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Peoples Natural Gas Company LLC

REPLY OF PEOPLES NATURAL GAS COMPANY LLC TO THE
EXCEPTION OF THE OFFICE OF SMALL BUSINESS ADVOCATE

William H. Roberts, II (ID # 54724) Michael W. Gang (ID # 25670)
Peoples Natural Gas Anthony D. Kanagy (ID # 85522)
375 North Shore Drive Devin T. Ryan (ID # 316602)
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L INTRODUCTION

Peoples Natural Gas Company LLC (“Peoples Natural” or the “Company”), pursuant to
52 Pa. Code § 5.535, hereby respectfully submits this Reply to the Exception of the Office of
Small Business Advocate (“OSBA”). In a well-reasoned and detailed Recommended Decision
(“RD”), Administrative Law Judge Joel H. Cheskis (the “ALJ”) recommends approval of: (1) the
Joint Petition for Approval of Settlement Stipulation (“Settlement”) filed on July 9, 2019, which
resolved most of the issues in the instant base rate proceeding; and (2) the Company’s proposal
to adopt a standard allowance of 150 feet of main line per residential customer to establish new
service, which was the only issue reserved for litigation. .

In its Exception to the RD, OSBA no longer contests Peoples Natural’s 150-feet main
line allowance proposal. However, OSBA claims that the ALJ erred in not including Ordering
Paragraphs that direct the Company to assign all of the costs for the main line extensions under
this proposal, including any “subsidy” that may be created, to the residential customer class in
future base rate proceedings.

As explained in this Reply, OSBA’s Exception éhould be denied. Peoples Natural has
not sought any ratemaking treatment regarding its proposal in this case. Indeed, the Company
did not reflect any capital costs in this case for its 150-foot main line allowance proposal. In
addition, it is not known at this time what level of costs will be incurred by the time of the
Company’s next base rate proceeding and to what extent the revenue generated from the
proposal will benefit all customer classes, not just residential customers. Therefore, any
directive regarding future allocation of the costs associated with the proposal is premature. It is
better to avoid a directive regarding cost allocation at this time given the unknown benefits that

all classes could receive. As explained by the ALJ, all parties will have the opportunity to
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present their cost allocation proposals regarding the extensions in the next proceeding and such
proposals can reflect the actual experience and/or the 150-foot allowance.

Furthermore, OSBA’s requested Ordering Paragraphs are based on its erroneous claim
that a “subsidy” will be created by the Company’s proposal. In the RD, the ALJ completely and
correctly rejected OSBA’s argument that a “subsidy” will be created by the Company’s proposal.
(RD at 56.) The ALJ further found that: (1) even if costs were passed through to general
ratepayers, the amount of those costs would be small; and (2) any alleged “subsidy” needs to be
viewed from the broader perspective of the proposal’s pﬁblic benefits shared by all ratepayers in
expanding natural gas service. (RD at 59.) An important point to consider is that in the next
proceeding, parties may dispute whether a subsidy exists or does not exist. Thus, no Ordering
Paragraphs should be based on OSBA’s claim that a “subsidy” may be created by Peoples
Natural’s 150-foot main line allowance proposal since such costs would not be recovered from
customers until base rates are redetermined. Again, it is better to allow each party to present its
proposal in the next base rate proceeding when all of the costs and benefits can be reviewed.

For the reasons explained below, the Company respectfully requests that the
Pennsylvania Public Utility Commission (“Commission”) deny OSBA’s Exception and adopt the
well-reasoned RD without modification.

II. REPLY TO EXCEPTION

A. REPLY TO EXCEPTION NO. 1 - THE ALJ CORRECTLY DID NOT
INCLUDE ORDERING PARAGRAPHS REGARDING THE FUTURE
ALLOCATION OF COSTS UNDER PEOPLES NATURAL’S 150-FOOT
MAIN ALLOWANCE PROPOSAL

In the RD, the ALJ recommends approval of the Settlement and the Company’s proposal
to install the first 150 feet of main line without charge for each residential applicant that applies

for a line extension. (RD at 55-60.) As part of his review, the ALJ explicitly rejected OSBA’s
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claim that the Company’s proposal would result in residential applicants paying inadequate
contributions in aid of construction (“CIACs”) toward the extension of the Company’s mains to
provide natural gas service. (RD at 56.) Specifically, the ALJ declared “[i]t is unclear in the
record that there will be a subsidy, or a shift of costs, for other customers to pay.” (RD at 56.)
Indeed, the record demounstrated that a “historical examination of all of Peoples residential main
line extensions in 2017 and 2018 shows that the average allowable project cost per residential
customer under the proposal is substantially lower than the average allowable investment under
the current policy.” (RD at 56.) Thus, based on the record evidence, the ALJ rejected OSBA’s
argument that the Company’s proposal would create a “‘subsidy” for new residential applicants
that would be passed on to “general ratepayers.” (RD at 56.)

In its Exception to the RD, OSBA no longer challenges Peoples Natural’s 150-foot main
line allowance proposal. (OSBA Exception at 2.) Howeéver, OSBA contends that the ALJ erred
in not including Ordering Paragraphs that direct the Company to allocate all of the costs
associated with its proposal, including any “subsidy” that may be created, to the residential
customer class. (OSBA Exception at 2.) OSBA’s Exéeption is without merit and should be
denied.

First, any Commission directive regarding the allocation of the costs under Peoples
Natural’s proposal would be premature. Peoples Natural did not reflect any additional revenues
or capital costs in this case for its 150-foot main line allowance proposal. (PNG RB at 6.) When
the Company actually does reflect the costs associated ‘with the proposal in a future base rate
proceeding, all parties, including OSBA, can review the Company’s residential extensions and
propose to allocate amounts to the classes as they deem to be appropriate. (RD at 57, 59.) Other

parties may take different positions on any “subsidy” in future base rate proceedings than OSBA
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based upon the benefits that all customer classes may receive from the proposal. For example,
although the extension rule applies to residential customers, these extensions could allow
customers from other classes, such as the small business élass, to obtain natural gas service when
they otherwise would not have received service. Thus, qntil these costs are reflected in the
Company’s base rate case and parties can review all of the costs and benefits of the extensions, it
is premature for the Commission to declare how these costs should be allocated and recovered by
Peoples Natural. (PNG RB at 6.)

Second, OSBA’s requested Ordering Paragraphs are based on its erroneous claim that a
“subsidy” will be created. OSBA viewed any reduction in the average CIAC paid by a
residential applicant as compared to the current policy to be a “subsidy” that would be passed
onto general ratepayers. (RD at 56.) However, the ALJ completely and correctly rejected
OSBA'’s claim that the evidence supports that a subsidy will be created by the Company’s
proposal. (RD at 56, 58-59.) As noted by the ALJ, a “historical examination of all of Peoples
residential main line extensions in 2017 and 2018 shows that the average allowable project cost
per residential customer under the proposal is substantially lower than the average allowable
investment under the current policy.” (RD at 56.)

Moreover, in the next proceeding, parties may dispute whether a subsidy exists or does
not exist, based upon their definition of subsidy. The ALJ correctly determined that OSBA’s
claim of an alleged “subsidy” needs to be viewed from a broader perspeqtive of the proposal’s
benefits. (RD at 59.) Specifically, “to the extent that a portion of the costs to change Peoples’
main line extension policy is passed through to general ratepayers,” the ALJ held that “the
amount to be passed through is small and offset by the pﬁblic benefits that all ratepayers share by

promoting the use and availability of natural gas.” (RD at 59.) Thus, even if the costs associated
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with the Company’s proposal were passed onto generql ratepayers, those ratepayers arguably
would not be paying a “subsidy” because they share in the public benefits of promoting the
expansion of natural gas service. Given this potential dispute, it is better to allow each party to
present their own cost allocation proposals in the next proceeding based upon the facts at that
time.

Based on the foregoing, OSBA’s Exception No. 1 should be denied.
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o1 CONCLUSION

WHEREFORE, for all the foregoing reasons, as well as those more fully explained in the
well-reasoned Recommended Decision of Administrative Law Judge Joel H. Cheskis, Peoples
Natural Gas Company LLC respectfully requests that the Pennsylvania Public Utility
Commission: (1) deny the Exception filed by the Office of Small Business Advocate; and (2)

adopt the Recommended Decision without modification.

Respectfully submitted,
William H. Roberts, IT (ID # 54724) " Michael W. Gang (ID # 25670)
Peoples Natural Gas Anthony D. Kanagy (ID # 85522)
375 North Shore Drive Devin T. Ryan (ID # 316602)
Pittsburgh, PA 15212 Post & Schell, P.C.
Phone: 412-208-6527 17 North Second Street, 12™ Floor

E-mail: William.H.Robertsll@peoples-gas.com  Harrisburg, PA 17101-1601
Phone: 717-731-1970
Fax: 717-731-1985
E-mail: mgang@postschell.com
akanagy@postschell.com
dryan@postschell.com

Date: August 27,2019 Counsel for Peoples Natural Gas Company LLC
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