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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Joint Application of UGI Utilities, Inc., UGI
Penn Natural Gas, Inc., and UGI Central Penn
Gas, Inc. for All of the Necessary Authority,
Approvals, and Certificates of Public
Convenience for (1) an Agreement and Plan of
Merger; (2) the Merger of UGI Penn Natural
Gas, Inc. and UGI Central Penn Gas, Inc. into
UGI Utilities, Inc.; (3) the initiation by UGI
Utilities, Inc. of natural gas service in all
territory in this Commonwealth where UGI
Penn Natural Gas, Inc. and UGI Central Penn
Gas do or may provide natural gas service; (4)
the abandonment by UGI Penn Natural Gas,
Inc. of all natural gas service in this
Commonwealth; (5) the abandonment by UGI
Central Penn Gas, Inc. of all natural gas service
in this Commonwealth; (6) the adoption by
UGI Utilities, Inc. of UGI Penn Natural Gas,
Inc.’s and UGI Central Penn Gas, Inc.’s
Existing Tariffs and their Application within
New Service and Rate Districts of UGI
Utilities, Inc. Corresponding to their Existing
Service Territories as UGI North and UGI
Central, Respectively; (7) the adoption by UGI
Utilities of its Existing Tariff to be applied to a
new UGI South Service and Rate District; (8)
Where Necessary, Associated Affiliated
Interest Agreements; and (9) any Other
Approvals Necessary to Complete the
Contemplated Transaction
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_____________________________________________________________

JOINT MOTION FOR ADMISSION OF WRITTEN TESTIMONY BY STIPULATION
_____________________________________________________________

TO ADMINISTRATIVE LAW JUDGES JOEL H. CHESKIS AND BENJAMIN L. MEYERS:

INTRODUCTIONI.

UGI Utilities, Inc. – Gas Division, UGI Central Penn Gas, Inc., and UGI Penn Natural

Gas, Inc. (collectively the “Joint Applicants”), the Bureau of Investigation and Enforcement

(“I&E”), the Office of Consumer Advocate (“OCA”), the Office of Small Business Advocate
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(“OSBA”), the NGS Parties,1 the Commission for Economic Opportunity (“CEO”), Direct

Energy,2 and the UGI Industrial Intervenors (“UGIII”), all Parties to the above-captioned

proceeding (hereinafter, collectively the “Joint Movants” or the “Parties”), hereby file this Joint

Motion for Admission of Written Testimony by Stipulation (“Motion”) and respectfully request

that Administrative Law Judges Joel H. Cheskis and Benjamin L. Meyers (the “ALJs”) admit the

pre-served written direct testimony filed by certain of the Parties.

In support of the Motion, the Joint Movants state the following:

BACKGROUNDII.

1. This proceeding was initiated on March 8, 2018, when the Joint Applicants filed

the above-captioned Merger Application. The Merger Application sought the authorization for:

(1) an Agreement and Plan of Merger; (2) the merger of UGI Penn Natural Gas, Inc. (“PNG”)

and UGI Central Penn Gas , Inc. (“CPG”) with and into UGI Utilities, Inc.; (3) the initiation by

UGI Utilities, Inc. of natural gas service in all territory in this Commonwealth where PNG and

CPG do or may provide natural gas service; (4) the abandonment by PNG of all natural gas

service in this Commonwealth; (5) the abandonment by CPG of all natural gas service in this

Commonwealth; (6) adoption by UGI Utilities, Inc. of PNG’s and CPG’s existing tariffs and

their application within new service and rate districts of UGI Utilities corresponding to their

existing service territories as UGI North and UGI Central, respectively; (7) the adoption by UGI

Utilities, Inc. of its Existing Tariff to be applied to a new UGI South Service and Rate District;

and (8) to the extent necessary, associated affiliated interest agreements. The Joint Applicants

further sought all other approvals and certificates appropriate, customary, or necessary under the

1 The NGS Parties are comprised of Shipley Choice, LLC, Dominion Retail, Inc., Interstate Gas Supply, Inc. d/b/a
IGS Energy and Rhoads Energy.
2 Direct Energy collectively refers to Direct Energy Business, LLC, Direct Energy Services, LLC, and Direct Energy
Business Marketing, LLC.
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Code to carry out the transactions contemplated in the Merger Application in a lawful manner.

The Joint Applicants requested further that the Commission grant these authorizations by no later

than August 23, 2018, so that the merger may close and become effective October 1, 2018, the

beginning of UGI Utilities, Inc.’s fiscal year.

2. Formal Protests were filed by OSBA and OCA. Petitions to Intervene were filed

by and granted for UGIII, the NGS Parties, CEO, and Direct Energy. I&E filed a Notice of

Appearance.

3. A prehearing conference was held as scheduled on May 14, 2018. A litigation

schedule and modified discovery rules were agreed to by the Parties and adopted in the

Scheduling Order issued by the ALJs on May 15, 2018.

4. Pursuant to the litigation schedule adopted in the Scheduling Order, the Joint

Applicants submitted the Direct Testimony of Paul J. Szykman on June 1, 2018.

5. Throughout the proceeding, the Joint Applicants responded to discovery requests

submitted by other parties, and the Parties collectively engaged in numerous settlement

conferences.

6. On July 10, 2018, OCA, OSBA, the NGS Parties, and CEO filed Direct

Testimony. I&E, Direct Energy and UGIII indicated that they would not be submitting Direct

Testimony in this proceeding.

7. Also on July 10, 2018, the Parties informed the ALJs that they had reached a

unanimous agreement in principle resolving all issues in the above-captioned Merger

Application.

8. On July 20, a Joint Petition for Approval of Settlement of All Issues

(“Settlement”) was submitted. Therein, the Parties, except UGIII, agreed to the settlement of all
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issues in this proceeding. UGIII did not join the Settlement, but separately indicated its non-

opposition.

9. I&E, OCA, OSBA, the NGS Parties, Direct Energy and CEO each filed

Statements in Support of the Settlement.

MOTION FOR ADMISSION OF TESTIMONY BY STIPULATIONIII.

10. The Parties hereby stipulate to the identification and admissibility of the

following pre-served written direct testimony and associated exhibits by the Joint Applicants:

(a) UGI Statement No. 1 – Direct Testimony of Paul J. Szykman;

(b) UGI Exhibit PJS-1 – Resume of Paul J. Szykman;

(c) UGI Exhibit PJS-2 – Merger Application and Appendices; and

(d) Verification of Paul J. Szykman.

11. The aforementioned statement and exhibits offered by the Joint Applicants are

attached hereto as Appendix A.

12. The parties hereby stipulate to the identification and admissibility of the following

pre-served written direct testimony and associated exhibits by the OCA:

(a) OCA Statement No. 1 – Direct Testimony of Jerome D. Mierzwa; and

(b) Verification of Jerome D. Mierzwa.

13. The aforementioned statement offered by the OCA is attached hereto as

Appendix B.

14. The parties hereby stipulate to the identification and admissibility of the following

pre-served written direct testimony and associated exhibits by the OSBA:

(a) OSBA Statement No. 1 – Direct Testimony of Robert D. Knecht;

(b) Exhibit IEc-1 – Resume and Expert Testimony List for Robert D. Knecht;
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(c) Exhibit IEc-2 – RDK Workpapers for Proof of Revenue and Unit Cost

Analysis;

(d) Exhibit IEc-3 – Referenced Interrogatory Responses; and

(e) Verification of Robert D. Knecht.

15. The aforementioned statement and exhibits offered by the OSBA are attached

hereto as Appendix C.

16. The parties hereby stipulate to the identification and admissibility of the following

pre-served written direct testimony by the NGS Parties:

(a) NGS Parties’ Statement No. 1 – Direct Testimony of James L. Crist; and

(b) Verification of James L. Crist.

17. The aforementioned statement offered by the NGS Parties is attached hereto as

Appendix D.

18. The parties hereby stipulate to the identification and admissibility of the following

pre-served written direct testimony by the CEO:

(a) CEO Statement No. 1 – Direct Testimony of Eugene M. Brady; and

(b) Verification of Eugene M. Brady.

19. The aforementioned statement offered by CEO is attached hereto as Appendix E.

20. Having stipulated to the identification and admissibility of the above-described

pieces of testimony and associated exhibits, the Parties respectfully request that the ALJs admit

the testimony and exhibits attached hereto in Appendices A through E into the record of this

proceeding.

21. In addition, as the Parties have requested that the attached testimony and exhibits

be admitted into the record by stipulation and motion, the Parties believe that the hearings
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scheduled from August 21-22, 2018, in this proceeding are no longer necessary. Therefore, the

Parties also request that the ALJs cancel the hearings scheduled from August 21-22.
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I. INTRODUCTION AND QUALIFICATIONS1

Q. Please state your name and business address.2

A. My name is Paul J. Szykman. My business address is 2525 North 12th Street, Suite 360,3

Reading, PA 19612-2677.4

5

Q. By whom and in what capacity are you employed?6

A. I am employed by UGI Utilities, Inc. (“UGI”) as Chief Regulatory Officer.7

8

Q. What are your duties as Chief Regulatory Officer?9

A. As Chief Regulatory Officer, I am responsible for all rate, governmental affairs and10

regulatory compliance activities for UGI Utilities, Inc. – Gas Division (“UGI Gas”), UGI11

Penn Natural Gas, Inc. (“UGI PNG”), UGI Central Penn Gas, Inc. (“UGI CPG”) and UGI12

Utilities, Inc. – Electric Division (“UGI Electric”) Regarding rates, I oversee the areas13

of sales and revenue forecasting, tariff administration and compliance, Choice14

administration and compliance, rate administration, Section 1307(f) purchased gas cost15

filings, electric provider of last resort (“POLR”) filings, Section 1307(e) filings, base rate16

cases, and UGI’s gas management information technology systems. My government17

relations responsibilities include managing the development and implementation of the18

Company’s strategies in federal and state legislative and regulatory arenas. My19

regulatory compliance responsibilities cover a broad range of oversight and compliance20

for the state and federal jurisdictional activities of UGI’s four operating utilities. Prior to21

my role as Chief Regulatory Officer, I was Vice President – Rates & Government22

Relations and Vice President & General Manager – Electric Utilities. In my current role I23
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report directly to the President and Chief Executive Officer of UGI.1

2

Q. What is your educational and professional background?3

A. Please see my resume, UGI Exhibit PJS-1, which is attached to my testimony.4

5

Q. Have you testified previously before this Commission?6

A. Yes. UGI Exhibit PJS-1 contains a list of those proceedings.7

8

Q. Are you sponsoring any exhibits in this proceeding?9

A. Yes. In addition to UGI Exhibit PJS-1 mentioned above, I am sponsoring UGI Exhibit10

PJS-2, which is the Application initially filed by the Companies in this proceeding.11

12

II. PURPOSE OF TESTIMONY13

Q. Please describe the purpose of your testimony in this proceeding.14

A. My testimony addresses several issues. First, I present an overview of the Company’s15

request, as described in the Company’s application, to merge UGI CPG and UGI PNG16

with and into UGI. Second, I will provide additional background on the Company’s17

efforts to date to integrate UGI CPG and UGI PNG as wholly owned subsidiaries of UGI,18

the efficiencies experienced to date, and the remaining efficiencies that can be obtained19

as a result of eliminating UGI CPG and UGI PNG as separate and distinct corporate20

entities through the merger. Third, I will discuss how the proposed merger should benefit21

the Companies’ gas customers. Fourth, I will briefly discuss the benefits to our22

employees. Fifth, I will discuss the potential benefits to the competitive marketplace.23
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1

III. OVERVIEW OF THE COMPANIES’ APPLICATION2

Q. Please discuss the relief that the Companies are requesting in this proceeding.3

A. As more fully discussed in the Companies’ Application (attached hereto as Exhibit PJS-4

2), the Companies are requesting the Commission to approve the merger of UGI CPG5

and UGI PNG, UGI’s currently wholly-owned, and commonly managed and operated6

utility subsidiaries, with and into UGI to form a consolidated UGI Gas Division. Upon7

closing, all of the assets of UGI PNG and UGI CPG will be owned by UGI Utilities. The8

consolidated UGI Gas Division will become the gas utility in the service territories9

currently served by UGI Gas, UGI CPG and UGI PNG, and will adopt the existing UGI10

Gas, UGI CPG and UGI PNG gas service tariffs unchanged except for the utility named11

in the tariff, which will be UGI Utilities, Inc. - Gas Division. For tariff purposes, the12

consolidated UGI Gas Division will be divided into three rate districts: UGI South13

(formerly UGI Gas), UGI Central (formerly UGI CPG), and UGI North (formerly UGI14

PNG), until such time as uniform rates are established.15

16

Q. Why are the Companies proposing to merge UGI CPG and UGI PNG with and into17

UGI at this time?18

A. While substantial benefits have been obtained from integrating the operations of UGI19

CPG and UGI PNG since these companies were acquired in 2008 and 2006, respectively,20

additional efficiencies can be obtained by eliminating UGI CPG and UGI PNG as21

separate corporate entities. These efficiencies come in the form of administrative,22

regulatory, capital deployment and operational gains which, once achieved, will allow the23
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Company to process necessary tasks more efficiently, without regard to corporate form,1

and focus on improving quality of work and service to customers rather than maintaining2

and operating the gas utilities as three separate corporate entities. Moreover, the merger3

is an essential first step to achieving additional efficiencies and savings once uniform4

rates and service terms are established in future proceedings.5

The Company’s experience and expectations in this area have been guided by6

experience with the UGI-1 initiative, which I will discuss later in my testimony. Briefly,7

however, that initiative will provide a common set of systems and processes for the8

operation and management of the three gas companies which, in concert with the merger9

of three businesses, will provide additional benefits and synergies. With the UGI-110

initiative, the operations and management of the three utility companies will, for all11

intents and purposes, be fully integrated. The merger of the companies will permit the12

form of corporate organization to match the actual operation and management of the13

companies.14

15

Q. Please give a brief description of the Applicants.16

A. First, UGI is a corporation organized and existing under the laws of the Commonwealth17

of Pennsylvania. UGI is a wholly-owned direct subsidiary of UGI Corporation. UGI18

itself is the result of a number of merged predecessor companies dating back to the 19th19

century, and is a “public utility” as defined in Section 102 of the Code, 66 Pa. C. S. §20

102. UGI operates two public utility divisions – UGI GasUGI Electric. UGI Gas is a21

“natural gas distribution company” and a “supplier of last resort” as defined in Sections22

2202 and 2207 of the Public Utility Code (“Code”). 66 Pa. C.S. §§ 2202, 2207. UGI Gas23
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provides natural gas distribution service to approximately 386,000 customers throughout1

a service territory which includes all or portions of sixteen counties in Central and2

Eastern Pennsylvania. UGI Electric is an “electric distribution company” as defined in3

Section 2803 of the Code and renders services to 62,000 customers within portions of4

Luzerne and Wyoming Counties in Northeast Pennsylvania. A map of UGI’s gas5

territory is found in Appendix B to UGI Exhibit PJS-2, attached hereto.6

Following the merger, current UGI Gas will become a natural gas distribution rate7

district (“UGI South”) of the consolidated UGI Gas, which will provide natural gas8

distribution service within the current UGI Gas service territory through application of9

UGI Gas’s then existing tariff that consolidated UGI Gas will adopt and apply within the10

UGI South rate district. UGI Electric will remain as an operating division of UGI.11

Next, UGI PNG is a corporation organized and existing under the laws of12

Commonwealth of Pennsylvania. UGI PNG is itself the result of the merger and13

acquisition of several gas companies dating back well into the 20th century, and is a14

wholly-owned subsidiary of UGI. UGI PNG began its operations on August 24, 2006,15

following UGI Utilities’ purchase from Southern Union Company of the Pennsylvania of16

the natural gas distribution assets formerly operated as PG Energy Division of Southern17

Union Company, as authorized by a Commission Order entered on August 18, 2006, at18

Docket Nos. A-125146F5000, et al. UGI PNG is a “public utility,” a “natural gas19

distribution company,” and a “supplier of last resort” as defined in Sections 102, 2202,20

and 2207 of the Code. 66 Pa. C.S. §§ 102, 2202, 2207. UGI PNG provides natural gas21

distribution service to approximately 168,000 customers throughout its certificated22

service territory, which includes all or portions of thirteen counties in Northern and23
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Central Pennsylvania. A map of UGI PNG’s service territory is found in Appendix D to1

UGI Exhibit PJS-2, attached hereto.2

Following the merger, UGI PNG will become a natural gas distribution service3

and rate district (“UGI North”) of UGI Gas, which will provide natural gas distribution4

service within the current UGI PNG service territory through application of UGI PNG’s5

then existing tariff that UGI Gas will adopt and apply within the UGI North rate district.6

Finally, UGI CPG is a corporation organized and existing under the laws of the7

Commonwealth of Pennsylvania. UGI CPG is a wholly-owned subsidiary of UGI8

Utilities. UGI CPG, formerly PPL Gas Utilities Corporation, was acquired by UGI9

Utilities on October 1, 2008, as authorized by a Commission Order entered on August 21,10

2008, at Docket Nos. A-2008-2034045 et al. Prior to that acquisition, PPL Gas itself was11

the result of several mergers and acquisitions authorized by the PUC. See, e.g., Joint12

application of PPL Gas Utilities Corp., North Penn Gas Company, and PFG Gas, Inc.,13

Docket Nos. A-125127, et al., 2004 Pa. PUC LEXIS 757 (Order entered July 12, 2004);14

Application of Allied Gas Company et al., Docket No. A-120650F002 (order approving15

merger and restructuring entered January 27, 1995). UGI CPG is a “public utility,” a16

“natural gas distribution company,” and a “supplier of last resort” as defined in Sections17

102, 2202, and 2207 of the Code. 66 Pa. C.S. §§ 102, 2202, 2207. UGI CPG provides18

natural gas distribution service to approximately 85,000 customers throughout its19

certificated service territory, which includes all or portions of thirty-six counties across20

Pennsylvania. A map of UGI CPG’s service territory is found in Appendix F to UGI21

Exhibit PJS-2, attached hereto.22

Following the merger, UGI CPG will become a natural gas distribution service23
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and rate district (“UGI Central”) of UGI Gas, which will provide natural gas distribution1

service within the former UGI CPG service territory through application of UGI CPG’s2

then existing tariff that UGI Gas shall adopt and apply within the UGI Central rate3

district.4

5

IV. MANAGEMENT STRUCTURE PRE-AND POST-MERGER6

Q. Please describe the current management structure for the Companies.7

A. The Companies are currently managed in a corporate center fashion by a common slate of8

officers who have budget and operational responsibilities over all of the Companies. As9

examples, the Companies have the same President & Chief Executive Officer; Chief10

Financial Officer; Chief Information Officer; Vice-President, Gas Operations; Vice-11

President, Engineering; Vice-President, Customer Operations; Vice President, Human12

Resources; Chief Regulatory Officer; Controller and Principal Accounting Officer.13

Essentially all employees who directly report to these officers, and most employees that14

perform administrative and general functions within the Company (executive, financial15

planning and accounting, gas supply, human resources, rates and governmental affairs,16

engineering, procurement, safety, etc.), are employees of UGI. Field level employees,17

their managers, and some administrative personnel have remained employees of the18

different operating companies, whether UGI, UGI CPG, or UGI PNG, although in many19

instances these personnel perform functions that benefit more than one of the utility20

companies requiring additional administrative tracking.21

22

Q. How will this management structure change with the merger?23
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A. The management structure will remain essentially unchanged. However, the various1

corporate governance and financial management and accounting activities of UGI CPG2

and UGI PNG will be eliminated as separately managed functions, and all employees will3

become employees of UGI. This reduction in administrative tasks due to the elimination4

of UGI CPG and UGI PNG as separate corporate forms will result in additional5

efficiency savings.6

7

Q. How are the salaries, wages, and benefits of the employees who provide common8

services currently assigned or allocated among the Companies?9

A. Pursuant to a Commission-approved affiliated interest agreement, payroll and benefits of10

employees in the corporate center are allocated to UGI Gas, UGI CPG, UGI PNG, and11

UGI Electric using the Modified-Wisconsin Formula (MWF). The costs of other12

employees who provide service routinely to one or more of the businesses are allocated in13

accordance with pre-determined formulae that are based on the percentage of time the14

employees spend on each of the Companies’ business. The cost of other employees who15

only sporadically work on specific projects for one or more of the businesses complete16

project time sheets showing the time they spend on those projects; otherwise their costs17

are directly assigned to the appropriate corporate entity (UGI CPG, UGI PNG and UGI).18

These formulae also factor in the percentage of payroll and benefits assigned to capital19

and expense projects.20

21

Q. How are non-payroll and benefit costs assigned or allocated to the Companies?22

A. Similar to payroll and benefits, costs associated with non-payroll and benefits purchases23
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are either direct assigned or allocated to the entities that benefit from the purchase,1

whether the cost is expensed or capitalized.2

3

Q. Please describe the resources currently used to allocate or assign costs among the4

various businesses.5

A. The current process is complex and time-consuming. A group within the Accounting6

Department is responsible for the process, which requires input from Human Resources7

and individual employees throughout the organization who perform work for more than8

one of the utility businesses. Thousands of employee-hours are currently spent on the9

allocation and assignment of costs between and among the gas and electric businesses in10

the accounting function alone, and comparable amounts of time are spent throughout the11

organization managing time-accounting, intra-company transactions, and allocation of12

costs to the three corporate entities.13

14

Q. How will these cost assignment or allocation methodologies will change post-15

merger?16

A. After the merger, all costs incurred by UGI should be directly assigned to UGI Gas or17

UGI Electric depending on the nature of the costs, except where the costs are incurred for18

both UGI Gas and UGI Electric in common, in which case the cost would be allocated in19

accordance with the Modified-Wisconsin Formula. The accounting processes for20

charging specific costs to capital and expense would be left unchanged. No further sub-21

division of these costs to the individual gas rate districts would be necessary or22

appropriate.23
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1

Q. Why would the further sub-division of costs to the individual gas rate districts not2

be necessary or appropriate?3

A. As discussed in the next section, an important benefit for the merger is to operate the4

business more efficiently as one corporation rather than as three separate corporations.5

Tasks that are now performed only because of the separate corporate form can be6

eliminated. For example, measuring the financial performance of each rate district will7

be unnecessary in the context of a single corporation except to measure the cost of8

providing different forms of service (gas versus electric). Prospective rates will be9

established at the time of future rate case filings and will be set based on a common10

revenue requirement and an overall class cost of service study. Otherwise, the Company11

would be required to treat the individual rate districts as separate utility companies, which12

they will not be, and would forestall the opportunity to increase the efficiency of the13

business.14

15

V. INTEGRATION ACTIVITY SINCE UGI’S ACQUISITION OF UGI PNG AND16
UGI CPG17

Q. You mentioned earlier in your testimony that the UGI-1 initiative is part of the18

Companies’ efforts to create a common, integrated platform for providing service.19

Please describe the UGI-1 initiative.20

A. In addition to developing an integrated, common management structure that I discussed21

in the previous section of my testimony, the Companies have engaged in substantial22

efforts to integrate other aspects of the business. UGI-1 is a company-wide management23



11
17102017v1

effectiveness initiative focusing on people, tools and processes. UGI and its utility1

affiliates have a history of pursuing excellent performance for their customers, employees2

and shareholders.3

With UGI-1, the Company is building on this past performance to provide even4

better service in the future. Throughout the areas served by the Companies, UGI is5

experiencing stable growth opportunities as well as significant operational challenges.6

To act on these opportunities and to address these challenges, the UGI utility businesses7

are taking advantage of synergies, equipping employees for future success, and8

improving communications throughout the organization. By implementing these9

initiatives, the UGI businesses are being positioned for continued growth and success and10

outstanding customer service.11

UGI-1 includes a number of fundamental improvement efforts, including such12

programs as: UNITE technology improvement project; our “Making a Difference” safety13

improvement program; the migration of all employee computer workstations to a set of14

common workplace applications; the migration of all field employees to a single set of15

gas operations and construction processes and specifications; building and grounds16

improvements and renovations; natural gas pipeline facility extension and betterment17

programs; an enhanced focus on physical and cyber security; and a range of enhanced18

and expanded employee development and training programs.19

20

Q. How do the changes envisioned by UGI-1 benefit customers?21

A. The overall goal of UGI-1 is to place all of our operations on a common set of22

information systems, tools, equipment, and uniform work management and performance23
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platforms. This will allow the Company to become more efficient and effective in1

performing all aspects of its business, including handling calls from customers,2

performing billing and related activities, constructing new distribution facilities,3

operating and maintaining the gas distribution system, and managing emergencies. An4

effective and common system of performing and measuring performance among our5

geographically disparate service territories and segments thereof will also expedite6

identification of problems that can be corrected more readily or even before they happen,7

driving further efficiency gains and service improvements.8

Fully integrating three separately regulated natural gas distribution systems (UGI9

Gas, UGI CPG, and UGI PNG) into one gas business along with UGI Electric will enable10

the Company to ensure that costs incurred to provide service reflect a common way of11

doing our work. As discussed elsewhere in my testimony, this will help eliminate some12

differences in cost drivers to the extent feasible and where demographics (sparsely versus13

densely populated) or industry (natural gas versus electric) factors do not dictate the14

result.15

16

Q. Please provide some examples of the operational benefits that are being derived17

from the UGI-1 initiative.18

A. There have been several improvements in the operations area. For example, UGI has19

made a concerted effort to establish and implement a common methodology for rating the20

severity of natural gas system leaks to place all of UGI’s gas distribution systems in line21

with the Gas Pipeline Technology Committee standard. Now that this common rating22

system has been established and implemented, the Companies are better situated to23
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allocate their pipeline replacement, leak survey and repair, financial, internal labor, and1

contractor resources to the geographic areas that require the most attention based on2

uniform measures of risk. This common approach to regulatory compliance has achieved3

significant improvements to system safety performance over the past two years, including4

reductions in hazardous leaks and leak inventories. UGI’s common set of initiatives in5

workplace safety, Pennsylvania 1-Call, and its Distribution Integrity Management6

Program (“DIMP”) have begun to bear fruit in terms of achieving improved safety based7

on measurable performance criteria.8

9

Q. Are there examples of additional improved customer service performance?10

A. Yes. More recently, UGI’s Commission-approved GET Gas Pilot Program has been11

nationally recognized as an innovative tariff mechanism designed to expand natural gas12

service to unserved and underserved areas in and around the Company’s gas distribution13

service territory.14

Also, as part of UGI’s UNITE initiative, recently approved tariff provisions for15

UGI PNG and UGI Electric will allow joint billing of natural gas and electric services on16

one bill for UGI customers who receive both gas and electric service from UGI,17

providing for greater customer convenience and customer satisfaction.18

19

Q. You mentioned earlier in your testimony the Company’s UNITE initiative as part of20

UGI-1. Please discuss.21

A. As noted earlier, UNITE stands for UGI’s Next Information Technology Enterprise. In22

September 2017, UNITE replaced and updated UGI PNG's core, non-financial computer23
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systems including the Customer Information System (“CIS”). Principally, with regard to1

the CIS replacement work, two aging CISs were replaced with one state-of-the-art2

system, which now operates in common among all of the utility businesses. Having a3

common CIS allows customers to benefit from a common set of processes that maximize4

the efficiency of rendering service to its customers at a reasonable cost. This initiative5

allows employees system wide to provide safer and more reliable service in the field and6

to address other concerns related to billing and affordability of service. The new CIS also7

provides a technology platform which is allowing the Company to enhance online service8

experiences with more robust capabilities. Importantly, this new system also supports key9

Choice customer business processes, including seamless moves, instant connects and10

more efficient switching between suppliers.11

Future phases of UNITE will address a number of objectives including: reducing12

operational risks related to the age of certain applications where there is no vendor13

support and the IT resources who know the systems best are soon retiring; improving14

operational capabilities with new "scalable" technology platforms; standardizing and15

reducing the number of systems and duplicate processes across UGI; improving business16

information to make more informed business decisions; and gaining efficiency related to17

process and system integration.18

For example, UGI recently kicked off the UNITE Phase 2 project to replace in its19

entirety its aging financial system with an SAP-based system that will allow the business,20

to use one integrated financial system to account for all of the costs, revenues, and cash21

movements of our utility business throughout the organization -, from field operations, to22

billing, gas supply and procurement functions, and to the finance, accounting, and23
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reporting functions,. This system will allow UGI to move away from many lesser1

efficient, manual functions that currently employed in these areas.2

3

Q. Has the Company made other efforts to make the Company’s service more4

economic for its customers?5

A. Yes. A series of gas portfolio changes in conjunction with structural gas supply market6

changes have allowed UGI, UGI CPG, and UGI PNG to maximize the purchase of7

natural gas from the recently developed prolific Marcellus and Utica Shale gas8

productions. While in the not too distant past the majority of UGI natural gas purchases9

came from the southern Gulf, today nearly all of our natural gas purchases are physically10

sourced from Marcellus and Utica Shale sources. The impact related to shale gas on11

pricing has been significant. As of December 31, 2008, the first quarter after the UGI12

CPG acquisition was consummated, the average cost of gas supplied to our customers,13

inclusive of commodity and demand charges was $11.05 per mcf; today it is $4.96. This14

$6.09 per mcf reduction in gas costs not only represents the significant impact shale15

production has had on natural gas pricing nationwide, but it also demonstrates the impact16

of UGI’s efforts to focus on creating value for its customers by working to reshape its17

supply portfolio and reduce now unnecessary long haul pipeline transportation costs.18

19

Q. How will the merger of the Companies enhance the UGI-1initiative?20

A. UGI-1 has allowed the Company to begin to function as one Company in many areas21

where functions may be consolidated and driven to a common platform. However, the22

full benefits of UGI-1 cannot be achieved while the Companies remain as separate23
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corporate entities. Consistent with the UGI-1 goals, elimination of those corporate1

structure differences will allow the Company to bring together a number of functions into2

one, simple format. In this way, form will follow function to the benefits of customers3

and the public.4

5

VI. BENEFITS OF THE MERGER6

Q. Mr. Szykman, earlier in your testimony, you indicated that there are benefits to be7

enjoyed by implementing the proposed merger. Please discuss.8

A. As alluded to earlier in my testimony, several benefits will accrue from the merger for the9

long-term benefit of the consolidated company’s customers, including but not limited to:10

(a) increased administrative efficiency; (b) increased operational efficiency; (c) increased11

capital efficiency; and (d) increased regulatory efficiency. The proposed merger will12

produce immediate benefits and is a critical first step in order to achieve and realize13

longer-term future benefits once rates and other terms of service are unified.14

UGI Gas and UGI Electric, UGI PNG, and UGI CPG have been operating under15

one corporate umbrella since 2006 for UGI PNG and 2008 for UGI CPG, when UGI16

PNG and UGI CPG were acquired by UGI. As referenced earlier in my testimony,17

during this time, the Company has made major strides to combine the operations and18

administration of these separate natural gas utilities, including certain tariff rules,19

regulations and service offerings. These efforts have included consolidation of all20

administrative and general, and most non-field, field management and executive21

functions for the three businesses into UGI. Moreover, standardization of tariff terms,22

conditions and rate offerings has been pursued as part of rate case activities since the UGI23
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PNG and UGI CPG acquisitions occurred. The proposed merger is fully consistent with1

the long-term goal of a single company operation, and the efficiencies that may be2

obtained therefrom. The proposed merger of UGI Gas, UGI PNG, and UGI CPG into3

one natural gas distribution company will produce its own efficiencies, as explained4

below, and will more formally reflect and incorporate actual operations.5

In the context of the proposed merger, however, one should not expect to see the6

same level of synergies that might result from the acquisition by one utility of an7

unrelated, unaffiliated utility. When two, separately owned, utilities with independent8

management and operations merge, the opportunity for efficiency gains is much greater9

than when the businesses are already collectively owned and managed as with the10

Companies. However, the next step of merging the three companies into one Company11

will allow UGI to obtain additional efficiencies that can be gained through the12

elimination of the separate corporate forms as is being proposed here. At the same time,13

the affirmative benefits that can be derived from the merger of UGI, UGI PNG and UGI14

CPG are still significant for our customers, employees, the Commission and its staff, and15

other stakeholders and may be obtained without any harm to these stakeholders.16

17

A. Administrative Efficiency18

Q. Please discuss the administrative efficiencies the Company expects to result from the19

merger.20

A. Increased administrative efficiency is perhaps the most obvious benefit to consolidating21

three utility companies into one company. Functions that will benefit include22

accounting, gas supply, cash management, procurement, and regulatory filings. As23
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separate utility companies, UGI Gas, UGI CPG, and UGI PNG are each required to:1

maintain separate books of account, income statements, and balance sheets; record2

separate transactions where each business renders service to the other and where each3

business deals with the same vendor for the same types of goods and services; and make4

numerous separate tax, corporate and regulatory filings.5

By merging the three entities only one set of books of accounts, income6

statements, and balance sheets will be needed, all of the current inter-company7

transactions among the gas businesses can be eliminated, layers of transactions among8

the three gas utilities with the same vendors will be reduced to single sets of transactions9

with UGI, and layers of regulatory, tax, and other governmental filings will be10

eliminated.11

12

Q. Are you able to quantify the savings that will be achieved by eliminating regulatory13

and tax filings as a result of the merger?14

A. While the Company has not conducted an exhaustive study of the administrative benefits15

throughout the organization, there are some notable examples. Presently, the Companies16

make approximately 330 regulatory, tax, and other governmental filings on a periodic17

basis. These filings are made on a quarterly, annual, or other basis. The Company18

estimates that approximately 100 of these filings would be eliminated as a result of the19

merger. This will result in administrative efficiency, albeit some initial work will be20

required to integrate the reportable data into the single company format. We believe that21

the need to prepare and file approximately 80 percent of the 100 redundant filings goes22

away upon merger while the remaining can be eliminated when the Company’s rate23
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districts achieve uniform rates.1

2

Q. Have you estimated the amount of employee-hour savings that will be accomplished3

through integrating the three gas utilities into one consolidated UGI Gas Division?4

A. We have not performed a full analysis at this time. We have examined some accounting5

functions at a high level and estimate that thousands of hours of time efficiencies could6

be obtained through the merger. In particular, we have estimate that more than 3,3567

man-hours will be saved in the invoice, cash, cost allocation, and certain other functions.8

Similar savings could be obtained in procurement and other functions that are performed9

currently in order to make sure that the purchases are recorded and charged to the correct10

corporate entity. Additional savings could be obtained in the gas supply function if we11

could eliminate the need to enter into, track and account for a significant number of gas12

purchase and sale transactions between UGI CPG, UGI PNG, and UGI Gas.13

14

Q. Does the Company recognize that many duplicate and triplicate functions cannot be15

fully eliminated or consolidated until further authorizations are received from the16

PUC?17

A. Yes, because the rates of the three gas rate districts will remain unchanged and different18

initially and until such time as the Company is permitted to move towards a uniform19

rates, costs recovered through non-base rate cost recovery mechanisms (e.g., DSIC-20

eligible plant, purchased gas costs, Universal Service Programs, EE&C, etc.) will21

continue to be tracked by service and rate district.22

The functions that the Company intends to keep on a separate rate district basis23
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for the time being are listed in paragraph 40 of the Application, as follows:1

a. Purchased gas cost portfolios and rates;2

b. Energy Efficiency and Conservation (“EE&C”) programs;3

c. Universal Service Program Budgets and targets;4

d. Growth Extension Tariff (“GET Gas”) budgets and reporting5
obligations;6

e. Lost and Unaccounted For studies and reports;7

f. Purchase of Receivable Programs;8

g. Choice program rules and requirements;9

h. Long-Term Infrastructure Programs (“LTIIP”);10

i. Distribution System Improvement Charges (“DSIC”), with the11
only change in operation being that UGI Gas will prospectively12
determine if DSIC re-sets under 66 Pa. C.S. §1358(b)(3) are13
required by reference to its consolidated quarterly financial reports;14
and15

j. State Tax Adjustment Surcharge rates.16

The Company estimates that there are approximately two dozen routine filings made to17

the Commission covered by these functions. The need for the duplicate and triplicate18

reports, however, would be eliminated at such time when the Commission approves19

uniform rates for the three rate districts. Again, the merger of the three companies is an20

essential first step in realizing these additional efficiencies and savings.21

22

B. Operational Efficiency23

Q. Please discuss the operational efficiencies that the Company has identified in24

connection with the merger.25

A. Again, the Company has not performed a comprehensive analysis of the operational26
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efficiencies that will result from the merger. However, we have identified at least three1

areas where the merger will result in operating efficiencies: gas supply transactions,2

information technology, and natural gas infrastructure.3

First, as part of its gas supply function, the Companies currently manage three4

separate portfolios. Due to the contiguous and in some cases, overlapping or5

interconnected portions of the three service territories, the Companies engage in6

numerous inter-company gas supply transactions that need to be recorded and reconciled.7

Each of those transactions must be entered into our gas transaction information system8

and accounted for to ensure that the dollars associated with the transaction are assigned to9

the correct legal entity. These transactions can involve deliveries directly from the10

interstate pipeline system or at interconnections between two of the distributions systems.11

Elimination of this tracking and accounting would allow our gas supply personnel to12

focus more on improving our gas supply processes rather than processing transactions13

that are only necessary due to different corporate forms. Again, approval of the merger is14

an essential first step to realizing these additional savings and efficiencies.15

Second, and more immediately, the Companies have identified potential areas of16

interconnection among them that would allow more cost-effective system reinforcement17

projects. A review of the map provided in UGI Exhibit PJS-2 shows numerous instances18

where the service territories of the three proposed rate districts are adjacent to each other.19

Throughout these locations, future interconnections between distribution systems would20

provide system reliability and reinforcement benefits. Among these locations are21

Shoemakersville (UGI Gas -UGI CPG), Lewisburg (UGI CPG-UGI PNG), Pittston (UGI22

CPG-UGI PNG), and Northumberland (UGI CPG-UGI PNG). Furthermore, as the23
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distribution systems continue to grow and extend towards each other, additional1

interconnect opportunities are certain to arise, such as along State Route 611 in the2

Stroudsburg / Mt. Pocono area (UGI Gas -UGI CPG). While there are currently several3

system interconnects between the companies, they are limited to major transfer points4

because of the requirement for metering equipment necessary to track volumes delivered5

into the downstream utility, the need to track and assign the cost of the transportation6

service provided to the downstream utility, and the need to track the related gas supply7

costs. Subsequent to the merger, and following the eventual consolidation of rate8

districts, a greater number of interconnects within the distribution systems becomes more9

practical and cost-effective.10

Additionally, combining UGI Gas, UGI CPG, and UGI PNG will simplify future11

asset management system configurations as the operating division will be organized12

under a single corporate structure. UGI plans over the next several years to replace13

aging IT systems that are utilized in project planning, work management, mapping,14

record management, etc. Planning these systems based on a merged entity should reduce15

project coding costs and ongoing operating costs. From the basic tasks of updating rates16

into the billing system to updating data, blending this information into one uniform and17

singular format will make updating that information simpler and more efficient.18

19

C. Capital Efficiency20

Q. Please explain how the merger will enable UGI to become more capital efficient.21

A. Currently, UGI is the source of long-term debt and a level of working capital financing22
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for UGI, UGI CPG, and UGI PNG. Cash requirements of UGI CPG and UGI PNG are,1

in part, met from funds loaned by UGI out of its cash reserves that are augmented by debt2

issued exclusively by UGI. These debt and financing arrangements have been approved3

by the Commission through the issuance of securities certificates and affiliate interest4

arrangements.5

Post-merger, the arrangements internal to the three companies will be eliminated6

and UGI will no longer need to address the capital requirements of the separate7

subsidiaries except as part of UGI, and all capital requirements will be blended into one8

tier at UGI, thereby eliminating the need to service the subsidiary loan requirements.9

The efficiency discussed here is similar to the administrative efficiencies10

discussed above. The cash transactions between the Companies will no longer be11

necessary due to the consolidated corporate entity, and the same is true for the inter-12

company debt and financing arrangements, tracking separate bank accounts of different13

corporations, and other redundant cash management activities. This reduction in activity14

will allow the Company’s cash management function to operate more efficiently.15

16

D. Regulatory Efficiency17

Q. Please discuss the efficiencies that can be obtained in the regulatory context.18

A. As discussed in the context of administrative efficiency, UGI Gas, UGI CPG, and UGI19

PNG currently interface with the Commission in triplicate across a broad spectrum of20

issues and matters. As noted above in the Administrative Efficiencies section, this21

includes a substantial number of annual, quarterly, and other periodic filings submitted to22

the Commission, including but not limited to: Annual Reports filed pursuant to 52 Pa.23



24
17102017v1

Code §59.48; Chapter 71 earnings reports; Chapter 73 depreciation reports; base rate1

proceedings, Purchased Gas Cost filings; and DSIC filings; LTIIP filings; and Asset2

Optimization Plan filings. Currently, each report and filing is separately made for UGI3

Gas, UGI PNG and UGI CPG and, where applicable, is subject to regulatory scrutiny in4

triplicate. The need for multiple submissions places resource burdens on the three5

companies, from initial preparation of three filings, to managing and responding to three6

sets of data requests, and litigating three matters to a final decision by the Commission.7

It also places burdens on several departments within the Commission staff to process, act8

upon, and to decide issues presented where formal action is required and requires other9

parties such as the Office of Consumer Advocate and Office of Small Business Advocate10

to expend valuable resources to evaluate and participate in related proceedings.11

The savings from rate litigation alone is substantial. Just from a general rate case12

expense perspective alone, we believe that the savings among the Companies could be in13

the magnitude of $500,000- $1,000,000 in legal and expert fees every four years. Lesser14

but still substantial savings would be derived from single LTIIP filings, single PGC15

filings, single Asset Optimization Plan filings, etc. Parties to those proceedings would16

expend fewer resources hiring consultants and devoting internal resources to UGI Gas17

matters.18

Similarly, the Companies today have a number of affiliated interest agreements19

for various services, provided between and among themselves, the cost of which need to20

be separately tracked in accordance with those agreements. These arrangements are21

necessitated only because of the separate corporate forms of UGI, UGI CPG, and UGI22

PNG. Once the corporations are merged, the need to charge costs among the23
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corporations disappears and the need for the agreements disappears. Accordingly, the1

Commission benefits by not having to manage the inter-affiliate relations of UGI CPG,2

UGI PNG, and UGI because they will be part of one consolidated public utility with a3

Gas Division and an Electric Division.4

5

Q. How would the Commission ensure that the costs being allocated among the6

different rate districts are reasonable without affiliate interest agreements?7

A. The opportunity for reasonable cost allocation review will remain in the context of a8

general rate proceeding before the Commission through the use of a class cost of service9

study. Because there is no difference in the quality of the service among the rate10

districts, it would be unnecessary to maintain costs structure differences among them.11

Separate financial reporting and cost accounting between the Electric Division and the12

consolidated Gas Division would be maintained.13

14

Q. Are there other regulatory benefits?15

A. Yes. The proposed merger is the first step to eliminate the need for multiple filings and16

reports to the Commission. Merging UGI Gas, UGI PNG, and UGI CPG into one gas17

utility will reduce the number of filings and reports required to be submitted, and reduce18

the amount of effort the Commission and its staff, as well as other public parties, will19

need to expend to provide regulatory oversight of UGI Utility’s natural gas distribution20

business. The merger will simplify the relationship between UGI and the Commission,21

and other stakeholders by combining the three gas utilities into one. This combination22

will enable the Commission to measure UGI Gas’s performance as one gas utility, and23
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ensure that service to our customers is safe and reliable, and that our rates are just and1

reasonable.2

As discussed above, while some filings (e.g., DSIC-eligible plant, purchased gas3

costs, Universal Service Programs, EE&C, etc.) will initially need to be submitted4

separately for each rate district, the efforts to do so are small compared to the time5

savings obtainable by the merger and would be eliminated through future consolidated6

filings that UGI would propose and the Commission would review in the future.7

8

VII. IMPACTS ON CUSTOMERS, EMPLOYEES, AND THE COMPETITIVE9
MARKETPLACE10

A. Customers11

Q. Mr. Szykman, how will the merger affect the Company’s customers?12

A. Our customers will experience significant benefits from the merger from the efficiencies13

discussed in Section V. of my testimony. Many of these benefits will occur immediately14

or shortly after the merger, while some other benefits will not occur until uniform rates15

are established. Approval of the merger, however, is an essential first step in the process16

towards achieving these benefits. And, in the meantime, the Company’s cost structure17

should remain below what it otherwise would have been without the merger, all else18

being equal.19

Another source of benefits will be the future elimination of the various20

programmatic differences between UGI CPG, UGI PNG and UGI Gas that exist merely21

because of the historic happenstance of operating three separate gas utilities. These22

differences include the fact that 1) while UGI PNG and UGI Gas both have Energy23
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Efficiency and Conservation (EE&C) Programs, UGI CPG does not; 2) differences1

among the various choice and transportation programs; and 3) differences among the2

rates charged to our customers. Elimination of the differences in the first two categories3

should be relatively neutral as the existing differences are typically in tariff rules4

governing minor aspects of the Company relationship with its customers. As for the third5

category, merging the costs structures of the three separate utilities will not affect the6

Company’s overall revenue requirement, but some customers will ultimately see higher7

rates than they might otherwise due to the differences in the current cost structure, but at8

the same time, other customers will see lower rates. Importantly, however, customer9

rates will not change as a result of the merger. And, any changes in customer rates as a10

result of uniform rates cannot occur without prior Commission approval. In any event,11

there are various ratemaking tools to mitigate the impact by moving customers to uniform12

rates gradually over time.13

In addition, it is important to recognize that each of UGI CPG, UGI PNG and14

UGI Gas have long histories of mergers and acquisitions. UGI Gas is the result of the15

consolidation of a number of independently-owned or spun-off gas businesses having16

different costs structures and rates charged to their respective customers. The same is17

true for UGI CPG and UGI PNG. However, in each case, the rate structures and rates18

from each of the rate districts within each of UGI CPG, UGI PNG and UGI Gas were19

blended into one either upon acquisition or over time. Similarly, the rate structures of the20

UGI North, UGI Central, and UGI South can be blended over time with Commission21

oversight and approval.22

23
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Q. How will the merger affect low income customers and the Company’s Universal1

Service Programs?2

A. The merger should result in little change to service provided to low income customers,3

whether for those who participate in Universal Services programs or for those who do4

not. The Companies’ Universal Service Programs today are managed in an integrated5

fashion by a group within our Customer Operations Department and share common sets6

of systems, rules and processes. Program rules and other characteristics will continue to7

be reviewed and approved by the Commission post-merger through the Triennial8

Universal Service Program Filings.9

10

Q. Will the Company continue to use community-based organizations (CBOs) in the11

administration and operation of its Universal Services Programs.12

A. Yes. The merger itself will have no impact on our use of CBOs in our Universal Services13

Programs. The Company reserves the right, however, to modify its programs subject to14

Commission approval for the purpose of making the programs more effective. So long15

as the CBOs remain effective participants, their role should remain materially unchanged.16

17

Q. Will low income customers under the Company’s Customer Assistance Programs18

(CAP) experience changes in the amount they pay?19

A. No. Upon completion of the merger, rate districts will be retained and there will be no20

impact on CAP customers. As the percentage of income plans for each rate district will21

not change as a result of the merger, CAP customers will be unaffected.22

23
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Q. Does the Company propose a measure of tracking Universal Service program1

participation after the merger?2

A. Yes, the Company intends to develop a baseline for CAP participation as of the closing3

date of the merger. This will measure CAP and LIURP participation by geographic area.4

We will then re-measure participation at the end of each fiscal year. These statistics will5

be available to the Commission and the parties to this proceeding. These statistics will6

enable the Company to measure the effectiveness of our Universal Services programs7

throughout the consolidated gas service territory.8

9

B. Employees10

Q. How will the merger affect the Company’s employees?11

A. The merger will favorably impact the Company’s employees in a number of contexts.12

First, employees who see their administrative, accounting and regulatory functions13

simplified will have the opportunity to develop greater proficiency in other work14

functions, which will benefit their career development. With UGI-1 and the UNITE15

program, the Company needs employees who are proficient users of related new16

information systems as subject matter experts on those systems. Freeing up the time of17

the employees whose work will be simplified by the merger, will allow those employees18

to focus their energies on learning the new systems, developing new processes around19

them and to train new employees to become proficient more rapidly.20

Second, and relatedly, where task simplification may cause the Company to21

require fewer employees, those affected employees will have more succession planning22

opportunities than exist currently. As employees retire and otherwise naturally leave the23
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business, opportunities will arise that place existing employees in a better position for1

succession planning than under the separate corporate form where employees have less2

opportunity to learn additional functions and develop their careers because they are3

required to perform tasks that are otherwise unnecessary in a merged business.4

Third, the bulk of the employees who work in the field, including employees5

subject to collective bargaining and related contracts, will be unaffected by the merger.6

Field work will continue to be driven by the needs of our customers, system operating7

risk, and growth opportunities. As operating synergies allow us to plan for supply and8

infrastructure development more cost-effectively, more growth opportunity will occur9

and the amount of field work performed by our employees will increase, thereby10

benefitting the Company’s field employees, as has occurred over the past few years with11

the large increase in capital spending and initiatives at the field operations level.12

13

C. Impact on Competitive Natural Gas and Electric Markets14

Q. How will the merger affect the Company’s gas choice and non-gas choice15

transportation marketplace, and the Company’s electric choice marketplace?16

A. The merger will benefit the competitive marketplace by providing the Company an17

opportunity to create additional uniform rules that improve the efficiency of the natural18

gas marketplace. Due to the historic circumstance of operating UGI Gas, UGI CPG, and19

UGI PNG as separate gas utilities, various differences in gas choice and non-gas choice20

rules exist among the systems despite significant movement toward commonality as part21

of prior rate cases to-date. As an example, only the UGI Gas system has a purchase of22

receivables program; UGI CPG and UGI PNG do not. Moreover, on the non-choice23
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side, differences exist between the gas supply balancing rules. For example, a 10% basic1

daily balancing tolerance exists on UGI Gas and a 2.5% basic daily balancing tolerance2

exists on UGI CPG and UGI PNG. Other examples include the requirement that Natural3

Gas Suppliers have three separate natural gas supplier licenses if they want to do business4

on each of the three gas utilities; bond requirements are also calculated on a company by5

company basis rather than on a combined basis. The merger will have no significant6

impact on our electric choice competitive markets.7

8

Q. Does the Company intend to continue movement towards uniform gas choice and9

non-gas choice transportation program rules in the future?10

A. Yes. First, the Company intends to initiate a collaborative process open to all Natural Gas11

Suppliers and other stakeholders to discuss and, where consensus can be achieved, make12

a tariff filing to create uniform rules without the need to file a base rate proceeding.13

Second, for other areas where consensus cannot be achieved collaboratively, the14

Company will make a proposal to complete the move towards uniformity as part of a15

post-merger base rate case.16

17

Q. What is the time table for accomplishing the first step?18

A. The Company will initiate the collaborative process on the various program rule19

differences within thirty (30) days after the close of the merger. On the issues where20

consensus can be achieved, the Company will make a tariff filing in accordance with21

collaborative consensus. To be clear, all issues pertaining to the Company’s gas choice22

and non-gas choice transportation markets may be raised in the collaborative.23
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1

Q. Does this conclude your direct testimony?2

A. Yes, it does.3
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R-2009-2105904 UGI Penn Natural Gas; Purchased Gas Cost 1307(f)
R-2009-2105909 UGI Central Penn Gas; Purchased Gas Cost 1307(f)
R-2010-2214415 UGI Central Penn Gas; Base Rate Case
R-2015-2518438 UGI Utilities, Inc. – Gas Division; Base Rate Case
R-2016-2580030 UGI Penn Natural Gas; Base Rate Case
R-2017-2640058 UGI Electric; Base Rate Case
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I.  INTRODUCTION 1 

Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS 2 

ADDRESS? 3 

A. My name is Jerome D. Mierzwa.  I am a Principal and Vice President of Exeter 4 

Associates, Inc. (“Exeter”).  My business address is 10480 Little Patuxent Parkway, 5 

Suite 300, Columbia, Maryland 21044.  Exeter specializes in providing public utility-6 

related consulting services. 7 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 8 

EXPERIENCE. 9 

A. I graduated from Canisius College in Buffalo, New York in 1981 with a Bachelor of 10 

Science Degree in Marketing.  In 1985, I received a Master’s Degree in Business 11 

Administration with a concentration in finance, also from Canisius College.  In July 12 

1986, I joined National Fuel Gas Distribution Corporation (“NFGD”) as a Management 13 

Trainee in the Research and Statistical Services Department (“RSS”).  I was promoted 14 

to Supervisor RSS in January 1987.  While employed with NFGD, I conducted various 15 

financial and statistical analyses related to the company’s market research activity and 16 

state regulatory affairs.  In April 1987, as part of a corporate reorganization, I was 17 

transferred to National Fuel Gas Supply Corporation’s (“NFG Supply”) rate 18 

department where my responsibilities included utility cost of service and rate design 19 

analysis, expense and revenue requirement forecasting, and activities related to federal 20 

regulation.  I was also responsible for preparing NFG Supply’s Federal Energy 21 

Regulatory Commission (“FERC”) Purchased Gas Adjustment (“PGA”) filings and 22 

developing interstate pipeline and spot market supply gas price projections.  These 23 
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forecasts were utilized for internal planning purposes as well as in NFGD’s 1307(f) 1 

proceedings. 2 

In April 1990, I accepted a position as a Utility Analyst with Exeter.  In 3 

December 1992, I was promoted to Senior Regulatory Analyst.  Effective April 1, 1996, 4 

I became a principal of Exeter.  Since joining Exeter, I have specialized in evaluating 5 

the gas purchasing practices and policies of natural gas utilities, utility class cost of 6 

service and rate design analysis, sales and rate forecasting, performance-based 7 

incentive regulation, revenue requirement analysis, the unbundling of utility services, 8 

and evaluation of customer choice natural gas transportation programs. 9 

Q. HAVE YOU PREVIOUSLY TESTIFIED IN REGULATORY 10 

PROCEEDINGS ON UTILITY RATES? 11 

A. Yes.  I have provided testimony on more than 300 occasions in proceedings before the 12 

FERC, and state utility regulatory commissions in Arkansas, Delaware, Georgia, 13 

Illinois, Indiana, Louisiana, Maine, Massachusetts, Montana, Nevada, New Jersey, 14 

Ohio, Rhode Island, Texas, Utah, and Virginia, as well as before the Pennsylvania 15 

Public Utility Commission (“Commission”).  16 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 17 

A. On March 8, 2018, UGI Utilities, Inc. (“UGI Utilities”), UGI Penn Natural Gas, Inc. 18 

(“PNG”), and UGI Central Penn Gas, Inc. (“CPG”) (collectively, the “Companies”) 19 

filed a Joint Application seeking all necessary approvals and authority to accomplish 20 

the merger of PNG and CPG with and into UGI Utilities.  Exeter has been retained by 21 

the Pennsylvania Office of Consumer Advocate (“OCA”) to assist in evaluating the 22 

Companies’ proposed merger.  My testimony presents my recommendations 23 

concerning the proposed merger. 24 
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Q. PLEASE DESCRIBE THE COMPANIES’ JOINT APPLICATION IN 1 

GREATER DETAIL. 2 

A. In the Joint Application, the Companies are seeking all necessary approvals and 3 

authority to accomplish the merger of PNG and CPG with and into UGI Utilities, 4 

including the abandonment of natural gas service by PNG and CPG, and UGI Utilities’ 5 

adoption of the existing PNG and CPG tariffs, certificates of public convenience, and 6 

other items necessary to complete the merger.  This will result in UGI Utilities having 7 

three rate districts: UGI South (formerly UGI Gas), UGI North (formerly PNG), and 8 

UGI Central (formerly CPG).  The Companies propose to separately maintain and file 9 

a number of items, including purchased gas cost portfolios and rates, Energy Efficiency 10 

and Conservation programs, Universal Service programs and budgets, Long-Term 11 

Infrastructure Improvement Programs (“LTIIPs”), and Distribution System 12 

Improvement Charges (“DSICs”).  However, the Companies propose to submit the 13 

financial reports required under Chapter 71 of the Commission’s regulations, annual 14 

reports required under 52 Pa. Code § 59.48, and other required reports on a consolidated 15 

basis.  16 

Q. DOES THE JOINT APPLICATION PROVIDE FOR THE 17 

CONSOLIDATION OF BASE RATES? 18 

A. No, it does not.  The existing rates of UGI, PNG, and CPG will remain in place.  19 

However, the Joint Application indicates that it is the intention of the Companies to 20 

consolidate base rates in future rate case filings. 21 

Q. CAN A DECISION ON CONSOLIDATION OF BASE RATES BE MADE 22 

IN THIS CASE? 23 
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A. No.  It will be important to review any future proposal based upon a detailed plan, 1 

adequate cost of service information and a full identification of any efficiencies and 2 

benefits to customers.  Each of the Companies serves different service territories, and 3 

the costs associated with providing service in each territory are different.  To examine 4 

whether the consolidation of rates will benefit ratepayers, as a condition of this merger 5 

application, the Companies should be required to continue to maintain separate cost of 6 

service and accounting records until the Companies’ next rate case.  This will allow 7 

interested parties to fully evaluate the impact of the merger on rates.  In the next rate 8 

case, the Companies can present a proposal to consolidate rates and should present the 9 

individual district revenue requirements and cost of service studies as well as the 10 

identified efficiencies and benefits so that the proposal can be properly evaluated.   11 

Q. ARE THERE OTHER CONCERNS WITH THE COMPANIES’ PROPOSAL 12 

IN THIS CASE? 13 

A. Yes.  The Companies are proposing to file one Chapter 71 financial report as a result 14 

of this case.  Until the rates and operations are consolidated, each company should 15 

continue to file a separate Chapter 71 financial report.  This is particularly important in 16 

relation to the DSIC since the Chapter 71 financial report provides the information 17 

necessary for an important consumer protection that accompanies the DSIC.  If a 18 

company is earning more than the authorized rate of return as determined by the 19 

Chapter 71 financial report, the DSIC must be zeroed out until the authorized rate of 20 

return falls below the authorized level.  Combining the Chapter 71 financial report of 21 

the three companies could have the unintended effect of allowing one division to avoid 22 

this protection simply because of a lower rate of return in the other two divisions.  Until 23 



Direct Testimony of Jerome D. Mierzwa  Page 5 

 
 

consolidation, each division should have a separate Chapter 71 financial  report and 1 

separate DSIC based on the approved LTIIP for the division.    2 

Q. DOES THE OCA OPPOSE ADOPTING UNIFORM TERMS AND 3 

CONDITIONS UNDER THE COMPANIES’ SUPPLIER TARIFFS? 4 

A. No, the OCA does not oppose adopting uniform supplier tariffs. 5 

Q. WILL THE COMPANIES CONTINUE TO SEPARATELY TRACK 6 

SPENDING ON UNIVERSAL SERVICE PROGRAMS UNDER THE 7 

MERGER? 8 

A. The Companies have indicated that they will continue to separately track spending on 9 

Universal Service Programs under the merger, and the Companies should continue to 10 

maintain their current spending levels.  The Companies’ rate districts currently have 11 

different spending levels and needs related to Universal Service Programs, and as such 12 

the Companies must continue to track spending and need by district, and maintain 13 

current spending levels in each rate district after the merger is complete. 14 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 15 

A. Yes, it does. 16 
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INTRODUCTION

2 Q. State your name and business address, and tell us on whose behalf you are testifying?

3 A. I am James L. Crist, President of Lumen Group, Inc. a consulting firm focused on

4 regulatory and market issues. My business address is 4226 Yarmouth Drive, Suite 101,

5 Allison Park, Pennsylvania 15101. lam presenting testimony on behalf Dominion Energy

6 Solutions, Inc. (“DES” or “Dominion”), Shipley Choice, LLC d!b/a Shipley Energy

7 (“Shipley”), Interstate Gas Supply, Inc. dlb/a IGS Energy (“IGS”), and Rhoads Energy

8 (“iThoads”) (collectively, “NGS Parties”). The NGS Parties are each Choice natural gas

9 suppliers (“NGS” or “Choice Supplier”) to Choice customers in UGI territory and other

10 areas of Pennsylvania.

11

12 Q. Briefly describe your educational experience and relevant qualifications.

13 A. I have a B.S. in Chemical Engineering from Carnegie Mellon University and an M.B.A.

14 from the University of Pittsburgh. I have operated a consulting practice for the past 15

15 years, focused on reguJated and deregulated energy company strategy, market strategy,

16 regulatory issues, and overseeing the transition to competitive retail markets. In one of my

17 consulting assignments, I served as the Vice President of Customer Markets for ACN

18 Energy, a retail marketer ofgas and electricity in seven states. Prior to that, I was employed

19 by three major energy companies for a total of 19 years. Most recently I was Vice President

20 of Marketing for Equitable Resources. In that function, I was responsible for the

21 development of strategy for customer choice programs and oversaw the company’s

22 participation in the first residential customer choice program in Rock Valley, Iowa. in

23 1996.
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Prior to my employment at Equitable Resources, I was Vice President of Marketing for

2 Citizens Utilities. In that role I was responsible for gas, electric, water and wastewater

3 marketing activities across several service territories in the United States. Under my

4 direction, Citizens Utilities initiated commercial and industrial transportation and supply

5 services at its gas operation in Arizona. I directed significant gas supply contracting

6 activities with large industrial and commercial customers at Citizens Utilities’ gas

7 operation in Louisiana.

8 1 was the Marketing Director at Peoples Natural Gas of Pittsburgh, Pennsylvania, during

9 1988 through 1994, where I was actively involved in many gas transportation programs as

10 the company introduced competition for residential customers. In summary, I have

11 considerable experience in several states fostering the transition to competitive retail

12 markets.

13

14 Q. Have you previously testified before the Pennsylvania Public Utility Commission?

15 A. Yes, I have appeared before the Pennsylvania Public Utility Commission (“Commission”)

16 in several gas and electric regulatory proceedings. Additionally, I provided testimony on

17 a variety of issues relating to energy procurement, industry restructuring, and demand

18 response before regulatory commissions in Arizona, Illinois, Maryland and the U.S. Virgin

19 Islands. I have testified in several UGI proceedings including the 2010 proceeding on

20 Choice issues and the supplier tariff, the 2011 proceeding of UGI Utilities, Inc. — Gas

21 Division (“UGP’), UGI Penn Natural Gas, Inc. (“PNG”), UGI Central Penn Gas, Inc.

22 (“CPG” and, together with UGI and PNG, the “UGI System” or “Companies”) which dealt

23 with Choice and supplier issues, the 2012 case that implemented a Gas Procurement

7
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Charge (“GPC”) pursuant to an order of the Commission directing the Companies to do so,

2 and the 2015 base rate case at Docket R-2015-25 18438. For several years, I have been

3 representing the Natural Gas Suppliers in their efforts to foster a level playing field with

4 fair requirements that do not place customers who wish to shop at a financial disadvantage.

5

6 Q. Who are the members of the NGS Parties?

7 A. They are Dominion, Shipley, IGS, and Rhoades, and I will describe each of them in more

8 detail.

9

10 Q. Please describe Dominion Energy Solutions, Inc.

11 A. Dominion has been active in the Pennsylvania retail choice natural gas markets since 1997

12 and currently serves a combined total of approximately 141,200 residential and commercial

13 & industrial gas customers on the Columbia Gas of Pennsylvania, PECO, PNG (Equitable

14 Division), PNG, and UGI Utilities and UGI Penn Natural Gas systems. DES anticipates

15 continuing to offer service on these utility systems in the future.

16

17 Q. Please describe Shipley.

18 A. Shipley Energy commenced operations in 1929 and is a fuel oil, biothel, propane,

19 electricity and natural gas supplier based in York, Pennsylvania. Shipley sells natural gas

20 in Pennsylvania, Maryland and Ohio. Shipley has been active in Pennsylvania natural gas

21 markets since 1998 and serves residential, commercial and industrial Pennsylvania gas

22 customers on the UGI, PECO and Columbia Gas of Pennsylvania systems.

23

3
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1 Q. Please describe lOS Energy.

2 A. IGS Energy has over 25 years’ experience serving customers in competitive markets

3 throughout the country. IGS Energy serves over I million gas and electric customers

4 nationwide in 12 states and in over 45 utility service territories. In Pennsylvania IGS

5 currently serves natural gas and electric customers across a multi-utility footprint. The IGS

6 family of companies (which includes, lOS Energy, 105 CNG Services, 105 Solar, 105

7 Generation, and 105 Home Services) provides customer focused energy solutions that help

8 customers take control of their energy needs. In addition, 105 operates four satellite offices

9 in the Commonwealth, and employs over 100 sales and managerial staff at those locations.

10

11 Q. Please describe Rhoads.

12 A. Rhoads Energy started operations in 1917 as a local kerosene supplier in Lancaster County,

13 PA. Today, Rhoads serves 5 counties, including Lancaster, Chester, Montgomery, Berks

14 and Lebanon with a full line of delivered energy products. The company’s offerings

15 include natural gas, propane, heating oil and motor fuels along with NVAC installation and

16 service. Rhoads has been serving gas to the UGI and PECO markets since 2011 and has

17 focused primarily on the residential and commercial customer base.

18

19
20 PURPOSE OF TESTIMONY

21 Q. Why are the Natural Gas Suppliers participating in this case?

22 A. UGI Utilities, Inc. (“UGI” or “Company”) which currently operates UGI Utilities- Gas

23 Division (“UGI Gas”) has proposed to merge its other two currently independent natural

24 gas distribution utilities, UGI Penn Natural Gas, Inc. (“PNG”), UGI Central Penn Gas, Inc.

4
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(“CPG”) into UGI. The Company has claimed that such a merger will benefit not only the

2 Company but also its customers through efficiencies in the form of administrative,

3 regulatory, capital deployment and operational gains which will allow the Company to

4 process necessary tasks more efficiently. In his direct testimony (UGI Statement No. 1)

5 Mr. Szykman cites many administrative savings of tasks and time that will benefit the

6 Company. There are a number of regulatory filings that now will be consolidated, reducing

7 the number of required filings to one-third of the previous volume. Although Mr. Szykman

8 identified a number of tasks that will no longer require duplication which will result in

9 freeing up available man-hours he did not propose a reduction of employees or an operating

10 expense saving due to this merger. Instead Mr. Szykman claims that those employees who

11 find a time on their hands will be redeployed on tasks that facilitate the streamlining of

12 business process to improve service to customers.

13

14 Q. Did the Company proposed to consolidate its rate structures at the time of the

15 merger?

16 A. No. There are still some significant price differences in the distribution rates of each of

17 the three operating utilities. Mr. Szykman proposes to make such regulatory rate changes

18 in a thture base rate proceeding.

19

20 Q. What do you find lacking in Mr. Szykman’s testimony?

21 A. What is missing is a strong commitment to remedy a number of the operational

22 inconsistencies so that customers and suppliers may be working under uniform set of rules

23 to meet the needs of Choice customers and non-Choice transportation customers. The

5
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Company specifically identified Purchase of Receivable Programs and Choice program

2 rules and requirements as ifinctions it intends to keep on a separate rate district basis. This

3 is not acceptable. While on the surface Mr. Szykman’s proposed merger seems to make

4 sense, streamlining and consolidating the operational rules that natural gas suppliers must

5 deal with on a daily basis is also just plain common sense that must be done at the same

6 time.

7

8 Q. Does the Company recognize the need to improve its rules regarding Choice and non-

9 Choice transportation markets?

10 A. Yes. Mr. Szykman provides a few examples that the Company has identified for

11 improvement. They include the existence of a Purchase of Receivable program (“POR”)

12 which is currently only offered on UGI Gas but should be offered across the entire UGI

13 System. He also points out the discrepancies between the Gas Supply balancing rules such

14 as the 10% daily balancing tolerance on UGI Gas yet a 2.5% daily balancing tolerance on

15 CPG and PNG. All three operating units should be consistent in the daily balance

16 intolerance and should offer the 10% daily balance tolerance limit currently in place at UGI

17 Gas. He notes that currently there is a requirement that a natural gas supplier have three

18 separate natural gas supplier licenses to do business in each of the three gas divisions. He

19 cites the bond requirements for financial security that are currently calculated for each of

20 the individual distribution companies rather than on a combined basis and identifies that as

21 an item that can be consolidated. Mr. Szykman proposes to discuss these and other issues

22 of concern with natural gas suppliers and other stakeholders in a collaborative process.

23 While a collaborative process is necessary for many of the issues it is also important to

6
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1 recognize that some issues may be improved promptly upon closure of the merger and not

2 require additional collaborative discussion. In my testimony I review all the issues that are

3 of concern to natural gas suppliers along with our recommended solution and timetable for

4 each of the issues.

5

6 Q. Should this merger be allowed to proceed as Mr. Szykman has described?

7 A. No. It is important that the Company merger not be approved without adoption of the

8 several changes that benefit Choice and non-Choice transportation customers. The

9 Company’s proposed method of waiting until 30 days following the close of the merger

10 and then conducting a collaborative process will only delay the implementation of these

11 important changes and I am concerned it will remove some of the focus and efforts of the

12 Company on a timely resolution of the natural gas supplier issues. I will separate the issues

13 that can be addressed now, and those issues that are appropriately topics for a collaborative

14 shortly after the merger closure.

15 In this merger case the Company has filed is an opportunity to improve the manner which

16 it renders service to customers and suppliers.

17

18 TESTIMONY ISSUES

19

20 Q. What is the focus of your testimony?

21 A. There are several issues that individually and collectively will improve the manner that

22 customers seeking alternatives to obtaining natural gas supply from UGI can obtain that

23 supply from competitive suppliers of natural gas. The long-standing policies of the

7
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Commonwealth to promote competition and to remove barriers that inhibit Customer

2 Choice can be better served by making several changes in the manner that UGI conducts

3 its business following its requested merger. I will address these issues:

4 1. Unified supplier tariff. A uniform tariff for transportation customers including

5 Choice customers, and suppliers must be provided for the merged company, establishing

6 uniformity of rules in each of the UGI Gas rate districts governing choice and, separately,

7 non-choice transportation programs. While Mr. Szykman proposed to delay the

8 development and implementation of a unified supplier tariff, I proposed just the contrary,

9 that such a tariff is a pre-requisite to the merger’s closing.

10 2. Licensing of natural gas suppliers in all three areas. Currently natural gas

II suppliers must be licensed in each of the three operating companies individually in the

12 operating companies to provide transportation services within that company. This

13 requirement should change with the closure of the merger and any existing license supplier

14 in any one of the three operating companies should then be permitted to operate across the

15 UGI System without need to obtain additional licensing. Any new supplier should be

16 required to only obtain one license which would apply across UGI.

17 3. Switching Process. The switching process at UGI simply takes too long. Unlike

18 other gas distribution utilities, on UGI it can take up to two billing cycles after a customer

19 is enrolled to finalize that customers’ switch to an alternative gas supplier. For example,

20 and enrollment/rate change sent to UGI Gas on 1/3 1, would not take effect 2/1 but instead

21 would take effect on 3/1 which will result in a frustrated customer and can result in financial

22 disadvantage to the customer. When customers do the work of analyzing alternative

23 suppliers and make a decision to select a certain supplier they expect and are entitled to the

8
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benefits of that decision at the earliest possible moment which would be the

2 commencement of the very next billing cycle. I recognize that the Commission is currently

3 undertaking a rulemaking (Docket L-2016-2577413) addressing the customer switching

4 process for those customers that elect to be served by a Choice supplier. The desirable

5 rules for UGI post-merger would be that customer switches will be done effective at the

6 beginning of the very next billing cycle following when the customer request was made.

7 For example, a customer making such a request on the last day of his current billing cycle

8 should be switched commencing with the next day which is the first day of the new billing

9 cycle. Because it is likely that the Commission will set a switching standard that is similar

10 to the switching standard in place for electric Choice, I propose that UGI accept and

11 implement such a change currently as it will likely be required to make an improvement

12 over its current practice. I recognize there may be information system modifications that

13 are necessary to improve the switching speed which the merged company will operate.

14 Information system improvements are discussed in Mr. Szykman’s testimony as one of the

15 major issues the Company will be undertaking. It is important that the supplier issues that

16 require information system improvements are given a high priority and therefore the

17 Company should be required to offer switching capability by the very next billing cycle

18 within 90 days of the closure of the merger.

19 4. Capacity issues. Currently UGI does not allow suppliers to manage their own

20 capacity necessary to move gas onto the UGI system and manage the storage of the gas

21 obtained by suppliers for customers. Each mandatory assignment of capacity or costs,

22 and each mismatch between the value of assigned capacity and the cost of that capacity,

23 saddles a natural gas supplier with decisions made by UGI that may not be the choices that

9
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1 the natural gas supplier would have made. These forced choices are a burden for the natural

2 gas supplier and make it difficult to compete to provide gas supply to utility customers,

3 since the natural gas supplier loses the ability to optimize its supply, transportation, and

4 storage choices and costs. The more existing contractual structure that is forced onto the

5 natural gas supplier, the less flexibility the natural gas supplier has that will alLow it to

6 make business decisions that are designed to improve the supply options that it can present

7 to customers. It is hard to compete if many of the choices that affect your supply pricing

8 are made by the entity that you are trying to outperform. This should be changed and

9 suppliers should be able to manage their own capacity and storage to meet the needs of the

10 Choice customers.

11 5. Storage. UGI does not provide physical storage to NGSs. Instead the NGS must

12 purchase a bundled gas service from the Company to meet the winter demand of Choice

13 customers. This arrangement is inferior to actually releasing the capacity to the NOS for

14 it does not allow the NGS similar flexibility. The present substitute offering of UGI

15 includes a ratchet mechanism that causes increased costs to suppliers. To create equality,

16 I recommend NGSs be allocated physical storage, or virtual storage which would allow

17 more flexibility than the present approach. UGI does not provide the hill value of the

18 transportation capacity that suppliers are assigned. The NGS should have the option of

19 purchasing released capacity, both pipeline and storage to meet their customers’ needs. For

20 example, with regard to the capacity from Leidy, which an NGS can purchase on a monthly

21 basis; the NGS pays hill tariff price for the capacity but can only use it to deliver gas to the

22 UGI city gate. The capacity should include delivery rights beyond the city gate to the

23 Transco mainline pooling point #210. UGI’s current policies put an NGS at a disadvantage

10



NGS Parties’ Statement No. I

I because they pay ftdl price for the capacity but do not receive the fUll value. In fact, VOl

2 then is able to either use or market off-system the capacity to Transco mainline pooling

3 point #210 for its own benefit. Such capacity has value and the supplier, not the Company,

4 should be able to realize the value for capacity.

5 6. Purchase of Receivables. As Mr. Szykman has already observed, only UGI Gas

6 currently offers a purchase of receivable POR program -- this should be extended to CPG

7 and PNG. Upon closure of the merger UGI should implement the same POR program

8 across its entire system without delay.

9 7. Budget Billing. Budget billing is a requirement that utilities must offer to

10 residential customers. The current budget billing programs of the three operating units are

11 not consistent and this should be improved. Currently, if a budget billing customer

12 switches from the Company’s supply service (default service) to an alternative supplier or

13 between two suppliers, the Company requires that the customer payoff any unpaid balance

14 prior to the switch being performed. In the case where a customer may wish to make a

15 switch in winter heating season, it is possible that the customer’s gas bill balance could be

16 relatively large and therefore the requirement to pay that balance in fUll prior to being

17 allowed to switch suppliers creates a barrier to the customers wanting to switch. When

18 there is a uniform purchase of receivables program in place as Mr. Szykman describes,

19 then the policy issue of forcing customers to true up and pay and their bill balance prior to

20 a switch would not be necessary. If there is a delay in the Company implementing the POR

21 program in CPG or PNG in the interim then the requirement to pay any balance in full prior

22 to a switch must be removed.

11
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8. Financial Security. The Financial Security requirement that a Choice Natural Gas

2 Supplier must meet should be uniform across the entire UGI System. This change may be

3 made immediately and not require any delay beyond the closure of the merger. The amount

4 for financial requirement should be reasonable and I would recommend to modify the

5 financial surety requirements applicable to Natural Gas Suppliers on the consolidated UGI

6 distribution system to reflect 1) a minimum surety level ofS35.000; or 2) if higher, the sum

7 of the surety level requirements calculated on a customer basis in accordance with the Gas

8 Choice Supplier Tariffs of the UGI North, UGI South and UGI Central rate districts.

9 9. Gas Supply issues. The process now in place at UGI to reconcile and balance gas

10 supplies to customer demand contains an adjustment mechanism tolerance band of +1-

11 10%. However, the cash in/cash out process ignores this tolerance band and forces NGSs

12 to remedy a mismatch of supply and demand via the UGI cash in/out process in entirety.

13 For example, if a supplier is 15% long (overdelivered) then UGI will cash in (purchase the

14 excess supplier gas at prices less than the supplier paid) for all 15%, rather than just taking

15 it down to the 10% tolerance band. This process should be changed so that UGI would just

16 cash in for 5% and keep the ending balance at 10% long. Changing the current cash in/out

17 methodology is an internal process that should not require intensive information system

18 programming. The change in this policy should be done upon closure of the merger across

19 UGI.

20 10. Metering issues. To properly manage customer gas supplies an NGS must have

21 accurate and timely customer metering data. The installation of automated meter reading

22 devices on all non-choice transportation customer meters was addressed by UGI Gas in

23 Docket No. P-2017-2607269 and should proceed with meter installation.

12
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1 Q. Should the Company hold a collaborative to discuss issues affecting transportation

2 customers?

3 A. Yes. Mr. Syzkman proposed such a collaborative, although he wanted to punt all the NGS

4 issues into the collaborative and not address them until after the closing of the proposed

5 merger. I have rejected such a delay in addressing several issues as reviewed in this

6 testimony. There are still several remaining issues that must be discussed in a collaborative

7 to develop solutions that work for NGS, customers, and the Company. Such a collaborative

8 should be held prior to September 30, 2018 and may require additional meetings after that.

9

10 Q. Does this conclude your Direct Testimony?

11 A. Yes.

12

13
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