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1. INTRODUCTION

On March 31, 2016, UGI Central Penn Gas, Inc. (“*CPG” and “Company™), filed
pursuant to Section 1358(a) of the Public Utility Code, a Petition requesting (1) waivers
of the Distribution System Improvement Charge (“DSIC”) cap of 5% of billed
distribution revenues, and (2) approval to increase the maximum allowable DSIC to 10%
of billed distribution revenues.

Pursuant to a Prehearing Conference Order, Administrative Law Judge Angela
Jones (“ALJ™), was assigned to develop an evidentiary record and Recommended
Decision in this proceeding, and the ALJ conducted a Prehearing Conference on June 17,
2016. Counsel for I&E attended the Prehearing Conference, and other active
participants, included the Office of Consumer Advocate (“OCA”) and the Office of Small
Business Advocate ("OSBA™). At the hearing, a procedural schedule and the procedures
applicable to this proceeding were sct forth and subsequently memorialized in a
Prehearing Order. The Central Penn Gas Large Users Group (“CPGLUG™) also
intervened in the proceeding. After the Prehearing Conference, 1&E, OCA, OSBA, and
CPGLUG engaged in a substantial amount of discovery.

In accordance with the procedural schedule outlined in the Prchearing Order dated
July 21, 2016, the partics exchanged direct, rebuttal, and surrcbuttal testimony. 1&E
introduced the following statements of testimony:

e [&1: Statement No. 1, the Direct Testimony of Sunil R. Patel, in both

Proprictary and Non-Proprictary format.




e [&E Exhibit No. 1, the Exhibit to Accompany the Direct Testimony of Sunil R.
Patel in both Proprietary and Non-Proprictary format; and

o I&E Statement No. 1-SR, the Surrebuttal Testimony of Sunil R. Patel.

During the course of litigation the parties were unable to resolve the issues
presented in CPG’s Petition. On August 7, 2016, at the time and place set for the
evidentiary hearing, the parties appeared before ALJ Jones and cross-examination and
entered testimony into evidence. At that time, I&E moved into evidence the pieces of
I&E testimony and exhibits identitied above.

On December 1, 2016. the ALJ issued a Recommended Decision ("RD*)
approving CPG’s Petition in part, and with modification. I&E now files these timely
Exceptions n response to the Recommended Decision.

II. EXCEPTIONS

1. The ALJ’s calculation of an 8.65% DSIC cap is not supported by
substantial evidence.

In this proceeding, the Company asked for a 10% maximum DSIC cap. 1&E
recommended the DSIC cap maximum be set at 7.5%. While the ALJ found that a waiver
of the maximum DSIC cap was warranted for the Company, she disagreed with the
Company and 1&E’s recommended level. Based upon her own calculation, the ALJ
recommended a maximum DSIC cap of 8.65%. I&E disagrees with the calculation used
by the AL and continues to recommend a maximum DSIC cap of 7.5%.

In the RD, the ALJ correctly concluded that:

[t|he record contains substantial evidence to increase the
capped DSIC rate of UGI-CPG above 5%. Based on the
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record the Company has satisfied its burden of proof to waive
the existing DSIC capped rate because the record has failed to
show the expenditures approved by the DSIC are flawed,
duplicative, or otherwise unwarranted and do not cause the
Company to eclipse the existing capped DSIC rate. The next
issue is what percentage of distribution revenues should the
DSIC rate be capped in compliance with 66. Pa.C.S. §
1358(d)(3)."

The ALJ then recommended, based on the Company’s Long-Term Infrastructure
Improvement Plan (LTIIP), that the DSIC cap be set at 8.65% stating:

UGI-CPG proposed a 10% increase although it projected an

increase in DSIC cap to14.49% necessary to fully recover

thought the DSIC what was approved by the Commission in

UGI-CPG Modified LTIIP through the remaining three years

of the term of the moditied LTIIP... The percentage increase

to spending levels of the whole period of the modified LTIIP

as compared with the whole period of the original LTIIP is

38.5%. An increase from 5% to 14.49% is about 9.49

percentage points of an increase. 38.5% of a 9.49 percentage

point increase is a 3.6575 percentage point increase yielding

an increase from 5% up 3.65 percentage points to 8.65%.
While [&[E agrees with the ALJI’s conclusion that the record contains substantial evidence
that a DSIC cap increase is warranted, I&E does not agree with the ALJ’s calculation of
the recommended 8.65% DSIC cap.

1&E is unaware of any proceeding in which the DSIC cap has been based on a

calculation as outlined in the RD. Furthermore, there is no support for why this
calculation producces the correct maximum DSIC calculation. Although I&E did not

advocate for a 10% DSIC cap maximum, it could easily be argued that il one is 1o accept

the 14.49% increase projected in the LTIIP as necessary to fully recover through the

"RD. p. 27.
“RDOp. 3L




DSIC what was contained in the LTIIP, it would be appropriate to set the maximum
DSIC cap at 10% rather than calculating an arbitrary percentage as the ALJ has done.
The ALJ determined that the recommended 8.75% is appropriate because it is *...about
60% of the 14.49% that the Company has projected...."'} This begs the question of what
exactly makes 60% of the Company’s projection the appropriate target for the DSIC
maximum cap. Although the ALI criticizes I&E for recommending 7.5% and states that
I&E did not provide a reason why it should be 7.5% and not some other percentage
below 10%," the ALJ essentially does the same thing. The ALJ provides a calculation,
but provides no rationale for why this calculation arrives at the correct result in this
proceeding.

In the Philadclphia Gas Works (PGW) DSIC proceeding, the Commission
provided no calculation for how it arrived at the determination that a 7.5% DSIC cap for
PGW was appropriate.” In fact, in the instant RD, the ALJ correctly noted that in the
PGW DSIC proceeding, the Commission simply stated that approval ol an increased
DSIC cap level must be balanced by considering the impact on customer bills.” The same
should be done in the instant proceeding. There 1s no magical formula to calculate the
appropriate maximum DSIC cap. The determination must be made by looking at the
totality of the circumstances. Pipeline replacement is a fluid. dynamic process that 1s
dependent on earnings, revenues, borrowing, rate of borrowing, pipe being available,

workers being available, and permits being approved. A company’s LTIP merely

RD.p. 3L
TRD. pp. 31-32.
> Pennsvivania Pub. Util. Comm'n v. PGW. P-2015-2501500 (Order entered January 26. 2016).
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provides a plan by which the company will replace aging infrastructure. Setting the
maximum DSIC cap based on an odd formula derived from the LTIIP has never been
accepted in prior Commission proceedings and should not be done in the instant
proceeding. Further, it may serve to incentivize a company to inflate its LTIIP in order to

be granted a higher maximum DSIC cap.
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I1I. CONCLUSION

For the reasons stated herein, the Bureau of Investigation & Enforcement

respectfully requests that the Commission reject the ALJ’s recommended 8.75%

maximum DSIC cap and accept the [&E recommendation of a 7.5% maximum DSIC cap

for UGI Central Penn Gas, Inc.

Burcau of Investigation and Enforcement
Pennsylvania Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265

(717) 783-6156

Respectfully submitted,
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