainline extension project equal the total
outstanding SET principal balance owed to the Company for the
residential portion of the mainline extension project, the participating
residential customers will no longer be charged the applicable Rate SET
monthly fixed fee.

® The pilot program will continue for a five-year term or until the effective
date of new rates arising from the first base rate case filed by the Company
following approval of this program, whichever occurs first. Such rate case
filing will address the investment and customer participation levels for this
program and will provide all parties with the opportunity to address
possible revisions to the program. Per the terms of the approved
settlement in the Equitable acquisition case (Docket No. A-2013-2353647,
et al.), Peoples and Peoples-Equitable Division cannot put into effect new
base rates prior to January 1, 2018.

> I&E is not joining the settlement with respect to the 25 year term for residential customers but has agreed
not to oppose this provision.
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32.

Commercial Customers - The monthly Rate SET fee applicable to commercial

customers will not be based on a standard fixed monthly fee but shall be determined based on the

following parameters:

33.

(a) A principal amount based on the revised DCF model described above in
paragraph 28;

(b) An interest rate based on an “authorized cost of capital” defined above in
paragraph 28;

(©) A gross-up for income taxes; and

(d) A twenty-year loan period provided, however, that in some cases a longer
loan period may be used that shall not exceed the presumed revenue stream period
for commercial applicants as reflected in the CIAC determination. A loan period
greater than twenty-years shall only be applicable to certain commercial
customers that are reasonably expected to remain on the system greater than a
twenty year period from the service initiation date.

(e) Should Rate SET commercial customer(s) be served from a main line
extension project that also serves residential Rate SET customers, the commercial
and residential portions of the customers’ share of investment costs and the Rate
SET revenues collected shall be separately tracked.

Builder/Developer Projects - Projects to extend lines to new developments may be

included in the SET Pilot provided that the Developer signs an agreement with the Company that

requires the Developer to notify home buyers that‘they will be subject to charges under the SET

Pilot. Developers also shall be required to have purchasers of residential lots sign a form, similar

to a Truth-in-Lending Disclosure Statement, containing the disclosure information set forth in

paragraph 36 of Section D below.

C.

34.

HOUSE LINE AND APPLIANCE FINANCING

Peoples and Peoples TWP will not offer financing for house lines and appliances

but reserve the right to file for a financing option in the future.
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D.

35.

DISCLOSURES AND REPORTING

The Company agrees to provide participating customers with a disclosure

statement that informs the customer of its right to pay off the remaining balance of the amount

financed at any time with no penalty and estimates the:

36.

(a) Upfront amount due;

(b) monthly payment amount;

(c) maximum term of the financing agreement;
(d) annual financing interest rate;

(e) total of payments including both the total amount of principal to be repaid
and the total amount of interest to be paid over the term of the financing
agreement; and

® total number of payments.

The Company agrees to report the following information to the Commission,

I&E, OCA, and OSBA during the pilot period as recommended by OCA in direct testimony:

12598809vl

(a) investment per project including the economic model results and surcharge
calculation details;

(b)  total distance of SET main installed;

(c) number of customers by class connected by project and number of
subsequent connections to SET extensions;

(d) SET revenues received by principal and interest;
(e) annual SET participant average use per customer (by class);
® average SET participant investment cost per customer (by class);

(g) the number of existing residential homes and businesses along SET
extensions who have not yet connected (to the extent that such information is
available);

(h) direct program expenses;

(i) data on collections, including efforts for unpaid surcharge amounts;
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G the number of applicants turned down for insufficient credit (Gf
applicable).

E. RATEMAKING PROVISIONS

37. Rate SET investment costs shall include the cost of a main line extension,
company service line, meter/regulating equipment and installation.

38.  Rate SET investment costs shall be included in rate base in the Company’s next
base rate proceeding.

39.  The principal portion of customer payments made under Rate SET shall be
applied as a reduction to rate base.

40.  The financing portion of customer payments made under Rate SET will be
credited to the cost of service as compensation to other ratepayers for carrying costs incurred by
the Company.

41.  In their next general base rate case filing, the Peoples Companies will assign the
customer portion of Rate SET investment costs and the related revenues to the appropriate rate
class. Rate SET investment costs shall be allocated to the classes consistent with the assignment
of the initial Rate SET customer investment costs.

IV.  TARIFFS

42.  Appendices A-C to this Petition contain the pro forma tariff pages showing the
SET Program rules for each of the Peoples Companies as modified by the terms of this

Settlement.

V. THE SETTLEMENT IS IN THE PUBLIC INTEREST

43. Commission policy promotes settlements. See 52 Pa. Code § 5.231. Settlements
reduce the time and expense the parties must expend litigating a case and, at the same time,

conserve precious administrative resources. The Commission has indicated that settlement

11
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results are often preferable to those achieved at the conclusion of a fully litigated proceeding.
See id. § 69.401. In order to accept a settlement, the Commission must first determine that the
proposed terms and conditions are in the public interest. Pa. Pub. Util. Comm’n v. York Water
Co., Docket No. R-00049165 (Order entered Oct. 4, 2004); Pa. Pub. Util. Comm’nv. C.S. Water
and Sewer Assocs., 74 Pa. P.U.C. 767 (1991). As will be detailed in the Parties’ Statements in
Support, the instant Settlement is in the public interest.

44,  Approval of the Settlement will reduce the time and expenses that the Parties, and
the Commission, must expend on the proceedings.

45, There were no customer protests or complaints against the SET pilot program set
forth in the Joint Petition. The Settlement resolves all issues in the instant proceeding.

46. The Parties will further supplement the reasons that the Settlement is in the public
interest in their Statements in Support, which are attached hereto as Appendices D through G.

VI. CONDITIONS OF THE SETTLEMENT

47.  The Settlement is conditioned upon the Commission’s approval of the terms and
conditions contained in this Settlement without modification. If the Commission modifies the
Settlement, any Party may elect to withdraw from the Settlement and may proceed with litigation
and, in such event, the Settlement shall be void and of no effect. Such election to withdraw must
be made in writing, filed with the Secretary of the Commission and served upon all Parties
within five (5) business days after the entry of an Order modifying the Settlement.

48, This Settlement is proposed by the Parties to settle all issues in the instant
proceeding. If the Commission does not approve the Settlement and the proceedings continue,
the Parties reserve their respective procedural rights to present rejoinder testimony, conduct

hearings, briefing and argument of their respective positions. The Settlement is made without
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any admission against, or prejudice to, any position that any Party may adopt in the event of any
subsequent litigation of these proceedings, or in any other proceeding.

49, The Parties acknowledge that the Settlement reflects a compromise of competing
positions and does not necessarily reflect any Party’s position with respect to any issues raised in
this proceeding. This Settlement may not be cited as precedent in any future proceeding, except
to the extent required to implement this Settlement.

50. If the ALJ adopts the Settlement without modification, the Parties waive their
rights to file Exceptions.

- VII. CONCLUSION

52. WHEREFORE, the Peoples Companies, 1&E, OCA, and OSBA, by their
respective counsel, respectfully request as follows:

(a) That the Honorable Administrative Law Judge Conrad A. Johnson recommend
approval of, and the Pennsylvania Public Utility Commission approve, this Joint Petition for
Approval of Settlement of All Issues, including all terms and conditions thereof without
modification, and

(b) That Peoples Natural Gas Company LLC, Peoples Natural Gas Company LLC —
Equitable Division and Peoples TWP LLC, be authorized to file the Pro Forma Tariff
Supplements in Appendices A-C to become effective on one day’s notice following approval of

this Joint Petition for Approval of Settlement of All Issues.

13
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Michael W. Gang| Esquire
Anthony D. Kanagy, Esquire

Post & Schell, P.C.

17 North Second Street, 12th Floor
Harrisburg, PA 17101-1601
E-mail: mgang@postschell.com
E-mail: akanagy@postschell.com

Counsel for Peoples Natural Gas Company LLC,

Peoples Natural Gas Company LLC — Equitable
Division, and Peoples TWP LLC

5

tt B. Esquire
Phillip ¢ Kizchner, Esquire
Pennsylvania Public Utility Commission
Bureau of Investigation & Enforcement
Commonwealth Keystone Building

400 North Street, 2nd Floor West

PO Box 3265

Harrisburg, PA 17105-3265

E-mail: sgranger@pa.gov

E-mail: phikirchne@pa.gov

Counsel for the Bureau of Investigation &
Enforcement
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William H. Roberts II, Esquire
Peoples Natural Gas Company LI.C
375 North Shore Drive, Suite 600
Pittsburgh, PA 15212

E-mail: william.h.robertsll@peoples-
gas.com
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Datt /
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Darryl A. Lawrence, Esquire Date/
Amy E. Hirakis, Esquire

Kristine E. Robinson, Esquire

Office of Consumer Advocate

555 Walnut Street

Forum Place, 5th Floor

Harrisburg, PA 17101-1923

E-mail: ahirakis@paoca.org

E-mail: krobinson@paoca.org

Counsel for the Office of Consumer Advocate

{0, N Ahcan / /%) 480675

Shargn E. Webb, Esquire Date
Elizabeth R. Triscari, Esquire

Office of Small Business Advocate

300 North Second Street, Suite 1102

Harrisburg, PA 17101

E-mail: swebb@pa.gov

E-mail: etriscari@pa.gov

Counsel for the Olffice of
Small Business Advocate

15
12598809v1



Appendix A



Supplement No. X
Gas—PA PUC No. 45

PEOPLES NATURAL GAS COMPANY LLC

RATES AND RULES
GOVERNING THE
FURNISHING OF
NATURAL GAS SERVICE
TO RETAIL
GAS CUSTOMERS

Service Expansion Tariff Revision filed in compliance with the
settlement at R-2014-2429610

ISSUED: EFFECTIVE:

BY: Morgan K. O’Brien
President
375 North Shore Drive, Suite 600
Pittsburgh, PA 15212




PEOPLES NATURAL GAS COMPANY LLC

Rule 4 — Connections for Service — Extension of Faculties and Pilot Rider L, Service Expansion Tariff ("SET") are modified to

LIST OF CHANGES

reflect the terms of the settlement filed at R-2014-2429610.

ISSUED:

SUPPLEMENT NO. X TO GAS-PA PUC NO. 45
X REVISED PAGE NO. 2
CANCELLING X REVISED PAGE NO. 2

EFFECTIVE:




PEOPLES NATURAL GAS COMPANY LLC SUPPLEMENT NO. X TO GAS—PA PUC NO. 45
X REVISED PAGE NO. 5§
CANCELLING X REVISED PAGE NO. 5
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RULES AND REGULATIONS

4. CONNECTIONS FOR SERVICE - EXTENSION OF FACILITIES (C)

The applicant hereby undertakes to furnish, be responsible for, and pay the necessary costs of service pipe, fixtures,
fittings, valves, regulators, and appliances to make the necessary connections between the Company’s lines and the
place of consumption or the agreed upon delivery point to the applicant and keep the same in good repair, in a skillful and
workmanlike manner, furnishing at his own expense said materials, and the labor, care, and supervision necessary and
proper to safely conduct and burn the gas, but the applicant shall not otherwise make changes in or interfere with said
pipes and appliances and material. The arrangement and location of all piping and appliances (including meters) shall be
subject to the approval of the Company, but the Company shall not be responsible in any manner for the selection,
maintenance, or use of said pipes and appliances, or for said labor, care, or supervisions, and shall have no duty or
obligation with respect to the same. To facilitate this process, the Company makes available a manual entitled “Service

'

Line Installation Standards’.

The Company shall make the necessary connections between its curb cock or shutoff valve and the applicant’s service
pipe, provide a meter and the necessary fittings, and connect the meter.

The meter and all pipe fittings and appliances furnished by the Company on the premises shall remain the property of the
Company, and the Company shall have the right at all reasonable times to enter in and upon the premises for reading and
change of meters, inspection, and reclaiming of its property.

The Company will extend its facilities to a new point of delivery within its service territory if, in its judgment and consistent
with Commission regulations, the service to such new point of delivery will have no adverse effect upon the availability of
gas to meet the present and reasonably foreseeable volume and pressure needs of existing customers. The Company
may condition the extension of facilities upon the applicant’s providing a contribution in aid of construction (CIAC), the
amount of which will be determined by the Company and consistent with any parameters approved or required by the
Commission.

If the Company requests a CIAC from an applicant and additional customers are added to the extended facilities financed
by the applicant’s CIAC within three years of the date of completion of the facilities, and the applicant is not utilizing the
option under Rider L to pay for the CIAC, the applicant who paid the CIAC will be entitled to a pro rata refund during the
three-year period immediately following completion of the extension.

Any CIAC, ratepayer advance, or other like amounts received from the ratepayer which shall constitute taxable income as
defined by the Internal Revenue Service may include a gross up for federal income taxes. To the extent that federal taxes
are not included in the CIAC, they shall be segregated in a deferred account for inclusion in rate base in a future rate case

proceeding.

Where evidence is found that Company facilities or service lines, meters, or other appurtenances on the ratepayer’s
premises have been tampered with, the ratepayer shall be required to bear all costs incurred by the Company for
investigations and inspections and for such protective equipment as, in the judgment of the Company, may be necessary.
In addition, where the tampering has resulted in improper measurement of the service supplied, the ratepayer shall be
required to pay for such natural gas service, including interest at the late-payment charge rate, based on the Company’s
estimate, from available information, of the amount of gas used but not registered by the Company’s meters.

ISSUED: EFFECTIVE:
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RULES AND REGULATIONS

4., CONNECTIONS FOR SERVICE - EXTENSION OF FACILITIES (continued)

The ratepayer shall pay the Company for any repairs to or any loss of the Company’s property on the premises when
such repairs are necessitated, or loss occasioned, by negligence on the part of the ratepayer or failure to comply with the
rules and regulations under which service is furnished.

5. DISCONTINUANCE AND TERMINATION OF SERVICE

The authorized agents of the Company shall at all reasonable times have free access to the premises of the ratepayer
with the right to shut off the gas and remove its property from the premises for any of the following reasons: failure to
permit access to meters, service connections or other property of the Company for the purpose of replacement,
maintenance, repair or meter reading; nonpayment of any undisputed delinquent bills due for existing or any previous
service; tampering with the meter or connections; fraudulent representation in relation to the consumption of gas;
removal of applicant from the premises; selling or delivering gas to other occupants of the premises without application to
the Company; failure to make or increase any deposit; failure to provide a guarantee of payment or establish credit; want
of supply or waste of gas from ratepayer’s lines or appliances; failure to comply with amortization or settlement
agreements; and failure to comply with or violation of Tariff Rules and Regulations. However, service may not be
discontinued or terminated under any circumstances except under Commission Regulations or PA Statute in effect and
applicable at the time of such contemplated discontinuance.

The Company may immediately terminate service for any of the following actions by the customer: unauthorized use of
the service delivered on or about the affected dwelling; fraud or material misrepresentation of the customer’s identity for
the purpose of obtaining service; tampering with meters or other public utility's equipment; or violating tariff provisions on
file with the Commission so as to endanger the safety of a person or the integrity of the public utility’s delivery system.
Upon termination for such reasons, the Company will make a good faith attempt to provide a post termination notice to
the customer or a responsible person at the affected premises, and, in the case of a single meter, multiunit dwelling, the
Company will conspicuously post the notice at the dwelling, including in common areas when possible.

Unless otherwise authorized by the Commission, after November 30 and before April 1, the Company will not terminate
service to customers with household incomes at or below the qualifying level as determined by Commission regulation of
PA Statute

The Company may terminate service for nonpayment of billings for service provided under this tariff or for NGS supply
charges purchased by the Company under the purchase of receivables provisions set forth in Rate SBS of the
Company'’s Supplier Tariff.

If service is terminated, the same ratepayer, whether an applicant or ratepayer as defined in the Commission’s
regulations or PA Statutes, shall pay a reasonable turn-on fee for resumption of service at the same address after
termination. The turn-on fee for Residential ratepayers is $50. The turn-on fee for Commercial ratepayers is $80. The
turn-on fee for Industrial ratepayers shall be an amount equal to the customer charge for each month of the intervening
period since service was terminated.

For requests for discontinuance of service the Company shall determine whether the ratepayer is requesting
discontinuance of service at their current location or discontinuance of supply from their current NGS. If the ratepayer
requests to discontinue supply service, the Company shall refer the ratepayer to such NGS.

6. TERMINATION OF RATEPAYER’S CONTRACT
In case an execution shall be issued against a ratepayer, or in case the premises described or referred to in the contract
as the place at which gas is to be delivered or consumed, or the personal property upon said premises shall be levied
upon under execution, or in case of any acts of assignment, filing of involuntary or voluntary petitions in bankruptcy, or
any action in court for the reorganization of any corporation, partnership, or other ratepayer, the contract, at the option of
the Company, shall cease and terminate, and all claims for retail or transportation service previously provided or
amounts purchased from a NGS through the purchase of receivables provisions set forth in Rate SBS of the Company’s
Supplier Tariff shall become forthwith due and payable without notice from said Company to the extent permissible under
applicable bankruptcy statutes and Commission regulations.

ISSUED: September 28, 2012 EFFECTIVE: October 1, 2012
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PILOT RIDER L
SERVICE EXPANSION TARIFF (“SET”)

(€)

The Company, at its discretion, may offer service under this rider to a residential or commercial Applicant or group of
Applicants who agree to undertake the necessary costs of extending the Company’s facilities to serve the Applicant(s) as
determined under Rule 4 of the Rules and Regulations Section of this tariff. This Rider provides the Applicant(s) with an
option to pay the calculated contribution in aid of construction (“CIAC") described in Rule 4 through monthly payments as
determined below. This Rider also provides residential Applicant(s) with the option to make payments for the cost of the
customer owned service line.

This Rider is established as a Pilot and will close for new participation five years after this rate is approved by the
Commission.

The charges under this Rider will be fixed and applied on a monthly basis beginning with the first bill issued after service has
been established and continuing until the principal amount(s) have been repaid.

The SET principal is equal to the calculated contribution in aid of construction required from the applicant(s) and will be
calculated for each service extension project based on the projected revenue and costs for each extension. A separate
principal amount and monthly fee will be established for residential and commercial customers within each gas extension
project area based on the expected revenues and costs for the residential and commercial customers. The fixed monthly
charge will be applicable to any customer located at any premise within each new extension project area. If additional
customers are added to the Company’s extended facilities upon which SET charges are already in place, the additional
customers will pay the established SET charge until the total class-based SET principal amount has been repaid. At that
time, the SET charge will expire for all customers within each class-based portion of the project.

Commercial Customers Service Expansion Charge

The Company will use the process described in Rule 4 of this tariff to determine the CIAC amount required in order to
justify a requested extension of the Company’s facilities. If it is determined that CIAC is required and the customer opts for
SET payments, the CIAC will be recovered from the Customer through a monthly flat rate calculated as follows:

Formula: The formula for calculation of the commercial Rider L monthly charge is as follows:

SET Charge = SET principal [FIN(1+FIN)TIME]
[(1+FIN) TIME-1]

Where:

SET Principal = amount equal to the calculated contribution in aid of construction required from the commercial
Applicant(s)..

FIN = Finance charges applied to SET Principal. This finance rate shall equal the overall weighted cost of
capital authorized by the Commission for the Company in its most recent base rate case plus a gross up
for income taxes. To the extent that no overall weighted cost of capital was established in the most
recent rate case, the weighted cost of capital reflected in its most recent Distribution System
Improvement Charge filing shall be utilized.

TIME = Represents the number of months over which the SET principal and applicable return will be recovered.

This period will typically be 240 months, but may be a different period if otherwise agreed upon by the
Applicant and the Company.

ISSUED: EFFECTIVE:
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PILOT RIDER L
SERVICE EXPANSION TARIFF (“SET”) (cont.)

(€)

Residential Customer Service Expansion Charge

The Company will use the process described in Rule 4 of this tariff to determine the CIAC amount required in order to
justify a requested extension of the Company'’s facilities. [f it is determined that CIAC is required, and the customer opts
for the SET payments, the SET principal will be paid through a monthly flat fee of $55. The monthly fee will continue to be
charged until the SET principal for the Residential portion of each extension project has been paid.

Under this Rider, the residential Applicant(s) shall have the option to pay the cost of the applicant’s portion of the service line
through a fee of $15 per month. The fee will be charged until the principal balance of customer owned service line costs for

each project have been repaid.
Application of the Rider L monthly charge(s) is as follows:

The SET payments for all applicants of a specific extension project will be aggregated by class and applied first to finance
charges (FIN) applied to the beginning of the month SET Principal for that class at the financing rate determined below.
The remaining SET payment amounts will be applied to the beginning of the month SET principal until the original SET
principal balance is paid in full.

For residential customers who opted for a monthly fee related to the applicant’s portion of their service line, the monthly
payment will be applied first to finance charges (FIN) applied to the beginning of the month unpaid service line principal for
each project at the rate determined below. The remaining payment amount will be applied to the beglnmng of the month
service line principal for each project.

SET Principal = the original CIAC amount for the extension as determined under Rule 4.

FIN = Finance charges applied to the beginning of the month SET principal balance. This finance rate shall equal
the overall weighted cost of capital authorized by the Commission for the Company in its most recent base
rate case plus a gross up for income taxes. To the extent that no overall weighted cost of capital was
established in the most recent rate case, the weighted cost of capital reflected in its most recent Distribution
System Improvement Charge filing shall be utilized.

Late-Payment Charge: A late-payment charge of 1.50 percent per month for ratepayers shall be applied for failure to
make payment in full for all charges billed by the Company by the due date shown on the bill. This charge is to be
calculated on the overdue portion of charges under this Rider.

ISSUED: EFFECTIVE:
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RULES AND REGULATIONS

4, CONNECTIONS FOR SERVICE - EXTENSION OF FACILITIES (C)

The applicant hereby undertakes to furnish, be responsible for, and pay the necessary costs of service pipe, fixtures,
fittings, valves, regulators, and appliances to make the necessary connections between the Company’s lines and the
place of consumption or the agreed upon delivery point to the applicant and keep the same in good repair, in a skillful and
workmanlike manner, furnishing at his own expense said materials, and the labor, care, and supervision necessary and
proper to safely conduct and burn the gas, but the applicant shall not otherwise make changes in or interfere with said
pipes and appliances and material. The arrangement and location of all piping and appliances (including meters) shall be
subject to the approval of the Company, but the Company shall not be responsible in any manner for the selection,
maintenance, or use of said pipes and appliances, or for said labor, care, or supervisions, and shall have no duty or
obligation with respect to the same. To facilitate this process, the Company makes available a manual entitled "Service
Line Installation Standards’.”

The Company shall make the necessary connections between its curb cock or shutoff valve and the applicant's service
pipe, provide a meter and the necessary fittings, and connect the meter.

The meter and all pipe fittings and appliances furnished by the Company on the premises shall remain the property of the
Company, and the Company shall have the right at all reasonable times to enter in and upon the premises for reading and
change of meters, inspection, and reclaiming of its property.

The Company will extend its facilities to a new point of delivery within its service territory if, in its judgment and consistent
with Commission regulations, the service to such new point of delivery will have no adverse effect upon the avaitability of
gas to meet the present and reasonably foreseeable volume and pressure needs of existing_customers. —aatepaye;e—and—

he-sase-ofFreque or-special-utiity-servi Tthe Company may condition the ex1ensron of faculltles upon the
applicant’s provndlng a contribution in ald of construchon (CIAC), the amount of which will be determined by the Company._
angl consistent with any parameters approved or required by the Commission.

Rid G and addmonal customers are added to the extended facmtles fi nanced by the appllcant s

CI C wnhm three years of the date of completion of the facilities,_ and the applicant is_not utilizing the option under Rider L
to pay for the CIAC, the applicant who paid the CIAC will be entitled to a pro rata refund during the three-year period
immediately following completion of the extension.

Any CIAC, ratepayer advance, or other like amounts received from the ratepayer which shall constitute taxable income as
defined by the Internal Revenue Service may include a gross up for federal income taxes. To the extent that federal taxes
are not included in the CIAC, they shall be segregated in a deferred account for inclusion in rate base in a future rate case
proceeding.

Where evidence is found that Company facilities or service lines, meters, or other appurtenances on the ratepayer's
premises have been tampered with, the ratepayer shall be required to bear all costs incurred by the Company for
investigations and inspections and for such protective equipment as, in the judgment of the Company, may be necessary.
In addition, where the tampering has resulted in improper measurement of the service supplied, the ratepayer shall be
required to pay for such natural gas service, including interest at the late-payment charge rate, based on the Company’s
estimate, from available information, of the amount of gas used but not registered by the Company’s meters.
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RULES AND REGULATIONS
4. CONNECTIONS FOR SERVICE - EXTENSION OF FACILITIES (continued)

The ratepayer shall pay the Company for any repairs to or any loss of the Company's property on the premises when
such repairs are necessitated, or loss occasioned, by negligence on the part of the ratepayer or failure to comply with the
rules and regulations under which service is furnished.

5. DISCONTINUANCE AND TERMINATION OF SERVICE

The authorized agents of the Company shall at all reasonable times have free access to the premises of the ratepayer
with the right to shut off the gas and remove its property from the premises for any of the following reasons: failure to
permit access io meters, service connections or other property of the Company for the purpose of replacement,
maintenance, repair or meter reading; nonpayment of any undisputed delinquent bills due for existing or any previous
service; tampering with the meter or connections; fraudulent representation in relation to the consumption of gas;
removal of applicant from the premises; selling or delivering gas to other occupants of the premises without application to
the Company; failure to make or increase any deposit; failure to provide a guarantee of payment or establish credit; want
of supply or waste of gas from ratepayer’s lines or appliances; failure to comply with amortization or settlement
agreements; and failure to comply with or violation of Tariff Rules and Regulations. However, service may not be
discontinued or terminated under any circumstances except under Commission Regulations or PA Statute in effect and
applicable at the time of such contemplated discontinuance.

The Company may immediately terminate service for any of the following actions by the customer: unauthorized use of
the service delivered on or about the affected dwelling; fraud or material misrepresentation of the customer's identity for
the purpose of obtaining service; tampering with meters or other public utility's equipment; or violating tariff provisions on
file with the Commission so as to endanger the safety of a person or the integrity of the public utility's delivery system.
Upon termination for such reasons, the Company will make a good faith attempt to provide a post termination notice to
the customer or a responsible person at the affected premises, and, in the case of a single meter, multiunit dwelling, the
Company will conspicuously post the notice at the dwelling, including in common areas when possible.

Unless otherwise authorized by the Commission, after November 30 and before April 1, the Company will not terminate
service to customers with household incomes at or below the qualifying level as determined by Commission regulation of
PA Statute

The Company may terminate service for nonpayment of billings for service provided under this tariff or for NGS supply
charges purchased by the Company under the purchase of receivables provisions set forth in Rate SBS of the
Company’s Supplier Tariff.

If service is terminated, the same ratepayer, whether an applicant or ratepayer as defined in the Commission’s
regulations or PA Statutes, shall pay a reasonable turn-on fee for resumption of service at the same address after
termination. The turn-on fee for Residential ratepayers is $50. The turn-on fee for Commercial ratepayers is $80. The
turn-on fee for Industrial ratepayers shall be an amount equal to the customer charge for each month of the intervening
period since service was terminated.

For requests for discontinuance of service the Company shall determine whether the ratepayer is requesting
discontinuance of service at their current location or discontinuance of supply from their current NGS. If the ratepayer
requests to discontinue supply service, the Company shall refer the ratepayer to such NGS.

6. TERMINATION OF RATEPAYER’S CONTRACT
In case an execution shall be issued against a ratepayer, or in case the premises described or referred to in the contract
as the place at which gas is to be delivered or consumed, or the personal property upon said premises shall be levied
upon under execution, or in case of any acts of assignment, filing of involuntary or voluntary petitions in bankruptcy, or
any action in court for the reorganization of any corporation, partnership, or other ratepayer, the contract, at the option of
the Company, shall cease and terminate, and all claims for retail or transportation service previously provided or
amounts purchased from a NGS through the purchase of receivables provisions set forth in Rate SBS of the Company's
Supplier Tariff shall become forthwith due and payable without notice from said Company to the extent permissible under
applicable bankruptcy statutes and Commission regulations.

ISSUED: September 28, 2012 EFFECTIVE: October 1, 2012
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PILOT RIDER L
| SERVICE EXPANSION TARIFF (“SET")
(C)

l

The Company, at its discretion, may offer service under this rider to a residential or commercial Applicant or group of
Applicants who agree to undertake the necessary costs of extending the Company'’s facilities to serve the Applicant(s) as
determined under Rule 4 of the Rules and Regulations Section of this tariff. This Rider provides the Applicant(s) with an
optionf to pay the calculated contribution in aid of construction ("CIAC") described in Rule 4_through monthly payments as
deterrnined below. This Rider also provides residential Applicant(s) with the option to make payments for the cost of the
custormer owned service line.

This Rider is established as a Pilot and will close for new participation enJure-28-2048-unless-an-extension-is-five years
after this rate is approved by the Commission.

The charges under this Rider will be-a fixed and applied on a sharge-perbillassessed-era-monthly basis beginning with the - - -~ Formaued: Indent; Left:
first bi)l issued after service has been established and continuing until the principal amount(s) have been repaid. : B

The SET principal is egual to the calculated contribution in aid of construction required from the applicant(s) and will be
calculted for each service extension project based on the projected revenue and costs for each extension. A separate
principal amount and monthly fee will be established for residential and commercial customers within each gas extension
projeqt area based on the expected revenues and costs for the residential and commercial customers. The fixed month!
charge will be applicable to any customer located at any premise within each new extension project area. if additional
custorners are added to the Company's extended facilities upon which SET charges are already in place, the additional
customers will pay the established SET charge until the total class-based SET principal amount has been repaid. At that
time, fhe SET charge will expire for all customers within each class-based portion of the project.
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[(1+FIN) TIME-1]

Where:

IGIAG2—SET Principal = amount equal to the Gcalculated contrlbutlon in ald of constructlon reqmred from the
commercial Applicant(s).-irchudi
ewned-service-tine:,

FIN = Finance charges applied to GHAG2SET Principal. This finance rate shall equal the overall weighted cost - - { Formatted:
of capltal authonzed by the Commlssmn for the Company in its most recent base rate case plus a-gas-

a gross up for income taxes. To the
extent that no overall weighted cost of capital was established in the most recent rate case, the weighted
cost of capital reflected in its most recent Distribution System Improvement Charge filing shall be
utilized.
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PILOT RIDER L
SERVICE EXPANSION TARIFF (“SET”) (cont.
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ill use the process described i |n Rule 4 of this tariff to determine the CIAC amount required in order to
If it is determined that CIAC is required, and the customer opts
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eachiproject at the rate determined below. The remaining payment amount will be applied to the beginning of the month
servite line principal for each project.

SET Principal = _the original CIAC amount for the extension as determined under Rule 4.

HIN = Finance charges applied to the beginning of the month SET principal balance. This finance rate shall equal
the overall weighted cost of capital authorized by the Commission for the Company in its most recent base

rate case plus a gross up for income taxes. To the extent that no overall weighted cost of capital was
established in the most recent rate case, the weighted cost of capital reflected in its most recent Distribution
System Improvement Charge filing shall be utilized.

Late-IPayment Charge: A late-payment charge of 1.50 percent per month for ratepayers shall be applied for failure to i
make payment in full for all charges billed by the Company by the due date shown on the bill. This charge is to be =

calculated on the overdue portion of charges under this Rider.

ISSUED: EFFECTIVE:
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Revision Filed In Compliance With The Settlement At R-2014-2429610

ISSUED:
By: Morgan K. O’Brien
President

Peoples Natural Gas Company, LLC
375 North Shore Drive, Suite 600
Pittsburgh, PA 15212

EFFECTIVE:
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PEOPLES NATURAL GAS COMPANY LLC SUPPLEMENT NO. X
TO GAS - PA. P.U.C. NO. 46
REVISED PAGE NO. 2

CANCELING REVISED PAGE NO. 2

LIST OF CHANGES MADE BY THIS TARIFF SUPPLEMENT

|

Rule 1.2 - Applicants for Service Extension of Mains and Pilot Rider H,
Service Expansion Tariff (SET) are modified to reflect the terms of the
settlement filed at R-2014-2429610,

ISSUED: EFFECTIVE:



PEOPLES NATURAL GAS COMPANY LLC GAS - PA. P.U.C. NO. 46

ORIGINAL PARGE NO.

9

RULES AND REGULATIONS - (CONTINUED)

1.1 Meters and Fittings (Continued)

(f) Nothing contained in this Rule shall preclude the customer
from installing additional meters behind the Company's
meter for the purpose of measuring, controlling and/or
determining the flow of gas to the customer's premises. The
cost of such additional meters, including the installation
thereof shall be borne by the customer and such
installation shall comply with subsection (e)- above.

(g) Exceptions to the requirements of subsections (a)
through (e) may be permitted by the Company upon special

circumstances and upon good cause shown,

1.2 Applications For Service Extension of Mains

The Company will extend its facilities to a new point of delivery
within its service territory if, in its judgment and consistent with
Pennsylvania Public Utility Commission regulations, the service to such
a new point of delivery will have no adverse effect upon the
availability of gas to meet the present and reasonably foreseeable
volume and pressure needs of existing customers. The Company may
condition the extension of facilities upon the applicant’s providing a
contribution in aid of construction (CIAC), the amount which will be
determined by the Company and consistent with any parameters approved

by the Commission.

If the Company requests a CIAC from an applicant and the applicant is
not utilizing the option under Rider H to pay for the CIAC, and
additional customers are added to the extended facilities financed by
the applicant’s CIAC within three years of the date of completion of
the facilities, the applicant who paid the CIAC will be entitled to a
pro-rated refund during the three-year period immediately following
completion of the extension.

{(€)

ISSUED:

EFFECTIVE:



PEOPLES NATURAL GAS COMPANY LLC SUPPLMENT NO. X
TO GAS - PA, P.U.C. NO. 46

REVISED PAGE NO. 10
CANCELLING PAGE NO, 10

RULES AND REGULATIONS - (CONTINUED)

1.3 Other Service Conditions

In the case of an industrial or commercial customer, the Company may
condition the acceptance of a particular application for the initiation
or increase of service, whether or not an extension of facilities is
required to provide such service, by the establishment of guarantees of
revenues or other appropriate conditions, including, but not limited
to, the setting of maximum daily volumes to be provided, when such
application involves the commitment of a gas supply to provide the
service requested or involves conditions of service different from that
normally provided to its other customers,

The Company, at its sole discretion, will maintain the necessary
facilities to provide a back-up service to a customer for switching
purposes between Natural Gas Distribution Companies or alternative
fuels. The charge for facilities providing such a back-up service will
be the Company's highest allowable monthly service charge per meter,
plus the applicable volumetric charge per Mcf consumed.

The Company also reserves the right to charge a tap'fee to recover the
costs of constructing all facilities related to providing the backup

sexvice,

In the case of residential service, prior to providing utility service,
the Company may require the Applicant to provide the names of each
adult occupant residing at the location and proof of their identity.

1.4 Service Pipes and Fittings

The customer shall, at the customer’s own expense, furnish and install
all service pipes, fixtures, fittings, valves and appliances, and all
materials necessary for meter installations, as required by the
Company, between the Company's curb box and the point of consumption of
the gas except as otherwise provided in Rule 1; maintain all of the
same in good condition and repair, and renew the same when necessary,
furnishing such materials, labor and supervision as may be necessary to
transport and burn the gas with safety, and shall be liable for any

failure to do so,

1.5 Subject to Company Inspection/Duty of Customer to Maintain

The character and arrangement of the facilities through which the gas
is transported from the Company's curb box to the point of consumption
shall be subject to the inspection and approval of an authorized agent
of the Company, but the Company shall not be responsible in any manner
for the installation, use and maintenance of those facilities, and
shall have no duty or obligation with respect to the care, maintenance
or supervision of the facilities.

(C)

ISSUED:

EFFECTIVE:
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46
83
83

PILOT RIDER H
SERVICE EXPANSION TARIFF (“SET”)

The Company, at its discretion, may offer service under this rider
to a residential or commercial Applicant or group of Applicants who
agree to pay the costs as determined by the Company of extending the
Company’s facilities to serve the Applicant(s) under Rule 1.2 of the
Rules and Regulations Section of this tariff. This Rider provides
the Applicant(s) with an option to pay the contribution in aid of
construction (“CIACY) determined in accordance with Rule 1.2 through
monthly payments as determined below. This Rider also provides
residential Applicant(s) with the options to make payments for the
cost of the customer owned service line,

This Rider 1is established as a Pilot and will close for new
participation five years after this rate is approved by the
Commission.

The charges under this Rider will be fixed and applied on a monthly
basis beginning with the first bill issued after service has been
established and continuing until the principal amount{s) have been
repaid,

The SET principal is equal to the calculated contribution in aid of
construction required from the applicant(s) and will be calculated
for each service extension project based on the projected revenue
and costs for each extension. A separate principal amount and
monthly fee will be established for residential and commercial
customers within each gas extension project area based on the
expected revenues and costs for the residential and commercial

customers, The fixed monthly charge will be applicable to any
customer located at any premise within each new extension project
area. If additional customers are added to the Company’'s extended

facilities wupon which 8ET charges are already in place, the
additional customers will pay the established SET charge until the
total class-based SET principal amount has been repaid. At that
time, the SET charge will expire for all customers within each
class-based portion of the project.

" Commercial Customers Service Expansion Charge

The Company will use the process described in Rule 1,2 of this
tariff to determine if a CIAC is required in order to justify a
requested extension of the Company’s facilities. Under this Rider,
if it is determined that CIAC is required, and the customer opts for
SET payments, the CIAC will be recovered from the Customer through a
monthly flat rate calculated as follows:

(C)

ISSUED: EFFECTIVE:
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SUPPLEMENT NO. X

TO GAS - PA, P.U.C. NO. 46
REVISED PAGE NO, 84
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Formula:

PILOT RIDER H
SERVICE EXPANSION TARIFF (“SET”) {cont,)

The formula for calculation of the commercial Rider H

monthly charge is as follows:

SET Charge = SET principal [FIN(1+FIN)TIME]
((1+FIN) TIME-1}

Where:

SET Principal = amount equal to the calculated

contribution in aid of construction required from the
commercial Applicant(s).

FIN = Finance charges applied to SET Principal. This
finance rate shall equal the coverall weighted cost of
capital authorized by the Commission for the Company in
its most recent base rate case plus a gross up for income
taxes. To the extent that no overall weighted cost of
capital was established in the most recent rate case, the
weighted cost of capital reflected in the Company’s most
recent Distribution System Improvement Charge £iling shall
be utilized. ' '

TIME = Represents the number of months over which the SET
principal and applicable return will be recovered, This
period will typically be 240 months, but may be a
different period if otherwise agreed upon by the BApplicant
and the Company.

Residential Customer Service Expansion Charge

The Company will use the process described in Rule 1.2 of this
tariff to determine the CIAC amount required in ordexr to justify
a requested extension of the Company’s facilities. If it 1is
determined that CIAC is required, and the customer opts for the
SET payments, the SET principal will be paid through a monthly
flat fee of $55. The monthly fee will continue to be charged
until the SET principal for the Residential portion of each
extension project has been paid.

Under this Rider, the residential Applicant (s} shall have the option
to pay the cost of the applicant’s portion of the service line
through a fee of $15 per month. The fee will be charged until the
principal balance of customer owned service line costs for each
project have been repaid.

ISSUED:

EFFECTIVE:

(C)
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TO GAS - PA. P.U.C, NO. 46

REVISED PAGE NO. 84A
CANCELING ORIGINAL PAGE NO, 84A

PILOT RIDER H
SERVICE EXPANSION TARIFF (M“SET”) (cont.)

(C)

é
§
!

Application of the Rider H monthly charge(s) is as follows:

The SET payments for all applicants of a specific extension
project will be aggregated by class and applied first to finance
charges (FIN) applied to the beginning of the month SET Principal
for that class at the financing rate determined below. The
remaining SET payment amounts will be applied to the beginning of
the month SET principal until the original SET principal balance
is paid in full. :

For residential customers who opted for a monthly fee related to '
the applicant’s portion of their service 1line, the monthly :
payment will be applied first to finance charges (FIN) applied to ;
the beginning of the month unpaid service line principal for each
project at the rate determined below. The remaining payment

amount will be applied to the beginning of the month service line ' {

principal for each project.

SET Principal = the original CIAC amount for the
extension as determined under Rule -
1.2, I
FIN = Finance charges applied to the beginning of the

month SET principal balance, This finance rate shall equal
the overall weighted cost of capital authorized by the L
Commission for the Company in its most recent base rate case
plus a gross up for income taxes. To the extent that no
overall weighted cost of capital was established in the most
recent rate case, the weighted cost of capital reflected in
its most recent Distribution System Improvement Charge filing :
shall be utilized. :

Late-Payment Charge: A late-payment charge of 1,50 percent per
month for ratepayers shall be applied for failure to make payment in
full for all charges billed by the Company by the due date shown on
the bill. This charge is to be calculated on the overdue portion of

charges under this Rider.

ISSUED: EFFECTIVE:
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ISSUED: EFFECTIVE:

By: Morgan K. O'Brien
President
Peoples Natural Gas Company, LLC
375 North Shoxe Drive, Suite 600
Pittsburgh, PA 15212




' PEOPLES NATURAL GAS COMPANY LLC SUPPLEMENT NO. X
TO GAS ~ PA. P,U.C, NO. 46

EIGHEH~REVISED PAGE NO., 2

CANCELING FIFTH-REVISED PAGE NO. 2

LTIST OF CHANGES MADE BY THIS TARIFF SUPPLEMENT

£o-pag 7 : 3 ~Rule 1.2 ~ Applicants for
Service Extension of Mains and Pilot Rider H, Serxvice Expansion Tariff (SET)

are modified to reflect the terms of the settlement filed at R-2014-2429610.

ISSUED: EFFECTIVE:




PEOQPLES NATURAL GAS COMPANY LLC GAS - PA, P,U.C, NO.

ORIGINAL PAGE NO.

46
9

RULES AND REGULATIONS - (CONTINUED)

1.1 Meters and Fittings (Continued)

{£) Nothing contained in this Rule shall preclude the customer
from installing additional meters Dbehind the Company's
meter for the purpose of measuring, controlling and/or
determining the flow of gas to the customer's premises. The
cost of such additional meters, including the installation
thexeof shall be ©borne by the customer and such
installation shall comply with subsection (e) above.

{q) Exceptions to the requirements of subsections {a)
through (e) may be permitted by the Company upon special
circumstances and upon good cause shown.

[ 1.2 Applications For Service Extension of Mainsg

.-A¢{ Formatted: No underline )

The Company will extend its facilities to a new point of delivery
within its service territory if, in its judgment and consistent with
Pennsylvania Public Utility Commission regulations, the service to such
a new point of delivery will have no adverse effect upon the
avallability of gas to meet the present and reasonably foreseeable
volume and pressure needs of existing zratepayerscustomers. and—the

seryiee;2—the The Company may condition the extension of facilities
upon the applicant’s providing a contribution in aid of construction
(CIac), the amount which will be determined by the Company__and
consistent with any parameters approved by the Commission.

Evea«&%aa—app}ieaﬂe—s—request—m—ﬂot—fw—a%peeiaﬂéhtﬁewiee%

If the Company requests a CIAC from an appllcant and the appllcant is
not utilizing the option under Rider H to pay for the CIAGC, and
additional customers are added to the extended facilities financed by
the applicant’s CIAC within three years of the date of completion of
the facilities, the applicant who paid the CIAC will be entitled to a
pro-rated refund during the three-year period immediately following
completion of the extension.

ISSUED:

EFFECTIVE:

{ Formatted: Left




PEOPLES NATURAL GAS COMPANY LLC SUPPLMENT NO. 8X

TO GAS - PA, P,0.C, NO.
FIRSF-REVISED PAGE NO.
CANCELLING ORIGINAL-PAGE NO,

46
10
10

RULES AND REGULATIONS ~ (CONTINUED)

1.3 Other Sexvice Conditions

In the case of an industrial or commercial customer, the Company may
condition the acceptance of a particular application for the initiation
oxr increase of service, whether or not an extension of facilities is
required to provide such service, by the establishment of guarantees of
revenues or other appropriate conditions, including, but not limited
to, the setting of maximum daily volumes to be provided, when such
application involves the commitment of a gas supply to provide the
service requested or involves conditions of service different from that
normally provided to 1ts other customers.

The Company, at its sole discretion, will maintain the necessary
facilities to provide a back-up service to a customer for switching
purposes between Natural Gas Distribution Companies or alternative
fuels. The charge for facilities providing such a back-up service will
be the Company's highest allowable monthly service charge per meter,
plus the applicable volumetric charge per Mcf consumed.

The Company also reserves the right to charge a tap fee to recover the
costs of constructing all facilities related to providing the backup

service.
In the case of residential service, prior to providing utility service,

the Company may require the Applicant to provide the names of each
adult occupant residing at the location and proof of their identity.

1,4 Service Pipes and Fittings

The customer shall, at the customer’s own expense, furnish and install
all service pipes, fixtures, fittings, valves and appliances, and all
materials necessary £for meter installations, as required by the
Company, between the Company's curb box and the point of consumption of
the gas except as otherwise provided in Rule 1; maintain all of the
same in good condition and repair, and renew the same when necessary,
furnishing such materials, labor and supervision as may be necessary to
transport and burn the gas with safety, and shall be liable for any
failure to do so.

1.5 Subject to Company Inspection/Duty of Customer to Maintain

The character and arrangement of the facilities through which the gas
is transported from the Company's curb box to the point of consumption
shall be subject to the inspection and approval of an authorized agent
of the Company, but the Company shall not be responsible in any mannex
for the installation, use and maintenance of those facilities, and

ISSUED: EFFECTIVE:
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PILOT RIDER H
SERVICE EXPANSION TARIFF {(“SET")

The Company, at its discretion, may offer service under this rider
to a residential or commexcial Applicant or group of Applicants who
agree to pay the costs as determined by the Company of extending the
Company’s facilities to sexve the Applicant(s) under Rule 1,2 of the
Rules and Regulations Section of this tariff. This Rider provides
the BApplicant(s) with an option to pay the contribution in aid of
construction {“CIAC”} determined in accordance with Rule 41,2 ewex

i od . L boaina Ceh the £ bild

issucd—after—service—has been-established This Rider also provides
the Applicant{s}with-the option—-to—inelude-the-cost—of-the—eustomes
euwned—service Hine—din the CIAC -amount-through monthly payments as

determined below. This Rider also provides residential
Applicant(s) with the options to make payments for the cost of the
customer owned service line.

This Rider is established as a Pilot and will close for new
participation ea—June—29;—2019—unless—anextension—3ds—-five years

after this rate is approved by the Commission.

The charges under this Rider will be a—fixed and applied on a eharge

per—bill assessed—en—a—monthly basis beginning with the first pbill

issued after service has been established and continuing until the
principal amount(s) have been repaid.

Jhe SET principal is equal to the calculated contribution in aid of .

construction required from the applicant(s) and will be calculated
for each service extension project based on the projected revenue
and costs for each extension. A separate principal amount and
monthly fee will be established for residential and commercial
customes within each gas extension project area based on the
expected revenues and costs for the residential and commexrcial
cusktomers, The fixed monthly charge will be applicable to any
customer located at any premise within each new extension project
area, If additional customers are added to the Company’s extended
facilities wpon which SET charges are already in place, the
additional customers will pay the established SET charge until the
total class-based SET principal amount has been repaid. At that
time, the SET charge will expire for all customers within each
class-based portion of the project.

Caleulation—of theSEP -ChargeCommercial Customaers Servica Expansion
Charge

The Company will use the process described in Rule 1,2 of this
tariff to determine if a CIAC is required in order to justify a
requested extension of the Company’s facilities—and-—the—amount—of

hCERC, Jorthi {der, the Appii ¢ ohall ) l

ISSUED:

EFFECTIVE:
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onEl Ihoiad ; - : N FE :

: i Under this Rider, if it is determined
that CIAC is reqguired, and the customer opts for SET payments, the
CIAC will be recovered from the Customer through a monthly flat rate
| fee—calculated as follows:

ISSUED: EFFECTIVE:
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PILOT RIDER H
SERVICE EXPANSION TARIFF (“SET”) (cont.)

<)

—Formula: The formula for calculation of the commercial Rider H
monthly charge is as follows:

SET Charge - CIAG-SET principal [FIN{1+FIN)TIME]
[ (1+4FIN) TIME-1]

Where:

GIAC—SET Principal— = — amount equal to the &calculated e {Fonnaﬁedﬂg&

contr1but1on 1n aid of construction required from the

ep&eﬁ—‘ehe—ees—ts—as&eei:a—ted—ﬁi—th—%h__—_»um e—Gustemer—onned

FIN = Finance charges applied to SET Principal, This *“"'"{Fonnaundngn

finance rate shall equal the overall weighted cost of
capital authorized by the Commission for the Company in
its most recent base rate case plus a gross up for income
taxes. To the extent that no overall weighted cost ¢of
capltal was established in the most recent rate case, the
weighted cost of capital reflected in the Company’s most
recent Distribution System Improvement Charge filing shall
be utilized.

TIME = Represents the number of months over which the SET
principal and applicable return will be recovered. This
period will typically be 240 months, but may be a
different period if otherwise agreed upon by the Applicant
and the Company.

Residential Customer Service Expansion Charge

The Company will use the process described in Rule 1.2 of this
tariff to determine the CIAC amount required in order to justify
a requested extension of the Company’s facilities. If it is
determined that CIAC is required, and the customer opts for the
SET payments, the SET principal will be paid through a monthly
flat fee of $55. The monthly fee will continue to be charged
until the SET principal for the Residential portion of each
extension project has been paid.

ISSUED: EFFECTIVE:
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Under this Rider, the residential Applicant(s) shall have the
option to pay the cost of the applicant’s portion of the service
line through a fee of $15 per month. The fee will be charged
until the principal balance of customer owned service line costs
for each project have been repaid.

“"'“'{ Formatted: Border: Bottom: (No border)
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for that class at the financing rate determined below. The
remaining SET payment amounts will be applied to the beginning of
the month SET principal until the original SET principal balance
is paid in full,

For residential customers who opted for a monthly fee related to
the applicant’s portion of their service 1line, the monthly
payment will be applied first to finance charges (FIN) applied to
the beginning of the month unpaid service line principal Ffor each
project at the rate determined below. The remaining payment
amount will be applied ko the beginning of the month service line

principal for each project,

SET Principal =

the orxiginal CIAC amount for the

extension as determined under Rule

1.2,

FIN =

Finance charges applied to the beginning of the

month SET principal balance,

This finance rate shall equal

the overall weighted cost of capital authorized by the

Commission for the Company in its most recent base rate case

rlus a gross up for income taxes,

To the extent that no

overall weighted cost of capital was established in the most

recenkt rate case, the weighted cost of capital reflected in

its most recent Distribution System Improvement Charge filing

shall be utilized,

Late-Payment Charge:

A late-payment charge of 1.50 percent pex

month for ratepayers shall be applied for failure to make payment in
full for all charges billed by the Company by the due date shown on

the bill,
charges under this Rider,

This charge is to be calculated on the overdue portion of

ISSUED:

EFFECTIVE:
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AL PAGE NO. B4A4

PILOT RIDER H
SERVICE EXPANSION TARIKFF (“SET”) (cont,)

Application of the Rider H monthly charge(s) is as follows:

The SET payments for all applicants of a specific extension
project will be aggregated by class and applied first to finance
charges (FIN) applied to the beginning of the month SET Principal

ISSUED: EFFECTIVE:

(C)
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SUPPLEMENT X
TO
TARIFF GAS - PAPUC NO. 8

PEOPLES TWP LLC

RATES, RULES AND REGULATIONS
FOR NATURAL GAS SERVICE
IN TERRITORY DESCRIBED HEREIN

ISSUED: EFFECTIVE:

PILOT RIDER SET
SERVICE EXPANSION TARIFF PROPOSAL
REVISION FILED IN COMPLIANCE WITH THE SETTLEMENT AT R-2014-2429610

ISSUED BY:

JOSEPH A. GREGORINI
VIGE PRESIDENT ~ RATES AND REGULATORY AFFAIRS
PEOPLES TWP LLC
205 NORTH MAIN STREET
BUTLER, PENNSYLVANIA 16001
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PEOPLES TWP LLC SUPPLEMENT NO. X
TO
TARIFF GAS — PA PUC NO. 8

REVISED PAGE NO. 1
CANCELING REVISED PAGE NO. 1

LIST OF CHANGES MADE BY THIS TARIFF

This Tariff Supplement revises Pilot Rider SET (Service Expansion Tariff) and Rule 3 are modified to reflect the terms of the
seltiement filed at R-20147-2429610.

EFFECTIVE:,

ISSUED:




PEOPLES TWP LLC

SUPPLEMENT NO. X TO TARIFF GAS — PA PUC NO. 8
REIVSED PAGE NO. 17
CANCELLING PAGE NO. 17

RULES AND REGULATIONS (Continued)

3. EXTENSION OF FACILITIES (C)

A

C.

Subject to the provisions of Rule No. 2 hereof, the Company will extend its facilities to a new point of delivery within
its service terrilory if, in its judgment and consistent with Commission regulations, the service to such new paint of
delivery will have no adverse effect upon the availability of gas to meet the present and reasonably foreseeable
volume and pressure needs of existing Customers. The Company may condition the extension of facilities upon
the applicant's providing a contribution in aid of construgtion, ("CIAC"), the amount of which will be determined by
the company and consistent with any parameters approved by the Commission.

If the Company requests a CIAC from an Applicant and additional Customers are added to the extended facilities
financed by the Applicant's CIAC within three (3) years after the date of complelion of the facilities, and the
applicant Is not utllizing the option under Rider SET to pay for the CIAC, the Applicant who paid the CIAC will be
entitled to a pro rata refund during the three year period immediatsly following completion of the extension..

Any CIAC, Customer advance, or other like amounis received from the Customer which shall constitute taxable
Income as defined by the Internal Revenue Service will have the federal income taxes segregated in a deferred
account for inclusion in rate base In a future rate case proceeding. Such Income taxes associated with a CIAC will
not be charged to the specific contributor of the capital.

ISSUED:

EFFECTIVE:
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TARIFF GAS — PA PUC NO. 8
REVISED PAGE NO. 102
CANCELLING ORIGINAL PAGE NO. 102

PILOT RIDER SET

SERVICE EXPANSION TARIFF (“SET"}

The Company, at its discretion, may offer service under this rider to a residential or commercial Applicant or
group of Applicants who agree to pay the costs as determined by the Company of extending the Company's
facilities to serve the Applicant(s) under Rule 3 of the Rules and Regulations Section of this tariff. This Rider
provides the Applicant(s) with an option to pay the contribution in aid of construction ("CIAC") determined in
accordance with Rule 4 through monthly payments as determined below. This Rider also provides residential
Applicant(s) with the option to make payments for the cost of the customer owned service line.

(©)

This Rider is established as a Pilot and will close for new participation five years after this rate is approved by the
Commission.,

The charges under this Rider will be fixed and applied on a monthly basis beginning with the first bill issued after
service has been established and continuing until the principal amount(s) have been repaid.

The SET principal is equal to the calculated contribution in ald of construction required from the applicant(s) and
will be calculated for each service extension project based on the projected revenue and costs for each
extension. A separate principal amount and monthly fee will be established for residential and commerclal
customers within each gas extension project area based on the expected revenues and costs for the residential
and commercial customers. The fixed monthly charge will be applicable to any customer located at any premise
within each new extension project area. If additional customers are added to the Company's extended facilities
upoh which SET charges are already in place, the additional customers will pay the established SET charge until
the total class-based SET principal amount has been repaid. At that time, the SET charge will expire for all
customers within each clags-based portion of the project.

Commercial Customers Service Expansion Charge

The Company will use the process described in Rule 3 of this tariff to determine if a CIAC is required in order to
justify a requested extension of the Company's facilities and the amount of any such CIAC. Ifitis determined
that CIAC is required and the customer opts for SET payments, the CIAC will be recovered from the Customer

through a monthly flat rate calculated as follows:

Formula: The formula for calculation of the commercial Rider L monthly charge is as follows:

SET Charge = SET principal [FIN(1+FINYTIME]
[(1+FIN) TIME-1]
Where:
SET Principal = amount equal to the calculated contribution in aid of construction required from the

commercial Applicant(s).

FIN = Finance charges applied to the Set Principal. This finance rate shall equal the overall weighted cost
of capital authorized by the Commission for the Company In its most recent base rate case plus a gross up for
income taxes. To the extent that no overall weighted cost of capital was established in the most recent rate
case, the weighted cost of capltal reflected in the Company's most recent Distribution System Improvement

Charge filing shall be utilized.

TIME = Represents the number of months over which the SET principal and applicable return will be
recovered. This period will typically be 240 months, but may be a different period if otherwise agreed upon by

the Applicant and the Company.

ISSUED: EFFECTIVE:
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Residential Customer Service Expansion Charge

The Company will use the process described in Rule 4 of this tariff to determine the CIAC amount required in order to justify
a requested extension of the Company's facilities. If it is determined that CIAC is required, and the customer opts for the
SET payments, the SET principal will be paid through a monthly flat fee of $55, The monthly fee will continue to be charged
until the SET principal for the Residentlal portion of each extenslon project has been paid.

Under this Rider, the residential Applicani(s) shall have the option to pay the cost of the applicant's portion of the service line
through a fee of $16 per month. The fee will be charged untll the principal balance of customer owned service line cosis for

each project have been repaid. '

Application of the Rider L monthly charge(s) is as follows: ‘

The SET payments for all applicants of a specific extension project will be aggregaled by class and applied first to finance
charges (FiN) applied to the beginning of the month SET Principal for that class at the financing rate determined below. The
remaining SET payment amounts will be applied to the beginning of the month SET principal until the original SET principal

balance is paid in full,

For residential customers who opied for a monthly fee related to the applicant's portion of their service lihe, the monthly
payment wlli be applied first to finance charges (FIN) applied to the beginning of the month unpald service line principal for
each project at the rate determined below. The remaining payment amount will be applied to the beginning of the month

semvice line principal for each project.

SET Principal = the original GIAC amount for the extension as determined under Rule 3.

FIN = Finance charges applied to the beginning of the month SET principal balance. This
finance rate shal! equal the overall welghted cost of capital authorized by the Commission for the
Company in its most recent base rate case plus a gross up for income taxes. To the extent that
no overall weighted cost of capital was established In the most recent rate case, the weighted
cost of capital reflected in its most recent Distribution System Improvement Charge filing shall be

utilized,

Late-Payment Charge: A late-payment charge of 1.50 percent per month for ratepayers shall be applied for
failure to make payment in full for all charges billed by the Company by the due date shown on the bill. This
charge is to be calculated on the overdue portion of charges under this Rider.

ISSUED: EFFECTIVE:
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| PEOPLES TWP LLC ) SUPPLEMENT NO. X
TO

TARIFF GAS - PA PUC NO. 8
REVISED PAGE NO. 1
CANCELING REVISED PAGE NO. 1

ey =

LIST OF CHANGES MADE BY THIS TARIFE ;

This Tarlff Supplement inlroducesrevises Pilot Rider SET (Service Expanslon Tariffy and Rule 3 are modified to reflect the
terms of the seltlement ﬁlgd gt 5-2014}252§§10, makesrehange&lo—(he—thapUSRSumharge esulling-from-the-Quarterly
Recaloulation-and Adjus o-p d s-a-rosult-the-Tarff-rales-have-been changed:

| 1ssuen; EFFECTIVE: , 2044



PEOPLES TWP LLC
SUPPLEMENT NO. X TO TARIFF GAS ~ PA PUC NO. 8

]
GE NO. 17 i
CANCELUING QR—GG}NAL—PAGE NO. 17 f

RULES AND REGULATIONS ;bommggga

3. EXTENSION OF FACILITIES (C)+----+-{ Formatted: Tab stops: 6,9, Right D

A. Subject to the provislons of Rule No. 2 hereof, the Company will extend ils facllities to a new polnt of delivery within
Its service territory If, in its Judgment and consistent with Commission regulations, the service to such new point of
delivery will have no adverse effect upon the availabllity of gas to meet the present and reasonably foreseeable
volume and pressure needs of exisling Customers, and-the-request-s-not-for'Speclal-Uiility-Sorvice-as-dofined

below:_The Comgany may cgndnglon the extenslon of facliilies upon the applicant's providing a conlnbulugn in ald of

construclion f which will rmin he company and conslistent with any pacamete,
approved by the Commlssmn

B.—SpeeuaLU&htyLSewiee—shalHnslude—(a)—a request-for-ulllity-service-when-the-Applicant-has—an-nstalled-altemate
fuel-capabili litily-sepvice-when-the-Applicant-is-alreadyrecelvingnalural-gas-sepvice-from
anelher—P—ennsylvanlanalural gas-distabulion-company-ENGBG ) -{c)-arequestiorulllityservice-from-an-Applicant
located-in-an-area-In-which-another-NGDG-is-authorized-to-serve-the-Applicant{d)-a-request-for-ullity-service by-a
builder-or-developer—of-a—residentiallotplan—whois—vequesiing—an—oxtension--of-the-Gempany'sasilitles—in
anlisipatien-of-fulure-homeowners—nead-for-ulility-sorvice;{e}-anyrequestiesr
Gempanyﬁs—vleMHnhkely—ze—remam—en—the—cempanyue—system—!or—a—sumelem—pened—ef—wne—(e—;usmy—lhe

y-an-Applisant-which-weuld—be-a-commercial-or-indusidal
Gustomer—lmh&easeehequesle%FSpeelaLUhkt%SeMee—&e@smpany—may -.gondition-the-extension-of-factlitios
ibutlondn-ald-of-consiruction-£GIAG ) the-ameuntof which-wiltbe-delemnined

by-the-Gompany-

G—Em#m%ppleanmeqwsusmmwpeaaumwsemwwcwnp%%mwu%m@mmmh%%
nbulmn&tﬂh&@ompanwﬂxeéem%gasees&&eveﬂh&ﬁv&(&HeaMmmedhle&y

follewing-the-completie n-line-extenslen—Whetherornola
request-for-a-malnline-exlenslon-conslilules-Speclal-Ulllity-Service-the-Company-may-alse-require-a-refundable
depesMrom—anAppHsanH!—in the- Company s judgment—a—reFundable»depes|H&neededa&amlneent|ve49Hhe
ble-pe ! d dlorto-aclually-connestie-and
begm—lwsﬂh&(}ompanysruhIb!fsewlee—ThHemsrandﬁendmenel—suemefundabledeposltarfangemenlsrehall

be-established-attho-Company's-disecretion:

DB. If the Company requests a CIAC from an Applicant whese-requestls-not-for-Spesial-Utility-Sepvice—and addilional
Customers are added to the extended facilities financed by the Apptlicant'’s CIAC within five-ihree (63) yeers after
the date of completion of the facilities-extension, and the applicant Is not ulilizing the option under Rider SET to pa
for the CIAC, the Applicant who palid the CIAC will be entilled lo a pro rala refund.;

semved-by-the-extended facifitiesduring the three year period immediately followina completion of the exlension..

EC. Any CIAC, Customer advance, or other like amounts received from the Customer which shall constilute taxable
income as defined by the Internal Revenue Service will have the federal Income taxes segregated In a deferred
account for Inclusion In rate base in a future rale case proceeding. Such income laxes assoclated with a CIAC ef

radvance-will not be charged to the specific contributor of the capilal.

ISSUED: EFFECTIVE:
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(C)

The Company, at its discretion, may offer service under this rider to a residential or commercial Applicant or
group of Applicants who agres o pay the costs as determined by the Company of extending the Company's
facllities to serve the Applicant(s) under Rule 343 of the Rules and Regulations Section of this tariff. This Rider
provides the Applicant(s) with an option te pay the conlribution in ald of construction (‘CIAC") detemmined in
accordance with Rule 4 ever-a-perdod-net-lo-exceed-twenty-years-beginning-with-the-fi
ha&beeneslabllshed#hi&Rlder—als&psevldeHheAppﬂeantés)—wHMheepNeM&lnclude -the-gostofhe
er-owned-service-ine-in-the-GIAG-amountthrough monthly payments as determined below. This Rider

also grovldes residential Appllcani(s) with the option to make payments for the cost of the customer owned

service line

This Rider Is established as a Pilot and will close for new participation on-June-20;-2018-unless-an-extensionds
five years after this rale is approved by the Commission.

The charges under this Rider will be a-fixed and applled on a charge-per-bill-assessed-on-a-monthly basls
beglnning with the first bill issued afler service has been eslablished and conlinuing until the principal amount(s)

have been repaid.

The SET princlpal Is equal to the calculated conlribution In aid of construcilon requlred from the applicant(s) and
will be calculated for each sepvic n project ba n the projected revenue and costs for eac!

extension. A separale principal amount and monthly fee wiii be established for residential and commerclal

customers within each gas extension project area based on the expected revanues and costs for the residentia|
and commerclal customers. The fixed monthly charge will be applicable lo any customer located at any premise
within each new extension project area. |f addillonal customers are added to the Company’s extended facliities
upon which SET charges are already In place, the additional cuslomers will the established SET charge unti

the fotal class-based SET principal amount has been repald. At that fime, the SET charge will explre for all
customers within each class-based portion of the project.

Commerglal Customors Service Expanslon CIArAE | . ... ......cccerviviieeeriosvenoe e oo eemameeas e s eneen e <= {_FOXMatted: No underline B
Ealeulation of the SEY-Charge

The Company will use the process described in Rule 3 of this lariff to determine if a CIAC is required In order to
Justify a requested extenston of the Company’s facliities and the amount of any such CIAC. Underthis Rider-lhe
Applicani{s)-shall-have the-eplionie-Includethecostofhe-customer-owned-service-linein-deleminingthe GIAG
amount: Ifilis determined that CIAC [s required and the customer opts for SET payments, UnderthisRider-if-it
ired-the CIAC will be recovered from the Customer through a monthly flat rate

fs-d
fee-calculated as follows:

Formula; The formula for calculation of the commercial Rider L monthly charge is as follows:

SET Charge = GIAGSET principal [FIN(1+FIN}TIME)
[(1+FIN) TIME-1)

Where:

CIAG—SET Principal = amount equal to the Gealculated contribution in aid of consiruclion required from the
commarclal Applicant(s)-including:at Applicant’s-oplion-the-cests-assoclated-with-the- Customer-ownad-sarvice

line:

FIN = Flnance charges applied to €IAG2lhe Set Principal. This finance rate shall equal the overall
welghted cost of capital authorized by the Commisslon for the Company In its most recent base rate case plus

ISSUED: EFFECTIVE:

;
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(C)

The Company, at its discretion, may offer service under this rider to a residential or commercial Applicant or
group of Applicants who agres o pay the cosls as delermined by the Company of extending the Company’s
facllities to serve the Applicant(s) under Rule 3 of the Rules and Regulations Section of this tariff. This Rider
provides the Applicani{s) with an option o pay the coniribution In aid of construction (‘CIAC") detenmined in
accordance with Rule 4 ever-a-period-notHlo-exceed-twenly-yoars-beginning-with-the-firsst bilHissued-after-service
has-been-established-This-Rider-also-provides-the-Applieant{s)with-the-eplion-te-Inelude-the-cost-of-the
eustomerowned service-ine-in-the-ClAG-ameuntthrough monthly payments as determined below. This Rider

also provides residential Applicant(s) with the opfion to make payments for the cost of the customer owned
sepvice line,

This Rider s eslablished as a Pliol and will close for new participation en-June-29.2648-unless-an-extenslons
five years after this rale is approved by the Commission,

The charges under this Rider will be a-fixed and applied on a eharge-perbill-assessed-en-a-monthly basis

beginning wilh the first bill jssued after servica has been established and continuing untif the princlpal amount(s)

have been repald,

The SET princlpal Is equal {o the calculated contributlon In aid of construction required from the applicani(s) and
will be calculated for each service extenslon profect based on the projected revenue and costs for each
extenslon. A separate principal amount and monthly fee will be establlshed for residential and commercial
customers wilhin each gas exlension projecl area based on the expected revenues and costs for the residentlal
and commerclal customers. The fixed monthly charge will be applicable to any customer localed at any premise

within each new extenslon project area, !f additional customers are added to the Company's extended facllities

upon which SET charges are already In place, the additional customers will pay the eslablished SET charge until

the total class-based SET princlpal amount has been repald. At that time, the SET charge will explre for all
customers within each class-based portion of the project.

Commerclal Customers Service Expanslon Charge, e
Cakulalionofthe- SET-Charae

8

The Company wil use the process described In Rule 3 of this tariff to determine if a CIAC is requlred In order fo
Justify a requested extension of the Company's facliities and the amount of any such CIAC. UnderthisRlderthe
Applieani{s} shallhave-the-opilonte-inciude-the-cost-of the-eustemer-owned-service line-in-determining-the-GIAG
armeunt: )l ilis determined that CIAC Is required and the customer opts for SET payments, Underthis-Rider
Is-determined-that-GtAGHs-required-lhe CIAC will be recovered from the Customer through a monthly fial rale
fee-calculated as follows:

Formula: The formufa for calculation of the commercial Rider L monthly charge Is as follows:

SET Charge = GIAG-SET princlpal [FIN(1+FIN)TIME]
[(1+FIN) TIME-1)

Where:

CIAG—SET Princlpal. = amount equal to the Gcalculated contribution In ald of construction required from the
commarcial Applicanl(s).-ineluding-al-Applieant's-oplion;the-costs-associaled-with-the-Customerowned-service
Hineg: .

FIN = Finance charges applled to CIAG2ihe Sel Principal. This finance rate shall equal the overall
welghted cost of capital authorized by the Commission for the Company in its most recant base rate case plus

ISSUED: EFFECTIVE:

{ Formattad: No underline J
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additional-cuslomers-will-pay-the-established-SET-charge-untii-theletalSIAG-and-applieablereturn-for the
extension-of faclities-has beenpald—Atthat-imethe SET charge will-expireforall-customers-ol-the-preject:

Resldentlal Customsr Service Expansion Charge
TheC ny will use the pro “describe ute 4 of this tariff to delermine the CIAC amount required in ordet o fusti

a requested extenston of the Company's [acilifles. I it is determined thal CIAC is required, and the cuslomer opls for the
ee will continue fo he charged

SET payments, the SET principal will be paid through a menthly flat fee of $55. The month
until the SET principal for the Residential portion of each extension prolect has been paid.

Under this Rider, the residential Applicant{s} shall have the option fo pay the cos! of the applicant's portlon of the service ling

thraugh a fee of $15 per month. The fee will be charged until the principal balance of cuslomer owned service fine costs for
aach project have been repaid i

Appllcation of the Rider £ monthly charge{s) Is as follows:

The SET paymen ls for all applicants of a specific exlension prolect wili be regated by class an irst to finance
charges (FIN) applied to the beginning of the month SET Principal for that class at the financing rate determlned below. The -

remalning SET payment amounts will be applied o the beginning of the month SET principal winlil the original SET prncipal -
balance is pald in full

or residential customers who opled fo onthly fee related to the applicant's portion of their sewvice line, the monthl
ent will be applled first to finance charges (FIN) applied to the beqinning of the month unpald service line pringipal for

each project at the rate determi below, The remsaining payment amount will ba applied to the beginning of the mont
service fine principal for each prolect,
SET Principal = the original CIAC amount for the extension as determined under Rule 3,

FIN = Finance charges applied o the beqinning of the month SET principal balance. This e ( Formatted: Indent; Left: 0.5%, Hanging: 1" ]
finance rate shall equal the overall welghted cost of capital authonized by the Commisslon for the
Co

ny In its most recent base rate case plus a gross up for Income faxes, To the extent that
no overali welghled cost of capital was established in the most recent rate case, the weiqhted

cost of capital reflecled in its most re Distribulion Syslem Improvement Charge filing shall be

Late-Payment Charge: A late-payment charge of 1.50 percent per month for ratepayers shall be applied for :
fallure to make payment in full for all charges billed by the Company by the due date shown on the blll. This :
charge Is o be calculated on the overdue portion of charges under this Rider. :

ISSUED: EFFECTIVE:
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L INTRODUCTION AND BACKGROUND

Peoples Natural Gas Company LLC (“Peoples”), Peoples Natural Gas Company LLC —
Equitable Division (“Peoples-Equitable”) and Peoples TWP LLC (“Peoples -TWP”) (collectively
referred to as the “Peoples Companies” or “Companies”) hereby file this Statement in Support of
the Joint Petition for Approval of Settlement of All Issues (“Settlement™) in the above-captioned
proceeding. The Settlement requests all necessary approvals to implement the Service
Expansion Tariff (“SET”) Pilot Program for each Company, as modified by the Settlement,
which is designed to reduce barriers for eligible new customers to receive gas service. Under the
SET Program, as modified by the Settlement, eligible customers will be able to pay their share of
the cost of the extension of service over time as opposed to paying a large upfront contribution in
aid of construction (“CIAC”). This will reduce economic barriers for eligible customers and
provide these customers with a better opportunity to receive gas service.

Peoples-Equitable is a division of Peoples. In addition, Peoples TWP is an affiliate of
Peoples. The Peoples Companies filed their proposed SET Programs with the Pennsylvania
Public Utility Commission (“Commission”) on June 26, 2014. The Bureau of Investigation and
Enforcement (“I&E”), the Office of Consumer Advocate (“OCA”) and the Office of Small
Business Advocate (“OSBA”) also participated in the proceeding.

The Parties engaged in discovery, filed written testimony, held numerous settlement
conferences, and exchanged settlement proposals and counter-proposals. As a result of these
conferences and efforts, the Parties reached a settlement in principle that fully resolved all issues
raised in this proceeding. On December 8, 2014, the Peoples Companies advised the Honorable
Administrative Law Judge Conrad A. Johnson (“ALJ”) that the Parties had reached a settlement

in principle of all issues in the proceeding. On December 16, 2014, the ALJ issued an Order

12629131vl



suspending the procedural schedule and directed the Parties to file the Settlement by January 9,
2015.

The Peoples Companies submit that the Settlement is in the public interest and should be
approved. The Settlement, if approved, will resolve all of the issues raised by the Parties in this
proceeding. The Settlement was achieved only after a comprehensive investigation of the
proposed SET Pilot Program. The Peoples Companies responded to formal and informal
discovery requests. The Parties served four rounds of testimony, including the Peoples
Companies’ direct testimony, the other Parties’ direct testimony, rebuttal testimony and
surrebuttal testimony. The Parties participated in numerous settlement discussions and formal
negotiations, which ultimately led to the Settlement.

~ The Settlement reflects a carefully balanced compromise of the interests of the Peoples
Companies, their customers, and the statutory advocates. For the reasons more fully explained
below, the proposed SET Pilot Program, as modified by the Settlement, is in the best interest of,
and will produce substantial benefits for customers. Therefore, the Peoples Companies
respectfully request that the ALJ recommend that the Commission approve, and that the
Commission approve, the SET Pilot Program, subject to the terms and conditions contained in
the Settlement, without modification. The Peoples Companies submit this Statement in Support
to explain why the Settlement is in the public interest.

I1. COMMISSION POLICY FAVORS SETTLEMENT

Commission policy promotes settlements. See 52 Pa. Code § 5.231. Settlements reduce
the time and expense that parties must expend litigating a case and, at the same time, conserve
precious administrative resources. The Commission has indicated that settlement results are
often preferable to those achieved at the conclusion of a fully litigated proceeding. See 52 Pa.
Code § 69.401. In order to accept a settlement, the Commission must first determine that the

2
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proposed terms and conditions are in the public interest. Pa. PUC v. York Water Co., Docket

No. R-00049165 (Oct. 4, 2004); Pa. PUC v. C.S. Water and Sewer Assocs., 74 Pa. P.U.C. 767

(1991). For the following reasons, the Peoples Companies believe that the proposed SET Pilot

Program, as modified by the Settlement, is just, reasonable, and in the public interest ahd,

therefore, should be approved without modification.

III. THE SETTLEMENT IS IN THE PUBLIC INTEREST

A.

INTRODUCTION

The SET Program, as modified by the Settlement, will provide eligible customers with a

better opportunity to obtain gas service than is currently available under the Companies’ tariffs

and will provide substantial public benefits. Key benefits include:

1262913 1vl

The Peoples Companies have agreed to modify their CIAC formula, which will
eliminate or substantially reduce CIAC contributions for all customers.

The SET Program will mitigate economic barriers for eligible customers to
receive gas service by allowing them to pay their share of the cost of the
extension over time.

The SET Program will allow eligible new residential and commercial customers
to receive the economic benefits of natural gas service.

The Settlement provides for the same fixed monthly SET fee of $55 for all
residential customers, with a varying payment term. This is different from thé
Peoples Companies’ original proposal for a monthly SET fee that varied by
project with a fixed payment term. The Companies believe that the same fixed
payment for all residential customers will allow the Company to delivgr a

consistent and more effective marketing message and be casier for customers to



B.

understand. Moreover, the level of the fixed fee together with an extended
maximum payment term of 25 years will allow more projects to qualify for the
SET Program.

The settlement also eliminates an additional financial and psychological barrier
facing service expansion customers by providing customers with an option to pay
customer owned service line costs through a $15 per month charge.

The Peoples Companies are not limiting the amount of annual investment funds
available for the SET Program.

Broader use of natural gas provides environmental benefits and benefits to
Pennsylvania’s economy.

CIAC DETERMINATION

Under the Peoples Companies’ tariffs, there are currently two different methodologies for

determining a customer’s CIAC amount, If a customer’s request for service is classified as “non-

special utility service,” the Companies use a 3-times or 5-times annual revenue standard to

determine the customer’s CIAC amount. For both Peoples and Peoples-Equitable, if the

expected non-gas cost revenue contribution of a new customer for three years is less than the cost

to extend service, the customer must pay the difference as a CIAC. For Peoples TWP, five times

annual non-gas cost revenues is used to determine whether a non-special utility service customer

must pay a CIAC.

If the customer’s request for service is classified as “special utility service,” the

Companies use a discounted cash flow (“DCF”) analysis to determine the customer’s CIAC

amount.

requests.
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In this proceeding, the OCA proposed several fundamental changes to how the

Companies determine customer CIAC amounts. First, OCA proposed that the Companies stop

using the 3-times or 5-times revenue standard for non-special utility service extensions and use a

~ DCF approach for all extensions. (OCA St. No. 1, p. 14.) The OCA also proposed several

modifications to the Companies’ DCF Model, arguing that:

Meters and regulators should not be considered within the modeling
considerations;

A 40-year time period should be used for modeling purposes instead of a 25-year
period,

The Companies’ DCF model should not assume projects are financed with 100%
equity;

The income tax calculation should reflect an interest deduction consistent with the
Companies approved capital structure and cost of debt;

The DCF model should reflect estimated increased revenues at the same rate as
operation and maintenance (“O&M?”) expenses;

O&M expense levels should only include short-run incremental costs of reading
the meter and preparing/sending customers’ bills;

The mid-point of a year should be used for discounting purposes;

A 10% rate of return is excessive.

(OCA St. No. 1, pp. 17-19.)

The Settlement reflects a compromise of the Peoples Companies’ and OCA’s positions

with respect to the CIAC determination. Under the Settlement, the Peoples Companies have

agreed to discontinue the use of an annual revenue (3-times or 5-times) standard for determining
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customer CIAC amounts and will instead rely on a DCF model for all CIAC calculations. This
will provide a consistent methodology for determining CIAC amounts for all new customers and
eliminate or substantialiy reduce CIAC contributions for non-special utility service applicants.

The Parties agreed that the Companies will include the cost for the applicant’s meter and
regulating equipment as a project investment cost. As explained by the Company’s witness, Mr.
Gregorini, this is appropriate because these are capital costs that the Companies incur when
extending service, and excluding them from the extension costs included in the model would
understate the cost of the extension. (Peoples Companies St. No. 1-R, p. 15.) The Settlement
also adopts the Companies’ positions that: (1) non-gas revenues will not be subject to escalation
in the model; (2) incremental O&M expenses will be included in the model and will be subject to
an escalation factor where appropriate; and (3) a year-end assumption shall be used for revenues
and O&M expenses.

The Settlement adopts the OCA positions with respect to using a 40-year period for DCF
modeling purposes instead of a 25-year period and including a deduction for interest costs in the
determination of income taxes.

The Settlement also provides that all CIAC evaluations will be based on an authorized
cost of capital using the following components:

(D) A 50% Debt / 50% Equity capitalization structure (or other

applicable capitalization structure as authorized by the
Commission);

2) The Company’s actual embedded cost of long-term debt;
and

3) The PUC authorized return on equity. If a company
specific authorized return on equity is not available, the
effective PUC authorized DSIC ROE rate shall be used.

(Settlement § 28.)
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The changes to the CIAC methodology under the Settlement will eliminate or
significantly reduce CIAC amounts for customers. The Peoples Companies believe that the
Settlement provisions with respect to determination of customer’s CIAC amount are reasonable
and should be adopted. While Parties could disagree on spéciﬁc provisions, the Peoples
Companies believe that the CIAC provisions, when taken as a whole, are reasonable and will
provide customers with lower overall CIAC requirements than would be provided under the
Companies’ existing tariffs.

C. RIDER SET PROPOSAL

Under their original SET proposal, the Companies proposed to calculate the SET
payment by individual extension projects. The Companies proposed to develop a flat monthly
fee on a project by project basis that would only be applicable to new customers served by each
extension., The Companies explained that the monthly fee was expected to remain fixed over a
20-year recovery period, but that the fee may be eliminated if the principal balance was paid off
prior to the end of the 20-year period as a result of connections of additional customers. The
Companies also proposed not to set a maximum monthly SET fee. (Peoples St. No. 1, pp. 3-8.)
In addition, the Companies proposed that the SET Program would be available to both residential
and commercial customers. (Peoples St. No. 1, p. 9.)

In testimony, the OCA expressed concerns that the SET Program would only have a
small impact on making natural gas service more available to consumers in the Companies’
service territories., (OCA St. No. 1, p. 13.) OCA’s primary concern was that the SET payment
amount and overall CIAC contribution for customers was too high under the Companies’
proposal. (OCA St. No. 1, p. 21.)

The Settlement addresses OCA’s customer cost concerns in several different ways. First,
as explained above, it eliminates or reduces customers’ overall CIAC amounts. In addition, the

7
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Settlement édopts a monthly fixed SET fee of $55 for residential customers for all residential
projects. The term of payment of the SET fee will be determined on a project by project basis.
However, the maximum term of the SET fee for residential customers will be 25 years. All
residential SET customers will pay the $55 fee per month but customers will pay the fee for
different terms of not more than 25 years based upon the customers’ share that is necessary for a
particular project. The $55 SET fee for residential customers in a project area will end as soon
as the customers’ principal balance for the project is paid off. The Companies believe that one
fixed payment for all residential customers will allow the Company to send a consistent and
more effective marketing message and be easier for customers to understand. Further, the $55
fee is still well below the average monthly savings of $188 per month for customers using
propane and $130 per month for customers using fuel oil. (Peoples St. No. 1, p. 7.)

These Settlement provisions are reasonable because they establish a fixed SET payment
of $55 for residential customers as opposed to the Companies’ original proposal to have a fee
that varied by pvroject with no set maximum amount. In addition, the 25-year maximum term
will allow more projects to qualify for the SET Program than would qualify under a 20-year
maximum term. Moreover, the 25-year maximum term is not substantially longer than the 20-
year maximum term originally proposed by the Company and is also shorter than a conventional
30-year mortgage. The Company notes that the term of Columbia’s extension program is 20
years.

The OCA opposed the Company’s proposal to finance the customer owned service line.
(OCA St. No. 1, p. 23.) I&E proposed to limit financing for customer owned service lines to

$2,500 and for a period of 20 years. (I&E St. No. 1, p. 23.)

12629131v1



In rebuttal testimony, the Company explained that the installation of a customer service
line can be expensive and can create a psychological barrier to implementing a service extension.
(Peoples St. No. 1-R, p. 21.) In addition, the Company explained that the customer service line
should be installed with the main and the Company service line for both safety and efficiency.
The Peoples Companies believe that the Settlement provision allowing customers to pay
customer owned service line costs through a $15 per month charge is in the public interest
because it will further mitigate economic barriers for customers to participate in the SET
Program.

The Settlement further provides that Residential applicants who have the Company install
the customer owned service line will be able to pay the costs of the service line through an
additional monthly fee of $15. Settlement § 31(c). The service line costs will also be determined
by project and will also reflect the SET interest component.

The Settlement also provides that the Rate SET monthly fixed fee will include an interest
component that will be determined based on (a) the “authorized cost of capital” rate (consistent
with the provisions in paragraph 28) at the time that the Rate SET mainline extension is
constructed, and (b) the outstanding unpaid SET principal balance associated with the residential
portion of each SET project investment. This is consistent with how the overall CIAC amount is
determined. The interest component shall include a gross-up for income taxes. The difference
between the total residential Rate SET fee revenues recovered for a particular mainline extension
project and the calculated interest component costs for the residential portion of the project will
be treated as principal payment. This provision clarifies how the SET payment will be calculated

and reflects a compromise of parties’ positions.
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The Settlement also clarifies the SET Pilot Program will continue for a five-year term or
until the effective date of new rates arising from the first base rate case filed by the Company
following approval of this program, whichever occurs first. Such rate case filing will address the
investment and customer participation levels for this program and will provide all parties with
the opportunity to address possible revisions to the program. Per the terms of the approved
settlement in the Equitable acquisition case (Docket No. A-2013-2353647, et al.), Peoples and
Peoples-Equitable Division cannot put into effect new base rates prior to January 1, 2018. (See
Settlement § 31(f).)

The Settlement also allows the Company to offer the SET Program to commercial
customers. (Settlement 429, 32.) The SET payment for commercial customers will not be
based on a fixed monthly fee, but will be based on the principal and interest amounts set forth in
Paragraph 28 of the Settlement and a 20-year repayment period. The Peoples Companies reserve
the right to use a repayment period of longer than 20 years for commercial customers that are
reasonably expected to remain on the system greater than a 20-year period. Examples would
include schools and municipal buildings. The Settlement provisions for commercial customers
are in the public interest because commercial customers may have significantly different usage
and business requirements than residential customers, The Settlement provisions for commercial
customers will allow the Company flexibility in addressing the unique service characteristics of
commercial customers.

The Settlement also allows the Company to use the SET Program for new developments.
(Settlement § 33.) In testimony, the OCA expressed concerns that potential new homeowners in
developments may not be aware of the terms of the SET Program. (OCA St. No. 1, p. 23.) The

Settlement addresses this concern by requiring the developer to sign an agreement with the

10
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- Company that requires the Developer to notify home buyers that they will be subject to charges
under the SET Program. Developers also shall be required to have purchasers of residential lots
sign a form, similar to a Truth-in-Lending Disclosure Statement, containing the disclosure
information set forth in paragraph 36 of the Settlement. This provision is in the public interest
because it allows developers and homeowners in new developments to take advantage of the
SET Program while at the same time ensuring that the homeowners are fully aware of the SET
Program terms and conditions. This is consistent with the Commission’s decision in the
Columbia Gas extension proceeding. Pa. P.U.C. v. Columbia Gas of Pennsylvania, Inc., Docket
No. R-2014-2407345, Order entered October 23, 2014, p. 36.

D. HOUSE LINE AND APPLIANCE FINANCING

In this proceeding, the Peoples Companies proposed to offer customers on-bill house line
and appliance financing to further mitigate barriers to taking gas service. The Companies
explained that their on-bill financing program would provide customers with the ability to spread
these costs over time and to pay them monthly as part of their ongoing gas service bill. (Peopies
Companies St. No. 1-R, p. 6.) The OCA opposed this proposal. (OCA St. No. 1, p. 24.)

The Settlement provides that the Peoples Companies will not offer financing for house
lines and appliances at this time but reserve all rights for the Companies to file to provide a
financing option in the future. (Settlement § 34.) The Peoples Companies were willing to agree
to this provision in order to achieve a settlement in this proceeding. The Companies also note

that they are working with local banks to provide an additional option for customers to help

mitigate this barrier.

E. DISCLOSURES AND REPORTING

In testimony, the OCA proposed that the Company provide a disclosure statement to

customers regarding certain terms and conditions of the SET Program. (OCA St. No. 1, p. 25.)

11
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Under the Settlement, the Peoples Companies agree to provide participating customers with a

disclosure statement that informs the customers of its right to pay off the remaining balance of

the amount financed at any time with no penalty and estimates the:

(2)
(b)
(c)
(d)
(©

®

Upfront amount due;

monthly payment amount;

maximum term of the financing agreement;
annual financing interest rate;

total of payments including both the total amount of
principal to be repaid and the total amount of interest to be
paid over the term of the financing agreement; and

total number of payments.

This Settlement provision is in the public interest because it ensures that SET customers

will be provided with notice of the essential SET financing terms and conditions.

Likewise, both I&E and OCA proposed that the Companies provide an annual report

regarding SET Program details. (I&E St. No. 1, p. 24; OCA St. No. 1, pp. 25-26.) Under the

Settlement the Companies agree to report the following information to the Commission, I&E,

OCA, and OSBA during the pilot period:

(a)

(b)
(c)

(d)
(e)
®

12629131v1

investment per project including the economic model
results and surcharge calculation details;

total distance of SET main installed,

number of customers by class connected by project and
number of subsequent connections to SET extensions;

SET revenues received by principal and interest;
annual SET participant average use per customer (by class);

average SET participant investment cost per customer (by
class);

12



(2

(h)

(i)

)

(Settlement § 36.)

The Peoples Companies believe that gathering data and reporting on the SET Pilot
Program is important to its future success. Including the foregoing data in the annual report to
the Commission and Parties will aid the Parties and the Commission in determining how the

program is performing and in identifying potential adjustments that may be required in order to

the number of existing residential homes and businesses
along SET extensions who have not yet connected (to the
extent that such information is available);

direct program expenses;

data on collections, including efforts for unpaid surcharge
amounts; and

the number of applicants turned down for insufficient credit
(if applicable).

make the program more successful.

F. RATEMAKING PROVISIONS

The Settlement also clarifies the following ratemaking provisions:

(a)

(b)

(c)

(d)

(e)

12629131v1

Rate SET investment costs shall include the cost of a main
line extension, company service line, meter/regulating
equipment and installation;

Rate SET investment costs shall be included in rate base in
the Company’s next base rate proceeding;

The principal portion of customer payments made under
Rate SET shall be applied as a reduction to rate base;

The financing portion of customer payments made under
Rate SET will be credited to the cost of service as
compensation to other ratepayers for carrying costs
incurred by the Company; and

In their next general base rate case filing, the Peoples
Companies will assign the customer portion of Rate SET
investment costs and the related revenues to the appropriate
rate class. Rate SET investment costs shall be allocated to

13



the classes consistent with the assignment of the initial Rate
SET customer investment costs.

(Settlement 9§ 37-41.)

The ratemaking provisions of the Settlement provide clarity with regard to how the SET
Program investment will be treated in the Companies’ future base rate proceedings. These
provisions are important and in the public interest because they will avoid potential controversy

in future proceedings.

G. THE SET PILOT PROGRAM WILL PROVIDE SUBSTANTIAL PUBLIC
BENEFITS

The SET Pilot Program will provide substantial public benefits by allowing new
customers that could not otherwise afford to pay large up-front CIAC amounts to receive the
benefits of natural gas service. Natural gas is currently one of the cleanest, most abundant and
least expensive energy sources in Pennsylvania and across the United States. Over the past
several years, the production of natural gas in the United States has increased substantially due to
the extraction of gas from shale formations. One of the biggest shale formations, the Marcellus
Shale, is located in large part in the western and northern portions of Pennsylvania.

The massive influx of new gas production has caused a substantial decrease in the price
of natural gas, which has caused a significant divergence between natural gas and alternate fuel
prices in recent years. This substantial price difference means that Pennsylvania consumers
currently heating with oil and other heating sources who can gain access to natural gas
distribution service have the opportunity to save substantial sums of money over time. (OCA St.
No. 1, p. 8.) The increase in new gas production and the substantial decrease in the price of

natural gas are projected to remain relatively stable for the foreseeable future. (OCA St. No. 1,

pp. 8-9.)

14
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There are also significant environmental benefits associated with converting homes and
businesses using fuel oil or coal as their primary heating fuel, which are less beneficial to the
environment, to natural gas. (OCA St. No. 1, pp. 9-10.) Further, the increased use of natural gas
in Pennsylvania helps to support Pennsylvania’s natural gas industry, which is now a significant

force in Pennsylvania’s economy, and which also helps fund beneficial projects within the

Commonwealth through Act 14 impact fees.

The SET Program will extend the use of natural gas to new customers in Pennsylvania,
helping them to save fuel costs, will provide environmental benefits and will benefit
Pennsylvania’s economy.

Iv. CONCLUSION

Based on the foregoing, the Settlement is in the public interest and should be approved
without modification. The SET Pilot Program as modified by the Settlement, will affirmatively
promote the public interest in a substantial way.

The SET Pilot Program, subject to the terms and conditions contained in the Settlement

will: (1) allow eligible new customers to obtain natural gas service without paying a large up-

- front contribution; (2) not burden existing customers with the costs of line extensions; and (3)

make gas service more readily available, thereby producing energy cost savings and other

benefits for SET customers.

15
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WHEREFORE, Peoples Natural Gas Company LLC, Peoples Natural Gas Company LL.C
— Equitable Division, and Peoples TWP LLC respectfully request that Administrative Law Judge
Conrad A. Johnson recommend approval of, and that the Pennsylvania Public Utility
Commission approve the SET Pilot Program subject to the terms and conditions of the Joint
Petition for Approval of Settlement of All Issues without modification.

€spectfully submitted,

-

William H. Roberts II, Esquire (ID # 54724) Michael W. Gang, Esquire (ID # 25670)
Peoples Natural Gas Company LLC Anthony D. Kanagy, Esquire (ID # 85522)
375 North Shore Drive, Suite 600 Post & Schell, P.C.

Pittsburgh, PA 15212 17 North Second Street, 12th Floor
E-mail: william.h.robertslI@peoples-gas.com Harrisburg, PA 17101-1601

E-mail: mgang@postschell.com
E-mail: akanagy@postschell.com

Counsel for Peoples Natural Gas Company
Date: January 9, 2015 LLC, Peoples Natural Gas Company LLC —
Equitable Division, and Peoples TWP LLC
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility
Commission : :
A 1 R-2014-2429610
Peoples Natural Gas Company LLC

Pennsylvania Public Utility
Commission :

V. : . R-2014-2429606
Peoples Natural Gas Company LLC -

Equitable Division

Pennsylvania Public Utility
Commission :

V. : "R-2014-2429613
Peoples TWP LLC :

COMBINED STATEMENT IN SUPPORT AND
STATEMENT OF NON-OPPOSITION
OF THE BUREAU OF INVESTIGATION AND ENFORCEMENT
TO THE JOINT PETITION FOR APPROVAL OF SETTLEMENT OF ALL
ISSUES '

TO ADMINISTRATIVE LAW JUDGE CONRAD A. JOHNSON:

The Bureau of InVestigation and Enforcement (“I&E”) of thé Pennsylvania Public
. Utility Commission (“Commission”) files this Combined Statement in Support and
Statement of Non-Opposition by and through its Prosecutor, Scott B. Granger, and
hereby respectfully submits that the terms and conditions of the foregoing Joint Petition

for Approval of Settlement of All Issues (“Joint Petition” or “Settlement”) are in the




public interest and represent a fair, just, and reasonable balance of the interests of Peoples
Natural Gas Company LLC (“Peoples™); Peoples Natural Gas Company LLC — Equitable
Division (“Equitable”); and, Peoples TWP LLC (“TWP”) (hereinafter collectively
“Peoples” or the “Company™), their customers, and the parties ideﬁtiﬁed herein.
L BACKGROUND

1. I&E is charged with represehting the public interest.in Commission
proceedings related to rates, rate-related services, and applicati;)ns affecting the public
interes£. In negotiated settlements, it is incumbent upon I&E to identify how amicable
resolution of any such proceeding benefits the public interest and to ensure that the public
interest is served. Based upon I&E’s analysis of Peoples Service Expansion Tariff filing,
acceptance of this proposed Joint Petition is in the public interest and I&E recommends
that the Administrative Law Judges and the Commission approve the Settlement in its
entiréty.

2. On June 26, 2014, the three Peoples natural gas companies: Peoples Natural
Gas Company, ILC; Peoples Natural Gas Company LLC — Equitable; and, Peoples TWP
LLC all filed supplements to their existing natural gas tariffs.

3. Peoples filed Supplement No. 40 to Tariff Gas ~ PA PUC No. 45.
Equitable filed Supplement No. 8 to Tariff Gas — PA PUC No. 46. And, TWP filed
Supplement No. 8 to Tariff Gas — PA PUC No. 8 (collectively the “Supplements™).

4. All of the Supplements filed by the Company were proposed to be effective

August 25, 2014



5. In the Supplements, the Company proposed a five (5) year pilot program
entitled “Service Expansion Tariff” (“SET”) to reduce the financial barriers faced by
potential customers who are interested in receiving natural gas service in areas where
natural gas service is currently unavailable.

6. I&E filed its Notice of Appearance regarding these proceedings at the
above referenced dockets on August 22, 2014, |

7. The Ofﬁce of Consumer Advocate (“OCA”) has filed a Formal Complaint
at Docket No. C-2014-2434196. |

&. The Ofﬁce of Small Business Advocate (“OSBA?”) has filed a Formal
Complaint at Docket No. C-2014-2435583. (Hereinafter, Peoples, I&E, OCA, and
OSBA are collectively the “Parties”).

9. All statutory parties undertook thorough discovery in this proceeding.

10.  ALJ Johnson held a telephonic Prehearing Conference on September 2,
2614. The parties agreed to a schedule for the conduct of the case including the service
of testimony among the parties and the dates for evidentiary hearings. As no evidence of
the need for public input hearings was presented nor a request for one made, none was
scheduled or held.

11.  Inaccordance with the procedural schedule established at the prehearing
conference, I&E served to all active parties 6 pieces of testimony and the accompanying
6 exhibits from two I&E witnesses addressing the proposed SET. By company, I&E filed

the following testimony:



Peoples Natural Gas —- Docket No. R-2014-2429610
I&E Statement No 1, (Peoples), Witness: Lisa A. Boyd
I&E Exhibit No. 1, (Peoples), Witness: Lisa A. Boyd
I&E Statement No.1-SR, (Peoples), Witness Lisa A. Boyd
I&E Exhibit No. 1-SR, (Peoples), Witness: Lisa A. Boyd

Peoples Natural Gas — Equitable Division — Docket No. R-2014-2429606
I&E Statement No 1, (Equitable), Witness: Emily Sears
I&E Exhibit No. 1, (Equitable), Witness: Emily Sears
I&E Statement No.1-SR, (Equitable), Witness Emily Sears
1&E Exhibit No. 1-SR, (Equitable), Witness: Emily Sears
Peoples TWP LLC — Docket No. R-2014-2429613
I&E Statement No 1, (TWP), Witness: Emily Sears
I&E Exhibit No. 1, (TWP), Witness: Emily Sears
I&E Statement No.1-SR, (TWP), Witness: Emily Sears
I&E Exhibit No. 1-SR, (TWP), Witness: Emily Sears
12 In accordance with Commission policy favoring settlements at 52 Pa. Code
§ 5.231, I&E participated in multiple in-person and telephonic settlement discussions
with the Company and the other Parties to the proceeding. F ollowirig extensive
settlement negotiations, the parties reached a Settlement of all issues. I&E now files this
Combined Statement in Support and Statement of Non-Opposition to the Joint Petition.
13.  Anevidentiary hearing was held on December 10, 2014, and at the hearing

the Parties’ testimony and exhibits were admitted into the record by stipulation with

accompanying signed affidavits or affirmations of the sponsoring witnesses.



II. TERMS AND CONDITIONS OF SETTLEMENT

14.  “The prime determinant in the consideration of a proposed Settlement is
whether or not it is in the public interest.”’ The Commission has recognized that a
settlement “reflects a compromise of the positions held by the patrties of interest, which,
arguably fosters and promotes the public interest.””

15. I&E submits that the Settlement in the instant proceeding balances the
interests of the Company, its customers, and the Parties in a fair and equitable manner
and presents a resolution for'the Commission’s adoption that best serves the public
interest. Furthermore, the negotiated Settlement demonstrates that compromises are
evident throughout the Stipulation. Accordingly, for the specific reasons articulated
below, and in order to achieve the full scope of benefits addressed in the Settlement, I&E |
requests that the Settlement be approved by ALJ Johnson and the Commission without |
modification. , | - ‘ '

A.  Contribution in Aid of Construction (“CIAC”) Determination
(Joint Petition §§ 27-28).

1. Proposed Settlement Terms.
" In the Joint Petition, Peoples and the Parties agree, subject to the provisions set
forth below, the Peoples Companies will modify its existing tariffs such that all mainline

extension evaluations to determine an applicant’s CIAC amount (including the Non-

! Pennsylvania Public Utility Commission v. Philadelphia Electric Company, 60 PA PUC 1, 22
(1985). '

2 Pennsylvania Public Utility Commission v. C S Water and Sewer Associates, 74 PA PUC 767,
771 (1991).
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Special Utility category) will be based on a DCF model. The Peoples Companies will

discontinue the use of an annual revenue (3x or 5x) standard. Pro Forma Tariffs for each

of the Peoples Companies are provided in Appendices A-C attached to the Joint Petition.

See, Joint Petition, q 27.

Each Peoples Company’s DCF Model will reflect the following parameters:

(a)

(b)

(c)

(d)

(€)

®

(@

The cost for the applicant’s meter and regulating equipment will be
included as a project investment cost.

All CIAC eﬁaluations will be based on an “authorized cost of capital”
determined using the following components:

(1) A 50% Debt/ 50% Equity capitalization structure (or other
applicable capitalization structure as authorized by the Commission);

(2)  The Company’s actual embedded cost of long-term debt; and

(3)  The PUC authorized return on equity. If a company specific
authorized return on equity is not available, the effective PUC
authorized DSIC ROE rate shall be used.

The presumed revenue stream from residential applicants will be extended
from 25 years to 40 years.

The determination of income taxes will include a deduction for interest
costs consistent with the capitalization and debt cost rates outlined above.

The applicant’s projected non-gas revenues will not be subject to escalation
since the driver for future ongoing base rate increases will be infrastructure
replacement costs that are unrelated to the mvestment required to serve
applicant.

Incremental O&M expenses that include meter reading and billing
costs will be included in the DCF model and such incremental O&M will
be subject to an escalation factor where appropriate.

A “year-end” assumption shall be used for revenues and O&M expenses
discounting purposes.
6



See, Joint Petition, § 28. .
| 2. I&E’s Response to the Joint Petition. :
In response to the settlement terms proposed in the Joint Petition, I&E recognizes
that this Settlement is the result of compromises by all of the Parties. I&E also
recognizes that this Joint Petition does not necessarily represent the position(s) that would
be advanced by I&E in the event this proceeding were to be fully litigated.
Nevertheless, I&E witnesses recommeﬁded in direct testimoﬁy that the
Commission approve Peoples’ as filed proposal with certain rc;commcnded changes as
discﬁssed in direct. See, I&E Statement No. 1 (Peoples), pp. 3-24; I&E Statement No. 1
(Equitable), pp. 3-25; and, I&E Statement No. 1 (TWP), pp. 3-25. 1&E witnesses Stéted '
that Peoples’ proposed SET is similar in design to the extension financing tariff recently |
proposed in Pennsylvania PUC v. Columbia Gas of Pénnsylvania, Inc. at Docket No. R-
2014-2407345. Furthermore, it is also in the spirit of the effort underway in the
Pennsylvania Legisléture to achieve naturél ga.s distribution system expansion via the
proposed Senate Bill No. 738 (I1&E Exhibit No. I, Sch. 1 (Peoples) (Equitable) and
(TWP)). And finally, the I&E froposed recommendations to Peoples’ as filed
Supplements discussed above were made in an effort to bring a level of standardization to
gas extension financing offerings. See, I&E Statement No. 1 (Peoples), p. 3; I&E
Stétement No. 1 (Equitable), p. 3; and, I&E Statement No. 1 (TWP), p. 3.
The Company’s witnesses responded in rebuttal testimony and addressed I&E’s

recommendations, After reviewing the Company’s’ rebuttal responses, I&E witnesses
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stated in surrebuttal that they believe the Company has adequately supported the DCF
model currently utilized by Peoples and set forth in Company witness Joseph A.
Gregorini’s rebuttal testimony (Company Statement No. 1-R, pp. 11-16). In fact, given
the variable useful lives of the infrastructure components included in the economic
evaluation, I&E believes that the Company’s as proposed 25-year recovery model
seemed reasonable. See, I&E Statement No. 1-SR (Peoples), pp. 5-6; I&E Statement No.
1-SR (Equitable), pp. 5-6; and, I&E Statement No. 1-SR (TWP), pp. 5;6.

Therefore, and in consideration of all of tﬁe above, I&E supports the settled upon
térms regarding the Company’s CIAC deterlﬁination. Furthermore, I&E believes that the
Seitlement terms are consistent with prior Commission decisions’; that they provide
stability and guidance to the Companies; and provide protection from volatility; all of

which are consistent with protecting the public interest and maintaining a balance of the

interests of the Parties.

B. Rider SET Proposal — 5-Year Pilot Program
(Joint Petition 9 29-33).

1. Proposed Settlement Terms.
In the Settlement, Peoples and the Parties agree that each of the Peoples |
Company’s Rate SET will be targeted to residential conversion customers and individual

residential customers. The Peoples Companies reserve the right to utilize Rate SET for

: * See, Pennsylvania PUC v. Columbia Gas of Pennsylvania, Inc. ORDER entered OctoBer 23,2014
at Docket No. R-2014-2407345.
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select commercial and builder/developer circumstances where, absent the availability of
Rate SET, the potential applicant would not pursue natural gas service from the
Company. Rate SET mainline extension projects shall be evaluated on an individual
project basis. Any required customer investment for each project shall be allocated to
residential and commercial customers based on the class based amount of Company
supported investment for the project. See, Joint Petition, ¥ 29-30.

(a).  Residential Customers.

The following provisions shall be applicable to residential natural gas customers
that elect not to pay the customer share of the extension costs through an up-front CIAC
or elect not to pay customer owned service line costs up-front during the 5-year term of
Rate SET Pilot program:

Such residential customers will be charged a monthly fixed fee of $55 until
the outstanding principal balance of such residential customers’ portion of the
mainline extension project cost is zero.

. The maximum amount of customer share of extension costs financed shall
not result in a payment period of more than 25 years. Customers may pay the
portion of the customer share of extensions costs up front that is necessary to bring
the amount financed down to 25 years.*

Residential applicants who have the Company install the customer owned
service line will have an option to pay the costs of the service line through an
additional monthly fee of $15.00. The costs for the customer owned service lines
will be determined by project and will further reflect the SET interest component
to the extent such costs are not paid up-front. Applicants shall continue to pay the

$15 monthly fee until the outstanding principal balance of customer owned service
line costs is zero.

¢ I&E is not joining the settlement with respect to the 25 year term for residential customers but has
agreed not to oppose this provision. -

9



The Rate SET monthly fixed fee will include an interest component that
will be determined based on (a) the “authorized cost of capital” rate (consistent
with the provisions in paragraph 28) at the time that the Rate SET mainline
extension is constructed and (b) the outstanding unpaid SET principal balance
associated with the residential portion of each SET project investment. The
interest component shall include a gross-up for income taxes. The difference
between the total residential Rate SET fee revenues recovered for a particular
mainline extension project and the calculated interest component costs for the
residential portion of the project will be treated as principal payment,

Once the Rate SET principal revenues paid by all residential customers
associated with a particular mainline extension project equal the total outstanding
SET principal balance owed to the Company for the residential portion of the
mainline extension project, the participating residential customers will no longer
be charged the applicable Rate SET monthly fixed fee.

The pilot program will continue for a five-year term or until the effective
date of new rates arising from the first base rate case filed by the Company
following approval of this program, whichever occurs first. Such rate case filing
will address the investment and customer participation levels for this program and
will provide all parties with the opportunity to address possible revisions to the
program, Per the terms of the approved settlement in the Equitable acquisition

_case (Docket No. A-2013-2353647, et al.), Peoples and Peoples-Equitable
Division cannot put into effect new base rates prior to January 1, 2018.

See, Joint Petition, § 31.

(b).  Commercial Customers.

The monthly Rate SET fee applicable to commercial customers will not be -

based on a standard fixed monthly fee but shall be determined based on the
following parameters:

A principal amount based on the revised DCF model described above in
paragraph 28;

An interest rate based on an “authorized cost of capital” defined above in
paragraph 28;

A gross-up for income taxes; and
10




A twenty-year loan period provided, however, that in some cases a longer
loan period may be used that shall not exceed the presumed revenue stream period
for commercial applicants as reflected in the CIAC determination. A loan period
greater than twenty-years shall only be applicable to certain commercial customers.
that are reasonably expected to remain on the system greater than a twenty year
period from the service initiation date.

Should Rate SET commercial customet(s) be served from a main line
extension project that also setves residential Rate SET customers, the commercial
and residential portions of the customers’ share of investment costs and the Rate
SET revenues collected shall be separately tracked.

See, Joint Petition, q 32.
(c).  Builder/Developer Projects.

Projects to extend lines to new develépments rﬂay be included in the SET Pilot
provided that the Developer signs an agreement with the Company that requires the
Developer to notify home buyers that they will be subject to charges under the SET Pilot.
Developeré also shall be required to have purchasers of residential lots sign a form,
similar to a Truth-in-Lending Disclosure Statement, containing the disclosure information
set forth in paragraph 36 of Section D below.

See, Joint Petition, § 32.
2. I&E’s Response to the Joint Petition.

In response to the terms proposed in the Joint Petition, I&E recognizes that this
Settlement is the result of compromises by all of the Parties. I&E also recognizes that
this Joint Petition does not necessarily represent the position(s) that would be advanced

by I&E in the event this proceeding were to be fully litigated.
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The fixed monthly fee of $55 to be chargéd to residential customers participating
in the SET pilot was heavily negotiated by the Parties. I&E supports the $55 fixed
monthly fee as set forth in the Joint Petition.

Thg maximum payment period of 25 years was also heavily negotiated by the
Parties. 1&E was in favor of a maximum payment period of only 20 years throughout the
negotiations. However, in accordance with the Commission’s policy favoring
settlements; and, in deference to the Commission’s stated desire to provide an alternative
payment option for customers requesting distribution [ine extensions in undérserved and
unserved areas,” I&E ultimately chose to not oppose (rather than support) the Companies’
desire to set the maximum term at 25 years.

The issue regarding the treatment of customer owned service lines was also
heavily negotiated. U]t'imately the Parties settled on an optional $15 monthly fee separate
and apart from the SET $55 fixed monthly fee project financing. I&E supports this
treatmént of the customer owned service lines. I&E has maintained its disagreement with
inclusion of the customer owned service lines in the Compémy’s rate base throughouf this
matter. See, I&E Statement No. 1 (Peoples), p. 10-11; I&E Statement No. 1 (Equitable),
p. 10-11; and, I&E Statement No. 1 (TWP), p. 10-11. See also, I&E Statement No. 1-SR

(Peoples), pp. 10-12 and 18; I&E Statement No. 1-SR (Equitable), pp. 10-12 and 19; and,

1&E Statement No. 1-SR (TWP), pp. 10-12 and 19.

s See, STATEMENT OF COMMISSIONER PAMELA A. WITMER, dated October 23, 2014,
Pennsylvania PUC v. Columbia Gas of Pennsylvania, Inc. at Docket No. R-2014-2407345. See
also, STATEMENT OF COMMISSIONER JAMES H. CAWLEY, dated October 23, 2014,
Pennsylvania PUC v. Columbia Gas of Pennsylvania, Inc. at Docket No. R-2014-2407345.
12



Regarding the financing rate, the I&E witnesses recommended utilizing the
weighted cost of capital to establish the financing ra’ge. This financing rate is consistent
with the financing rate recommended by the Administrative Law Judge in the
Recommended Decision in Pennsylvania PUC v. Columbia Gas of Pennsylvania, Inc.
pilot gas extension financing program, Rider NAS (New: Area Service), at Docket No. R-
2014-2407345. See, I&E Statement No. 1 (Peoples), pp. 12-13; I&E Statement No. 1
(Equitable), pp. 13-14; and, I&E Statement No. 1 (TWP), pp- 12-14. Furthermore, in
surrebuttal, the I&E witnesses reaffirmed their reco_mmendation to utilize the Company’s
weighted cost of capital for the base SET financing rate. See, I&E Statement No. 1-SR
(Peoples), p. 14; I&E Statement No. 1-SR (Equitable), p. 14; and, I&E Statement No. 1-
SR (TWP), p. 14. |

Regarding the tax multiplier portion of the $55 fixed fnonthly fee, after reviewing
the Company’s clarification of how the rate base will Be adjusted for received principal
payments, the I&E witnesses agree that a tax multiplier is appropriate to further minimize
the potential for subsidization of the uneconomic extension costs by existing ratepayers.
See, I&E Statement No. 1-SR (Peoples), p. 14-16; I&E Statement No. 1-SR (Equitable),
p. 15-17; and, I&E Statement No. 1-SR (TWP), p. 14-17.

Therefore, and in consideration of all of the above, I&E supports and/or does not v
oppose the settled upon terms regarding the Rider SET Proposal — 5 Year Pilot Program.

Furthermore, I&E believes that the terms proposed in the Joint Petition are consistent
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with prior Commission decisions® and the Commission’s stated desire to provide an '
alternative payment option for customers requesting distribution line extensions in
underserved and unserved areas;’ provide stability and guidance to the Companies; and
provide protection from volatility; all of which are consistent with protecting the public

interest and maintaining a balance of the interests of the Parties.

C. House Line and Appliance Financing
(Joint Petition § 34).

1. Proposed Settlement Terms.

In the Settlement, the Parties agree that Peoples and Peoples TWP will not offer
financing for house lines and appliances but reserve the right to file for a financing option
in the future. See, Joint Petition, Y 34.

2. I&E'’s Response to the Joint Petition.
I&E supports the Company’s decision regarding house line and appliance

financing as set forth in the Joint Petition.

D.  Disclosures and Reporting
(Joint Petition ¥4 35-36).

1. Proposed Settlement Terms.

® See, Pennsylvania PUC v. Columbia Gas of Penm'ylvania, Inc. ORDER entered October 23, 2014
at Docket No, R-2014-2407345.

See, Footnote 5, supra.
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The Company agrees to provide participating customers with a disclosure
statement that informs the customer of its right to pay off the remaining balance of the
amount financed at any time with no penalty and estimates the:

(@)  Upfront amount due;

(b)  monthly payment amount;

(¢)  maximum term of the financing agreement;

(d) annual financing interest rate; _

(e)  total of payments including both the total amount of principal to be repaid
and the total amount of interest to be paid over the term of the financing
agreement; and

(f)  total number of payments.

See, Joint Petition, ¥ 35.
Furthermore, the Company agrees to report the following information to the

Commission, I&E, OCA, and OSBA during the pilot period as recommended by OCA in

direct testimony:

(a)  investment per project including the economic model results and surcharge
calculation details;

(b) total distance of SET main installed,;

(¢)  number of customers by class connected by project and number of
subsequent connections to SET extensions;

(d)  SET revenues received by principal and interest;

()  annual SET participant average use per customer (by class);

(f)  average SET participant investment cost per customer (by class); ;
(g)  the number of existing residential homes and businesses along SET i
extensions who have not yet connected (to the extent that such information is
available);

(h)  direct program expenses; .

1) data on collections, including efforts for unpaid surcharge amounts;

(j)  the number of applicants turned down for insufficient credit (if applicable).

See, Joint Petition, § 36.
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2. I&E’s Response to the Joint Petition.

In response to the settlement terms proposed in the Joint Petition, I&E recognizes
that this Settlement is the result of compromises by all of the Parties. I&E also -
recognizes that this Joint Petition does not necessarily represent .the position(s) that would
be advanced by I&E in the event this proceeding were to be fully litigated.

1&E witnesses proposed the reporting requirements set forth in the Joint Petition.
See, I&E Statement No. 1 (Peoples), pp. 23-24; 1&E Statement No. 1 (Equitable), pp. 24-
25; and, I&E Statement No. 1 (TWP), pp. 24-25. The Companies accepted I&E’s
recommended reporting requirements for the Pilot Rider L - Service Expansion Tariff
(Company Statement No. 1-R, pp. 27-28). See, I&E Statement No. 1-SR (Peoples), p. 2;
I&E Statement No. 1-SR (Equitable), p. 2; and, I&E Statement No. 1-SR (TWP), p. 2

Therefore, I&E suppoﬁs the settled upon terms regarding disclosures and
reporting. Furthermore, I&E believes that they are consistent with prior Commission
decisions®; that they provide stability and guidance to the Companies; and provide
protection from volatility; all of which are consistent with protecting the public interest

and maintaining a balance of the interests of the Parties.

E. Ratemaking Provisions
(Joint Petition 4§ 37-41).

1. Proposed Settlement Terms.

8 See, Pennsylvania PUC v. Columbia Gas of Pennsylvania, Inc. ORDER entered QOctober 23,2014
at Docket No. R-2014-2407345.
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Rate SET investment costs shall include the cost of a main line extension,
company service line, meter/regulating equipment and installation. Rate SET investment
costs shall be included in fate base in the Company’s next baée rate proceeding. The |
principal portion of customer payments made under Rate SET shall be applied as a
reduction to rate base. The financing portion of customer payments made under Rate
SET will be credited. to the cost of service as compensation to -other ratepayers for
carrying costs incurred by the Company. See, Joint Petition, 37;40.

In their next general base‘ rate case filing, the Peoples Companies will assign the
customer portion of Rate SET investment costs and the related revenues to the
appropriate rate class. Rate SET investment costs shall be allocated to the classes
consistent with the assignment of the initial Rate SET customer investment costs. See,
Joint Petition, J 41.

2. I&E’s Respohse fo the Joint Petition.

In response to the settlement terms proposed in the Joint Petition, I&E recognizes
that this Settlement is the result of comproﬁlises by all of the Parties. I&E also
recognizes that this Joint Petition does not necessarily represent the position(s) that would
be advanced by I&E in the event this proceeding were to be fully litigated.

The I&E witnesses are in general agreement with the ratemaking provision terms
as set forth in the Joint Petition, stating in direct testimony that the Company’s proposed

ratemaking treatment is consistent with other Natural Gas Distribution Company
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(“NGDC”) proposals. See, I&E Statement No. 1 (Peoples), pp. 11-12; I&E Statement
No. I (Equitable), p. 12; and, I&E Statement No. 1 (TWP), pp. 11-12.

Therefore, I&E supports the settled upon terms regarding the ratemaking

provisions set forth in the Joint Petition. Furthermore, I&E believes that they are
consistent with prior Commission decisions’; that they provide stability and guidance to
the Companies; and provide pfotection from volatility; all of which are consistent with

protecting the public interest and maintaining a balance of the interests of the Parties.

K. Tariffs
(Joint Petition q 42).

1. Proposed Settlement Terms.

Appendices A-C to the Joint Petition contain tﬁe pro forma tariff pages éhowing
the SET Program rules for each of the Peoples Corﬁpanies as modified by the terms of
this Settlement. See, Joint Petition, Appendices A-C. |

2. I&E’s Response to the Joint Petition. I

All of the Parties have had the opportunity to review the Tariffs as attached to the

Joint Petition at Appendices A-C. I&E suppoﬁs the Tariffs as much as they are reflective

of the terms set forth in the Joint Petition.

i See, Pennsylvania PUC v. Columbia Gas of Pennsylvania, Inc. ORDER entered October 23, 2014
at Docket No. R-2014-2407345. :
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III. THE SETTLEMENT SATISFIES THE PUBLIC INTEREST

16.  I&E represents that all issues raised in testimony have been satisfactorily
resolved through discovery and discussions with the Company or are incorporated or
considered in the resolution propbséd in the Settlement. The very nature of a settlement
requires compromise on the part of all parties. This Settlement exemplifies the benefits
to be derived from a negotiated approach to resolf/'in-g._,r what can appear at first blush to be
irreconcilable regulatory differ@nceé. The Parties have carefully discussed and negotiated
all issues raised in this proceeding, and specifically those addressed and resolved in this
Settlement. Further line-by-line identification of the ultimate resolution éf the disputed
issues beyond those presented iﬁ the Settlement is not necessary as I&E represents that
the Settlement maintains the proper balance of the interests of all parties. I&E is satisfied
that no further action is necessary, and I&E considers its investigation of this Service
Expansion Tariff filing complete.

17.  Based upon I&E’s analysis of the filing, resolution of this case by
settlement rather than litigation avoids the substantial time and effort involved in
continuing to formally pursue all issues in this proceeding at the risk of accumulating
excessive expense and regulatory uncertainty.

18.  I&E further submits that the acceptance of this Settlemént negates the need
for evidentiary hearings, which would compel the extensive devotion of time and expense
for the preparation, pfesentation, and cross-examination of multiple witnesses, the
preparation of Main and Reply Briefs, the preparation of Exceptions and Replies, and the
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potential of filed appeals, all yielding substantial savings for all parties and ultimately all
customers. Moreover, the Settlement provides regulatory certainty with respect to the
disposition of issues and final resolution of this case which all of the Parties agree
benefits their discrete interests.

19.  The Settlement is conditioned upon the Commission’s approval of all terms
without modification. Should the Commission fail to grant such approval or otherwise
modify the terms and conditions -of the Settlement, it may be withdrawn by the
Companies, 1&E, or any dther party.

20.. This Settlement is being presented only in the context of this Service
Expansion Tariff proceeding in an effort to resolvé certain outstanding issues in a manner
that is fair and reasonable. I&E’s agreement to settle this case is made without any-
admission or prejudice to any position that I&E might adopt during subsequent litigation
in the event that the Settlement is rejected by the Commissic;n or otherwise properly
withdrawn by any other parties to the Joint Petition. Furthermore, the Joint Petition
reflects compromises on all sides, and is presented without prejudice to the positions that-
any of the parties may advance in the future on the merits of the issues.

21, If ALJ Johnson recommends that the Commission adopt the Joint Petition
as proposed, I&E agrees to waive the filing of Exceptioris. Howe\'/er, I&E does not waive
its right to file Replies to Exceptions with respect to any modifications to the terms and

conditions of the Joint Petition or any additional matters that may be proposed by ALJ
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Johnson in his Recommended Decision. I&E also does not waive the right to file Replies
in the event any party files Exceptions.

WHEREFORE, the Commission’s Bureau of Investigation and Enforcement
represents that it supports and/or does not oppose the terms set forth in the Joint Petition
as being in the public interest and respectfully requests that Administratiye Law Judge
Conrad A. Johnson recommends, and the Commission approve, the terms and conditions

contained in the Joint Petition.

Respectfully Submitted,

Prosecutor :
PA Attorney LD. # 63641

Bureau of Investigation and Enforcement
Pennsylvania Public Utility Commission
Post Office Box 3265 -

Harrisburg, Pennsylvania 17105-3265
(717) 787-1976

Dated: January 9, 2015

21




Appendix F



BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission :
v :  Docket No. R-2014-2429610

Peoples Natural Gas Company LLC

Pennsylvania Public Utility Commission :

V. :  Docket No. R-2014-2429606
Peoples Natural Gas Company LLC —
Equitable Division

Pennsylvania Public Utility Commission :
v :  Docket No. R-2014-2429613

- Peoples TWP LLC

STATEMENT OF THE
OFFICE OF CONSUMER ADVOCATE
IN SUPPORT OF THE JOINT PETITION
FOR APPROVAL OF SETTLEMENT
OF ALL ISSUES

The Office of Consumer Advocate (OCA), a signatory party to the Joint Petition for
Approval of Settlement of All Issues (Settlement) in the above-captioned proceeding,
respectfully requests that the terms and conditions of the Settlement be approved by
Administrative Law Judge Conrad A. Johnson (ALJ Johnson) and the Pennsylvania Public
Utility Commission (Commission). It is the position of the OCA that the proposed Settlement is

in the public interest and in the interests of the customers of Peoples Natural Gas Company LLC

(Peoples), Peoples Natural Gas Company LLC- Equitable Division (Peoples-Equitable), and

Peoples TWP LLC (Peoples TWP) (collectively, the Companies).
L INTRODUCTION

On June 26, 2014, Peoples TWP filed Supplement No. 8 to Tariff Gas — Pa. P.U.C. No. 8;



Peoples-Equitable filed Supplement No. 8 to Tariff Gas — Pa. P.U.C. No. 46; and Peoples filed
Supplement No. 40 to Tariff Gas — Pa. P.U.C. No. 45. The Companies proposed to implement a
pilot program entitled Pilot Rider Service Expansion Tariff (Rider SET) intended to reduce the
financial barriers faced by consumers seeking natural gas service in areas where natural gas is
currently unavailable. The Companies proposed that the Rider SET pilot program would be
available to residential customers and commercial customers who seek natural gas service. The
Rider SET would be an alternative to the Companies’ current main extension tariff.

As proposed, customers who receive a natural gas main extension through Rider SET
would not be required to pay an upfront contribution in aid of construction (CIAC), as is the
usual pfactice in Pennsylvania. Instead, the customer would have the option to have the
Companies apply a monthly surcharge to the customer’s bills to be paid for not more fhan a
period of 20 years. The Rider SET monthly surcharges would vary by project, but all customers
within a project and within the same customer class would have the same surcharge. | The
Companies proposed that the surcharge amount would be based on the amount of the
“uneconomic” portion of each main extension project.

The OCA filed Formal Complaints and Public Statements in these proceeding on July 25,
2014 to help ensure that the proposed Rider SETs contained adequate consumer protections and
did not result in rates and charges that were excessive, ur;just or unreasonable, discriminatory, or
otherwise contrary to Cdmmission regulation or policy. The Office of Small Business Advocate
(OSBA) filed a Formal Complaint and Public Statement on July 16, 2014. The Commission’s

Bureau of Investigation & Enforcement (I&E) filed a Notice of Appearance on August 22, 2014.



The Commission assigned the case to ALJ Johnson for scheduling of hearings. A
prehearing conference was held on September 2, 2014, at which time ALJ J. ohnson consolidated
the three proceedings and established a litigation schedule. The parties filed direct testirﬁony on
September 23, 2014; rebuttal testimony on October 14, 2014; and surrebuttal testimony on
October 22, 2014.

Hearings were initially scheduled for October 27-28, 2014. The Companies, however,
requested additional time to amicably resolve the proceeding, and ALJ Johnson granted their
request, rescheduling the hearings for December 10-11, 2014. Additionally, the Companies filed
Supplement No. 46 to Tariff Gas — PA PUC No. 40, extending the effective date of the pfoposed
Service Expansion Tariff from February 25, 2015 until April 24, 2015.

Pursuant to the Commission’s policy of encouraging settlements, the OCA, I&E, OSBA,
and the Companies engaged in extensive settlement discussions, resulting in the Settlement. By
stipulatién of the parties, the OCA admitted the following testimony and accompanying exhibits
into the recprd at the hearing on December 10, 2014:

e OCA Statement No. 1, the Direct Testimony of Glenn A. Watkins, and accompanying
exhibits marked as GAW-1 and GAW-2;
) OCA Statement No. 1R, the Rebuttal Testimony of Glenn A. Watkins; and
"o OCA Statement No. 18, the Surrebuttal Testimony of Glenn A. Watkins.

While the Settlement may not address every recommendation proposed by the OCA, the
OCA submits that the terms and conditions of the Settlement are in the interest of the
Companies’ customers, future customers of the Companies, and in the public interest. The OCA
submits the following in support of the Settlement:

1L SETTLEMENT PROVISIONS



As explained in OCA witness Watkins testjmony, the expansion of natural gas
distribution infrastructure in Pennsylvania to serve new customers has been limited due to the
fact that the economic costs of expanding distribution mains often exceed the perceived benefits.
OCA St. 1 at 2. Residential customers are often reluctant or unable to convert to natural gas due,
in part, to the upfront CIAC requirements. OCA St. 1 at 4. As explained by OCA witness
Watkins, residential customers within the Companies’ service area ‘could realize significant
savings if natural gas was available to them. OCA St. 1 at 8. The Rider SET for each Company
provides an additional option for potential new customers to finance main extensions and
connect to natural gas service. To that extent, the OCA supports the general objective of this
program.

A. CIAC DETERMINATION (Settlement at A)

The Settlement provides that the Companies will utilize a DCF model to determine an
applicant’s CIAC amount and make several modifications to the current DCF model. By doing
so, the Settlement better ensure that the economics of a main extension are properly analyzed and
that a reasonable CIAC calculation results for residential customers.

As explained by OCA witness Glenn A. Watkins, under the Companies’ current tariffs,
the Companies utilize two separate standards, depending on whether the project is characterized
as a “non-special utility service” or a “special utility Service,” to determine whether a CIAC
deposit is required and, if so, how much. OCA St. 1 at 13. For “non-special utility services,” the
Companies measure expected revenue contributions over a period of three or five years1 against
the projected total project capital expenditures to extend mains and connect the new customer.

Id. If the expected revenue amount is less than the cost to extend service, the customer will be

! Peoples and Peoples-Equitable currently use a three year standard, while Peoples TWP uses a
five year standard.



required to pay the difference as a CIAC deposit. Id. For “special utility service” projects, the
Companies utilize a Discounted Cash Flow. (DCF) model. Id.

~ In his direct testimony, OCA witness Watkins testified that it is not reasonable to use a
three to five times annual revenue standard to determine CIAC requirements. OCA St. 1 at 14.
Mr. Watkins explained that under the Companies’ current tariffs, they would recover their
investment for “non special utility service” projects over the course of three to five years, even
though natural gas distribution mains have a service life of 40 to 50 years. Id. On the other
hand, Mr. Watkins determined that the Companies” DCF model, with a few modifications,
strikes a reasonable balance betwee;n ease of use and accuracy. Id. Therefore, Mr. Watkins
recommended that the Companies rely exclusively on the DCF model approach. Id.

OCA witness Watkins also expressed concern with the Companies’ DCF model due to
the inclusion of meter and regulating equipment costs in their CIAC analysis; the Companies’
current presumed use of a 25 year revenue stream from residential customers; the assumption
that projects are financed with 100% equity; the practice of escalating O&M expenses, but not
revenues, over the life of the project; the dollar level df variable O&M expenses per customer;
the mathematical formulae used to discount cash inflows and outflows; and the use of a 10%
required rate of return. OCA St. 1 at 16-17.

The Settlement addresses some of the issues raised by OCA witness Watkins regarding
the Companies’ current practice of determining an applicant’s CIAC amount. Consistent with
Mr. Watkins recommendation, the Settlement provides that the Companies will discontinue the
use of the three to five year annual revenue standard and will determine an applicant’s CIAC

amount based on a DCF model. Settlement at § 27.



Additionally, the settlement provides for several modifications to the DCF model.
Importantly, under the Settlement, the presumed revenue stream from residential applicants will
be extended from 25 years to 40 years. Settlement at § 28. As explained in the testimony of
OCA witness Watkins, because the service life of mains is at least 40 years, a model that only
considers 25 years understates the present value of cash inflows relative to the present value of
cash outflows, overstating the CIAC. OCA St. 1 at 18. This provision is in the public interest,
because it modifies the CIAC model to more accurately reflect the useful life of the plant in
question, lowering the CIAC. See Id. Other modifications to the DCF formula reflected in the
Settlement will also aid in better evaluating the economics of main extension projeéts.

B. RIDER SET PROPOSAL- 5-YEAR PILOT PROGRAM (Settlement at B)

In his direct testimony, OCA witness Watkins raised several concerns with the Rider SET
proposal. Mr. Watkins testified that the Companies’ proposed interest rate of 13.5%, which
would be equal to a combination of the Companies’ authorized after tax cost of capital, plus an
incentive add-on of 200 basis point.s, the sum of which would be grossed up to a before tax basis,
could result in limited participation and success for the program, because many homeowners
could finance the CIAC with a home equity loan at an interest rate of around 3%. OCA St. 1 at
21. Therefore, Mr. Watkins recommended that the Companies utilize an SET financing interest
rate between 3.5% and 4.5%. OCA St. 1 at 22. Additionally, Mr. Watkins recommended that
the Rate SET should not be made available to large commercial customers or to real estate
developers, as large commercial customers generally have sufficient access to capital markets for
financing and developers could install new mains and pass the costs on to potentially uninformed

new homeowners. OCA St. 1 at 22-23.



The Settlement provisions regarding the Rider SET proposal address several of the
concerns raised by Mr. Watkins. First, the Settlement provides that residential customers will be
charged a monthly fixed fee of $55 until the outstanding balance of such residential customers’
portion of the fnainline extension project cost is zero. Settlement at § 31. The Settlement also
limits the payback period. Id. These provisions provide certainty of amount for the customers
who choose to participate in the program.

Additionally, the Settlement provides that each of the Companies’ Rate SETs will be
targeted to residential conversion customers and individual residential customers. Settlement at
9 31. While the Settlement also allows the Companies to offer the program to some commercial
companies and developers, it provides that developers extending lines to new developments are
required to notify the home buyers that they will be subject to charges under the SET Pilot.
Settlement at § 29. Thus, the Settlement adequately addresses the OCA’s concern that new
homebuyers will be uninformed of those charges.

Additionally, the Settlement removes the 200 basis points in the interest rate equation,
which will lower the interest rate for participating customers. Séttlement at § 31. As discussed
below, the Settlement also requires the Companies to provide participating customers with
disclosure statements, informing them of important conditions of the program. Settlement at
35.

C. HOUSE LINE AND APPLIANCE FINANCING (Settlement at C)

OCA witness Watkins testified that the Companies” proposal to offer “on-bill” financing
of natural gas plumbing and appliances is not prudent public policy, because it enables a natural
gas distribution company (NGDC) to act as a bank. OCA St. 1 at 24. The Settlement addresses

this concern, and provides that Peoples and Peoples TWP will not offer financing for house lines



and appliances but reserve the right to file for a financing option in the future.  Settlement at
34.

D. DISCLOSURES AND REPORTING (Settlement at D)

Additionally, the Settlement is in the public interest, because it requires the Companies to
provide participating customers with a disclosure statement, informing them of essential
conditions of the program, including an estimation of the following: upfront amount due;
monthly payment amount; maximum term of the financing agreement; annual financing interest
rate; total amount of payments including both the total amount of principal to be repaid and the
total amount of interest to be paid over the term of the financing agreement; and the total number
of payments and notifying them of their right to pay off the remaining balance at any time with
no penalty. Settlement at § 35. This provision benefits the public by ensuring that customers are
fully informed about the underlying cost elements of the program so they can make an info@ed
decision about participating.

As recommended by OCA witness Watkins, the Settlement also contains a reporting
provision. See Settlement at § 36. This requirement will help the Commission and the parties to

monitor the program and ensure benefits for residential customers and the public.



III. CONCLUSION

For the reasons outlined in this Statement in Support, the OCA submits that the

Settlement should be approved without modification.

Office of Consumer Advocate
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVANIA PUBLIC UTILITY
COMMISSION

V. : DOCKET NO. R-2014-2429610

PEOPLES NATURAL GAS COMPANY, LLC

PENNSYLVANIA PUBLIC UTILITY
COMMISSION

\Z ' : DOCKET NO. R-2014-2429606

PEOPLES NATURAL GAS COMPANY, LLC, :
EQUITABLE DIVISION :

PENNSYLVANIA PUBLIC UTILITY
COMMISSION

v. : DOCKET NO. R-2014-2429613

PEOPLES TWP LLC

STATEMENT OF THE OFFICE OF SMALL BUSINESS ADVOCATE
IN SUPPORT OF THE JOINT PETITION FOR SETTLEMENT OF ALL ISSUES

I INTRODUCTION

The Office of Small Business Advocate (“OSBA”) is authorized to represent the interests
of small business customers of utility services before the Pennsylvania Public Utility
Commission (“Commission”) pursuant to the provisions of the Small Business Advocate Act,

Act 181 of 1988, 73 P.S. §§ 399.41 —399.50 (“the Act”). In order to discharge this statutory



duty, the Office of Small Business Advocate (“OSBA”) is participating as a party to this
proceeding to ensure that the interests of the customers of Peoples Natural Gas Company, LLC
(“Peoples”), Peoples Natural Gas Company, LLC — Equitable Division (“Peoples-Equitable™),
and Peoples TWP LLC (“Peoples TWP?”) (together, the “Companies”) are adequately
represented and protected.

II. PROCEDURAL BACKGROUND

On June 26, 2014, the Companies each filed supplements to their respective tariffs
proposing a five-year pilot program entitled Service Expansion Tariff (“SET”). The tariff
proposals, if approved by the Commission, would provide customers with an alternative to
fulfilling any Contribution in Aid of Construction (“CIAC”) requirement (for facilities
extensions to provide natural gas service) solely through a one-time upfront payment. Under the
tariff proposals, customers would have the option to make monthly payments over a period of up
to twenty years in lieu of a one-time upfront CIAC payment.

The OSBA filed a formal complaint in each of the above-captioned proceedings on July
16, 2014.

On July 25, 2014, the Office of Consumer Advocate (“OCA”) filed a formal complaint in
each of the above-captioned proceedings.

On August 22, 2014, the Commission’s Bureau of Investigation and Enforcement
(“I&E”) entered a notice of appearance.

Administrative Law Judge (“ALJ”) Conrad A. Johnson was assigned to this proceeding
and issued a Prehearing Conference Order on August 25, 2014, informing the parties that a
telephonic Prehearing Conference on this case would be held on September 2, 2014. At the

prehearing conference, a procedural schedule was agreed upon. ALJ Johnson issued a

2



prehearing order on September 2, 2014 establishing the procedural schedule and consolidating
the cases.

Extensive discovery was conducted by the parties prior to and subsequent to the
Prehearing Conference.

The OSBA submitted the Direct Testimony, Rebuttal Testimony, and Surrebuttal
Testimony of Brian Kalcic on September 23, 2014, October 14, 2014, and October 22, 2014,
respectively.

On October 22, 2014, counsel for the Companies requested that the ALJ postpone the
hearing and briefing dates and offered to extend the suspension period in order to facilitate
further settlement negotiations. On October 23, 2014, the ALJ issued a First Interim Order
rescheduling the evidentiary hearing for December 10-11, 2014, directing counsel for the
Compeanies to file, by October 31, 2014, supplements extending the effective date of the
proposed SET Programs to April 24, 2015, and setting January 28, 2015, as the deadline for
submitting a joint settlement petition and statements in support of the settlement.

The parties engaged in extensive settlement negotiations and successfully negotiated a
settlement in principle of all issues.

An evidentiary hearing was held on December 10, 2014, at which time the parties’
respective testimonies and exhibits were admitted into the record and the ALJ directed the parties
to file a joint petition for settlement and statements in support by 12:00 pm on January 9, 2015.

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.



III. STATEMENT IN SUPPORT OF THE JOINT PETITION

The Joint Petition sets forth a comprehensive list of issues that were resolved through the
negotiation process. The issues of on-bill financing for house lines and appliances, calculation of
the CIAC within the context of the SET program, revenue neutrality with respect to general
ratepayers were of significance to the OSBA when it concluded that the Joint Petition was in the
best interests of the Companies’ small business customers.

A. On-Bill Financing for House Lines and Appliances (Joint Petition, §34)

In Direct Testimony, OSBA witness Brian Kalcic recommended that the Commission
reject the Companies’ proposal to provide an on-bill financing option to potential customers to
cover the additional (in-house) costs of converting to natural gas service.! The Joint Petition is
consistent with this recommendation and therefore the OSBA determines it is in the best interest
of the Companies’ small business customers.

B. Calculation of CIAC (Joint Petition, 9] 27-28)

The Companies’ initial proposal for both Residential and Commercial new customers
was to give the option of making a flat monthly CIAC payment over 20 years instead of a one-
time upfront payment. The CIAC would be calculated separately by customer class based upon
expected revenue stream of the two groups.2

The Companies proposed to calculate the CIAC by using the overall weighted cost of
capital authorized by the Commission in the respective Company’s most recent base rate
proceeding plus an incentive adjustment of 200 basis points. In the case where an authorized

rate of return is not available, the weighted cost of capital reflected in its most recent Distribution

' OSBA Statement No. 1 at 1, 5.

2 Peoples Companies Statement No. 1 at 9.



System Improvement Charge (DSIC) filing plus the incentive adjustment would be used.’

In the Companies’ view, the incentive adjustment is appropriate because: 1) the
Companies would provide 100% of the funding needed to support successful and meaningful
conversions to natural gas; 2) the Companies would provide an on-bill financing option to
potential customers to cover the additional costs of installing house (gas) lines and natural gas
equipment; and 3) the Companies would face added financial risk since it would not terminate
residential customers for non-payment of the charges associated with the on-bill financing
option.4

However, OSBA witness Brian Kalcic rejected the Companies’ rationale for the proposed
incentive adjustment.” Mr. Kalcic disagreed that the Companies’ agreement to provide 100%
funding for the pilot program justifies an incentive adjustment because the pilot program, as
filed, does not place the Companies at any risk for a return on and of their SET-related
investment, since the cost of such facilities would be included in rate base in the Companies’
next base rate proceeding.® Moreover, as described in Section A above, Mr. Kalcic disagreed
that the Companies should be permitted to function as a commercial lending institution making
consumer loans with utility capital with the on-bill financing option to cover the additional costs
of installing house (gas) lines and natural gas equipment.’

OCA witness Glenn A. Watkins recommended that the Companies use their weighted

average cost of long-term and short-term debt as a surrogate for their approved return on equity

? OSBA Statement No. 1 at 5.
* Peoples Companies’ response to I&E-11-13,
° OSBA Statement No. 1 at 5.
8 Peoples Companies’ response to OCA-II-5,

7 OSBA Statement No. 1 at 5.



in their respective economic (or discounted cash flow (“DCF”)) analysis to determine whether a
CIAC is needed in connection with a service extension project. This would reduce the discount

rate used in the Companies’ DCF analysis and therefore make all SET extension projects appear
more economic, Ze., reduce the required CIAC. Mr. Kalcic disagreed with this recommendation
because it would shift the costs associated with a reduction in CIAC from new SET customers to
general ratepayers (in the form of an increase in SET-related rate base). As explained in Section
C below, the OSBA’s position is that general ratepayers should not be required to subsidize SET
service expansion projects.

Mr. Watkins also argued that the Companies’ proposed financing rate of approximately
13.5% is too high and will discourage participation in the program.® He recommended that the
Commission establish the SET financing rate between 3.5% and 4.5%.° Mr. Kalcic disagreed
with that recommendation because reducing the SET financing rate would reduce the revenues
contributed by SET customers that are used as an offset to the Companies’ SET-related revenue
requirement. As a result, general ratepayers would be required to provide a further subsidy to
SET expansion projects.

Mr. Watkins also recommended that meters and regulating equipment be excluded from
the Companies’ DCF analysis. Mr. Kalcic disagreed because the Companies must install a meter
and regulating equipment in order to extend service to new customers. As such, the cost of such
investment should be included in the Companies’ analysis in order to determine if a CIAC is
required. Otherwise, excluding such costs from the SET analysis would inappropriately shift

those costs to general ratepayers.

8 OCA Statement No. 1 at 22.

°Id



Pursuant to the Joint Petition, all CIAC evaluations will be based on the Companies’
authorized cost of capital, without the 200 basis point incentive adjustment as recommended by
Mr. Kalcic. In addition, Mr. Watkins’ recommendations described above (and opposed by Mr.
Kalcic) are not adopted in the settlement. Therefore, because the CIAC will be determined
consistent with the OSBA’s recommendations, the OSBA determines that it is in the best interest
of the Companies’ small business customers.

C. Revenue Neutrality (Joint Petition, 9932(e) and 41)

In Direct Testimony, OSBA witness Brian Kalcic explained that the proposed SET
payments would be revenue neutral to existing general ratepayers, if and only if the future SET
payment stream is not delayed or interrupted, for which there is no guarantee. 1% 1f a Commercial
customer goes out of business, or a Residential customer fails to pay his/her bill in full for any
reason, the Companies would not receive a SET payment. As previously discussed, the
Companies’ proposal would treat the principle portion of SET payments as a customer advance
to reduce rate base, and credit the financing portion toward its overall cost of service. However,
in the event that SET payments are discontinued, there would be no corresponding offset to rate
base or the Companies’ overall revenue requirement. Therefore, existing general ratepayers
would bear the cost associated with the interruption of the SET payment stream. "’

Accordingly, Mr. Kalcic recommended that in the event the SET program is approved,
the Commission should direct the Companies to impute SET revenues, as needed, during the

term of any SET payment period, to ensure that general ratepayers are made whole for any

interruption in actual SET payments.

1 OSBA Statement No. 1 at 4.

"1d até.



I&E witness Emily Sears acknowledged that “existing ratepayers can and will subsidize
financed uneconomic extensions that are included in rate base” if SET payments turn out to be
inadequate to cover the carrying costs associated with the Companies’ SET-related investment.'?
However, Ms. Sears did not propose any modifications to the Companies’ SET proposal to
prevent this type of subsidization. Instead, Ms. Sears stated that any impact on existing
ratepayers could be addressed at the end of the pilot program or during a base rates proceeding
when actual accounting date is available.'”? Mr. Kalcic agreed that resolution of the issue could
be postponed so long as general ratepayers would not ultimately be required to subsidize SET
expansion projects.

The Companies’ witness Mr. Gregorini opposed Mr. Kalcic’s recommendation that the
Commission direct the Companies to impute SET revenues, as needed, to ensure that general
ratepayers are made whole for any interruption or shortfall in SET payments. Mr. Gregorini
argued that: 1) the OSBA’s concern about a possible shortfall in SET payments/revenues is
unfounded, since “there is real property to which a civil judgment obtained [by the Companies]
for nonpayment will attach,” which enhances the likelihood of ultimate payments; 2) there is no
reason to distinguish the SET program from those instances in which the Companies undertake
an economic extension of service, where there exists no requirement that the Companies impute
revenues in case of nonpayment of bills; and 3) the Companies have voluntarily proposed to
implement the SET program, and the Companies’ “incentive to implement and promote the

program will be significantly reduced if the Companies are at risk for recovery of costs.”!

12 |&E Statement No. 1 at 9-12.
13 Id

' Peoples Companies Statement No. 1-R at 25-26.



With respect to the first point, Mr. Kalcic agreed that pursuing a civil judgment is
theoretically possible, but would not be feasible given the costs versus the potential judgment.
Moreover, the Companies have absolutely no incentive to pursue collection of delinquent SET
payments once SET-related investment is included in rate base.”> On the second point, in the
case of an economic expansion, general ratepayers are not at risk for non-payment of a CIAC.
Additionally, a new customer served by an economic expansion is more likely to pay the
monthly bill simply because that bill is lower, i.e., it does not include a SET surcharge.16
Finally, with regard to Mr. Gregorini’s third point, the fact that the Companies object to being at
risk for recovery of SET costs suggests that they agree that there is a real risk that SET costs will
not be recovered in a timely fashion.'”

Subsequent to the submittal of testimony in this proceeding and during settlement
negotiations, the Commission issued an order in Pa. PUC v. Columbia Gas of Pennsylvania,
Inc., Docket No. R-2014-2407345 (“Columbia Order”), rejecting a similar revenue neutrality
argument made by the OSBA with respect to the pilot natural gas service expansion program
proposed by Columbia Gas of Pennsylvania.'® Given the Columbia Order, the OSBA
determined further litigation of this issue would not be an efficient use of resources and was
induced to compromise on this point in order to reach a settlement in this proceeding.

Accordingly, paragraph 32(e) of the Joint Petition provides that:

Should Rate SET commercial customer(s) be served from a main
line extension project that also serves residential Rate SET

1> OSBA Statement No, 3 at 1-2.
16 1d at 2.
17 ]d

'8 PUC v. Columbia Gas of Pennsylvania, Inc., Docket No. R-2014-2407345, (Opinion and Order entered October
23,2014) at 84.
9



customers, the commercial and residential portions of the
customers’ share of investment costs and the Rate SET revenues
collected shall be separately tracked.'’
Furthermore, paragraph 41 of the Joint Petition provides that:
In their next general base rate case filing, the Peoples Companies
will assign the customer portion of Rate SET investment costs and
the related revenues to the appropriate rate class. Rate SET
investment costs shall be allocated to the classes consistent with
the assignment of the initial Rate SET customer investment costs.?®
Thus, the Joint Petition ensures that even though there may be subsidization by general
ratepayers of the costs of SET expansion projects, at least there will not be inter-class
subsidization as between costs for Residential and Commercial SET expansion projects.
Because the Joint Petition is consistent with the Columbia Order and protects against inter-class
subsidization of SET expansion projects, the OSBA determines it is in the best interest of the
Companies’ small business customers.
D. Judicial Efficiency
Lastly, settlement of this proceeding avoids the litigation of complex, competing
proposals and saves the possibly significant costs of further administrative proceedings. Such
costs are borne not only by the Joint Petitioners, but ultimately by the Companies’ customers as

well. Avoiding further litigation of this matter will serve judicial efficiency, and will allow the

OSBA to more efficiently employ its resources in other areas.

'% Joint Petition at §32(¢).

2 Joint Petition at 41.
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IV. CONCLUSION

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

ALJ Johnson and the Commission approve the Joint Petition in its entirety without modification.

Respectfully submitted,

Elizabeth Rose Triscari
Deputy Small Business Advocate
Attorney ID #306921

For:
John R. Evans
Small Business Advocate

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

(717) 783-2525

(717) 783-2831 (fax)

Dated: January 9, 2015
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