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PREPARED DIRECT TESTIMONY

OF ROBERT M. HOVAI\EC

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Robert M. Hovanec, and my business address is 205 North Main Street, Butler,

Pennsvlvania 16001.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed as President, Chief Operating Officer and Chief Financial Officer of Peoples

TWP LLC (hereinafter "PTWP" or the "Company"). I am also the Senior Vice President and

Chief Financial Officer of Peoples Service Company LLC ('?SC"). Pursuant to the affiliated

interest agreements between Peoples Natural Gas Company LLC ("Peoples") and PSC, and

between PTWP and PSC, which were approved by the Pennsylvania Public Utility Commission

(the "Commission") in Docket Nos. G-2012-2290014 and G-2012-2291735, PSC provides

certain administrative services to Peoples and PTWP.

AS PRESIDENT OF PTWP. DO YOU HAVE OVERALL RESPONSIBILITY FOR

MAINTAINING THE FINANCIAL STABILITY AND DAILY OPERATIONS OF THE

COMPAI\Y?

Yes. As a Commission regulated natural gas distribution company, our primary mission is to

provide safe and reliable natural gas distribution service to our customers. To this end, it is

critical that the tariff rates for such gas service provide the appropriate level of Operating

Revenues necessary to support our mission.

a.

A.
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PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND EMPLOYMENT

EXPERIENCE.

I graduated from Indiana University of Pennsylvania in May 1976 with a Bachelor of Science

Degree, having majored in Accounting and Economics. After graduation, I was employed as an

Auditor with Arthur Andersen LLP in the large commercial audit division until April 1981.

Next, I was employed as the Senior Internal Auditor for FSC Corporation. I joined T.W.

Phillips Gas and Oil Co. ("T.W. Phillips"), PTWP's predecessor, in October 1981 and have

remained there to the present time. I am a Certified Public Accountant, having obtained my

certificate in Pennsylvania in 1978.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE A REGULATORY COMMISSION?

Yes, I have represented PTWP and its predecessor as a witness in the Commission's

Investigation of Gas Cost Rate No. 5 proceedings and the 1983, 1989,1995,2000, 2006 and

2010 base rate proceedings before the Commission at Docket Nos. R-832339, R-891566, R-

953406, R-005459, R-051178 and R-2010-2167797. I have also testified in the Company's

Purchased Gas Cost Adjustment proceedings from 1985 to 2012, the Company's Restructuring

of Services proceeding at Docket No. R-994790 and other isolated Commission proceedings.

Finally, I was the primary witness in the 2010 Application proceeding filed with the

Commission under which 100% of the equity interest of T.W. Phillips was transferred to the

LDC Holdings II LLC ("Holdings II"), an indirect subsidiary of SteelRiver Infrastructure Fund

North America LP ("SteelRiver"), at Docket No. 4-2010-2210326.

a.

A.
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1 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

2 A. First, I will provide an overview of the corporate history of PTWP and its predecessor. Next, I

3 will introduce the other PTWP witnesses in this proceeding. The bulk of my testimony will

4 address the accomplishments of PTWP since its acquisition by Holdings II in May 2011.

5 Specifically, I will address each of the implementation activities associated with the terms and

6 conditions of the settlement incorporated in the Commission Order approving the acquisition. I

7 will also sponsor certain exhibits which are set forth as Appendix A to this testimony.

8

9 Q. PLEASE PROVIDE A BRIEF CORPORATE HISTORY OF PTWP AND ITS

10 PREDECESSORS.

11 A. PTWP and its corporate predecessors in interest have been serving the public continuously

12 since 1896 and have acquired the utility plants and properties of the following companies on

13 the dates set forth below:

14 DATE COMPANY

15 July 20, 1904 T.W. Phillips Sons and Company

16 August 15. 1904 Home Natural Gas Company

17 August 25,1904 Enterprise Natural Gas Company

18 November 29,1905 Mahoning Gas & Heat Company

19 November 29,1905 Citizens Fuel Company

20 August 25,1916 Independent Natural Gas Company

21 April25,1966 R.C. Emst Gas Company

22 September ll,1974 Anderson Gas Company

23 June 30, 1988 Acme Natural Gas Co.

Peoples TWP Statement No. I
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T. W. Phillips was incorporated on February 25, 1975, under the Pennsylvania Business

Corporation Law. At the close of business on February 28,I975, pursuant to the Commission's

Certificate of Public Convenience and Order dated December 16, 1974, and issued at

Application Docket No. 4-98887, T.W. Phillips acquired all the gas utility assets and business

previously carried on by a corporation named T.W. Phillips Gas and Oil Company which

subsequently changed its name to TWP INC.

On January 31, 1989, the Company purchased from National Fuel Gas Distribution Corporation

a portion of its assets associated with gas utility service in Mars and Callery Boroughs and in

Adams, Butler, Forward, Oakland, Penn, and Summit Townships, Butler County, Pennsylvania.

A Certificate of Public Convenience, docketed at A-122350 and dated January 12,1989, was

issued by the Commission approving the transfer which affected approximately 1,250

residential and commercial customers.

On May 24,2071, Holdings II purchased the stock of T. W. Phillips and T.W. Phillips was

merged into PTWP.

PTWP's charter territory includes Allegheny, Armstrong, Beaver, Butler, Clarion, Clearfield,

Indiana, Jefferson, and Westmoreland Counties, Pennsylvania. Gas service is authorized in all

localities where the Company has pipelines, and a list of the communities where gas service is

available is set forth in PTWP's existing and proposed tariffs.

PLEASE PROCEED WITH THE INTRODUCTION OF PTWP'S WITNESSES.

PTWP's other witnesses, and the subject matter of their testimony, are:

4

Peoples TWP Statement No. I



1

2

3

4

5

6

7

8

I

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Paul W. Becker, Vice President Engineering, will discuss PTWP's Smart Modernization Plan

which will result in the planned replacement of all bare steel pipe within the next 20 years,

PTWP's pipeline related capital expenditures budget requirements, and PTWP's activities to

improve the safe operation of its system on a day-to-day basis. (Peoples TWP Statement No.

2)

Gregory A. Sciullo, Vice President, Corporate Controller, will sponsor the accounting filing

requirements and explain how the accounting records of PTWP are maintained under industry

standards. (Peoples TWP Statement No. 3)

Jon H. Skoog, Vice President, Gas Supply, will describe the operational characteristics of the

PTWP system, the derivation of PTWP's system volume requirements, and proposed changes

to PTWP's tariff provisions related to customer choice and natural gas transportation service.

(Peoples TWP Statement No. 4)

Sadie John Kroeck, Director, Customer Relations, will describe PTWP's Universal Service

Programs and support the Company's proposed changes to improve and expand some of those

Programs. (Peoples TWP Statement No. 5)

Paul Moul, Managing Consultant, P. Moul & Associates, will present an independent

assessment of the fair rate of return that PTWP should be authorized to earn on its investment

in providing gas delivery service to customers. (Peoples TWP Statement No. 6)

Anthony Caldro, Rates Consultant, will present the calculation of the Company's rate base,

5
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including support for the Company's cash working capital requirement. (Peoples TWP

2 Statement No. 7)

3

4 John Spanos, Vice President, Gannett Fleming, Inc. will sponsor a depreciation study that

5 determined PTWP's annual depreciation accrual rates. (Peoples TWP Statement No. 8)

6

7 James Warren, a tax partner in the law firm of Miller & Chevalier, will sponsor and support

8 the Company's tax calculations for ratemaking purposes and the tax-related information

9 provided by PTWP in response the Commission's rate filing regulations. (Peoples TWP

10 StatementNo.9)

11

12 Dawn Folks, Rate Analyst, will discuss the Company's calculation of historical and projected

13 revenues, including customer counts and volume projections and the rate contribution for

14 competitive accounts at present rates. (Peoples TWP Statement No. 10)

15

16 Lynda W. Petrichevich, Manager, Rates and Regulatory Affairs, will identify PTWP's revenue

17 requirements and identify and explain PTWP's operating and maintenance expenses for the

18 Historic Test Year, Future Test Year, and the Fully Forecasted Future Test Year. (Peoples

19 TWP StatementNo. 11)

20

21 Russ Feingold, Vice President, Black and Veach Corporation will sponsor the cost of service

22 allocation studies prepared by his firm for use in the rate case. (Peoples TWP Statement No.

23 12)
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Andrew Wachter, Manager, Rates and Regulatory Affairs, will explain how rates were

designed to produce that the revenue requirement described in PTWP witness Lynda

Petrichevich's testimony. (Peoples TWP Statement No. l3)

PLEASE DESCRIBE THE SETTLEMENT TERMS CONTAINED IN THE

COMMISSION ORDER APPROVING THE APPLICATION NOTED ABOVE AND

THE IMPORTANCE OF PTWP'S IMPLEMENTATION ACTIVITIES ASSOCIATED

WITH SUCH SETTLEMENT TERMS.

As I previously mentioned, on }l4ay 24,2011, Holdings II acquired T. W. Phillips, and T.W.

Phillips was merged into PTWP. The acquisition was approved by the Commission in Docket

No. 4-2010-2210326. The approval occurred after the parties to the case proposed a Joint

Settlement of All Issues (the "Settlement"). On April I, 2013 PTWP filed with the

Commission an Acquisition Settlement Annual Report for the calendar year 2012. The

implementation activities, undertaken by PTWP during calendar year 2012, associated with the

Settlement terms provide a clear blueprint of the important steps taken by PTWP in upgrading

certain aspects of its gas operations, customer service, information technology, community

support, human resources and other functional areas. The following section of my testimony

provides a summary of the implementation activities associated with the Settlement terms.

PLEASE DISCUSS THE SPECIFIC RATEMAKING ISSUES CONTAINED IN THE

SETTLEMENT?

There were seven ratemaking issues contained in the Sefflement. I have highlighted each of the

issues below and provided a response indicating how such issues are reflected in this case.

A.

a.

A.
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A. Settlement Provision: The acquisition premium shall be calculated in accordance with

GAAP and shall be excluded from rate base when establishing future base rates.

o The recovery of the acquisition premium has not been included in this rate case.

B. Settlement Provision: All transaction and transition costs associated with the

acquisition shall be excluded from recovery when setting base rates.

o No such recoverv of these costs is included in this rate case.

C. Settlement Provision: A base rate credit shall be applied in next PTWP base rate case

proceeding.

o A Sl0 million base rate credit has been included in this rate case.

D. Settlement Provision: No base rate increase shall be applied prior to January 1,2014.

o The effective date of rate increase proposed in this rate case is on or after

January 1,2014.

E. Settlement Provision: Costs for any non-regulated capital projects or costs that are not

for the purpose of providing service to distribution customers will be excluded from

base rates.

o No such CAPEX has been incurred nor has such capital costs been included in

this rate case.

F. Settlement Provision: The application of a capital structure within the range of

comparable gas utilities.

o PTWP is proposing a capital structure of 50Yo equity, 50% debt.

G. Settlement Provision: Deferred Tax recoverv shall be based on the Federal

normalization rules

o The recovery of deferred taxes in this rate case is consistent with the Federal

normalization rules.
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PLEASE ADDRESS THE SPECIFIC AFFILIATE RELATED ISSUES CONTAINED

IN THE SETTLEMENT.

First, in the Settlement, PTWP committed that it would seek Commission approval of all new

or amended agreements with affiliates consistent with Chapter 2l of the Public Utility Code.

Consistent with that commitment, PTWP made the following affiliated interest filings since

the acquisition:

A. On February 24, 2012, PTWP filed, at Docket No. G-2012-2290018, an affiliated

interest agreement to provide for the exchange of certain operational services between

PTWP and Peoples. This Agreement was approved, by Secretarial Letter, on

September 5,2012.

B. On March 2,2012, at Docket No. G-2012-2291735, PTWP made a filing for approval

of a Service Agreement between PTWP and PSC. This Agreement was approved, by

Secretarial Letter, on June 5,2012.

C. During 2011, PTWP filed for Commission approval of a gas exchange agreement

between itself and Peoples (the "GEA") at Docket No. G-2011-2265150. The GEA

was approved by the Commission by Secretarial Letter issued March 15,2012. Since

then, PTWP filed for Commission approval of two separate amendments to the GEA.

The first was approved by the Commission on July 13, 2012, and the second was

approved on January 29,2013. Both requests were filed in Docket Number G-2011-

2265150.

Additionally, PTWP made four other commitments in the Settlement related to affiliated

issues. I have highlighted each of the commitments below and provided a response indicating

how each has been met.
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A. Maintenance of reasonable accounting controls and pricing protocols shall be

maintained to govern transactions with affiliates.

o All affiliated transactions have been in accordance with existine Commission

approved affi liated interest agreements.

B. Reasonable access to books and records, and employees of affiliates, shall be provided,

upon request, to all regulatory parties.

o PTWP has, and will continue to provide such access to the regulatory parties.

C. Access will be provided, upon request, to all regulatory parties, to presentations given

by Holdings II, its parent, and SteelRiver to any common stock, bond, or bond rating

analysis that pertain to PTWP.

o No such requests were made in2012, thus no reports were provided.

D. Access will be provided, upon request, to all regulatory parties, to any reports filed

with U.S. Securities and Exchange Commission.

o No reports were filed with the U.S. Securities and Exchange Commission in

2012.

17 A. PLEASE DESCRIBE THE MANAGEMENT RELATED TERMS CONTAINED IN

18 THE SETTLEMENT?

19 A. Four commitments were made related to the management of PTWP. I have highlighted each

20 of the commitments below and provided a response indicating how such commitments have

21 been met.

22 A. There shall be no change in ownership or control in PTWP without Commissron

l0

23 approval.

Peoples TWP Statement No. 1



1

2

3

4

5

6

7

8

o

10

11

12

13

14

15

16

17

18

o PTWP did not experience any change in ownership or control since May 24,

2011.

B. The Chief Executive Office for PTWP shall be a different individual than the Chief

Executive Officer of Peoples.

o I am currently the President of PTWP while Morgan K. O'Brien is the

President of Peoples.

C. PTWP's corporate headquarters shall remain within its service territory for at least ten

years.

o PTWP's corporate headquarters remains in Butler, Pennsylvania and its

primary corporate officers (President and Vice President - Engineering), field

engineering, gas control, accounting and customer service departments are

located at this address.

D. Field Office and staffing shall be maintained at sufficient levels to maintain safe,

adequate and reliable service.

o All field offices have been maintained and the hourly manpower levels have

been maintained at levels sufficient to maintain safe, adequate and reliable

service.

1e a. PLEASE DISCUSS pTWp'S COMMITMENT TO IMPROVE CUSTOMER SERVICE.

20 A. In the Settlement, PTWP agreed to dedicate the necessary resources to achieve specified

21 customer service metrics. PTWP has been making remarkable progress in achieving and

22 surpassing the specified metrics. Set forth below is a table that shows the performance

23 metrics.

ll
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2012

Actual

20t2

Goal

I Call Center: o/o calls answered w/in 30 seconds 85% >70%

2 Call Center: Average busy out rate 0% <0.5Yo

3 Call Center: Average Call Abandonment Rate 2% a7%

4 # Customer disputes not issued a report w/in 30
davs

0% <3Yo

3a o/o Meters not read as required by 56.12 (6 months) .0lo <0.l7%o

5b %o Meters not read as required by 56.12 (12
months)

.00% <0.02Yo

6a Gas Safety Response Time (within 60 minutes) 99.2% >99Yo

6b Gas Safety Response Time (min. 90o/o in each
district)

5 out of5 5 out of5

7 Percent of bills not rendered once everv billins
oeriod

.0r% <0.Utyo

PLEASE DESCRIBE PTWP'S COMMITMENT REGARDING PLANT

INVESTMENT.

As part of the Settlement, PTWP committed to make a minimum cumulative capital

investment of $36 million for calendar years 2012 through 2014 which would be designed to

improve safety and reliability of service. PTWP fuither commiffed to increase its investment

in replacement of bare steel and aging infrastructure by dedicating at least 50% of the

incremental cumulative capital investment in excess of $8.7 million to the replacement of bare

steel and aging infrastructure. During calendar year 2012, PTWP invested $12.2 million in

plant which represents l/3 of the 2012-2014 commitment. During calendar year 2012, $6.8

million was expended for the replacement of bare steel and aging infrastructure. Of the total

$3.5 million in increased total capital, the Company spent 63% ($2.2 million) on bare steel and

aging infrastructure which exceeded the 50o/o requirement.
t2
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1 Q. HAS pTWp MATNTAINED A 50/s0 DEBT/EQUITY RATIO EVEN THOUGH ITS

2 CAPEX SPENDING HAS INCREASED?

3 A. Yes. The funding of all of the capital investments discussed in the immediately preceding

4 question has included both Equity Capital and Debt in the appropriate amounts to insure that a

5 50/50 debt/equity ratio is maintained.

6

7 Q. PLEASE DESCRIBE PTWP'S COMMITMENT REGARDING UNIVERSAL

8 SERVICES?

I A. PTWP agreed to continue to fund its Universal Service programs consistent with the needs

10 analysis prepared using the same procedures that were used to develop the needs analysis that

11 was presented in conjunction with its 2010 base rate case. PTWP further committed to adhere

12 to the commitments made in the Settlement of its 2010 base rate case.

13

14 a. HAS TWP MET THESE COMMTTMENTS?

15 A. Yes. During 2011, PTWP implemented a new Percentage of Income based Customer

16 Assistance Program which is consistent with the recommendations of the Commission for

17 such programs. Further, PTWP continues to administer its Universal Service Programs

18 consistent with the Settlement of the 2010 base rate case.

19

20 a. PLEASE DISCUSS THE PTWP LOW INCOME USAGE REDUCTION PROGRAM

21 ("LIURP',) COMMITMENT.

22 A. The Sefflement provided for an increase in the current funding for PTWP's LIURP of S10,000

23 per year until the effective date of the next base rate case. As discussed in PTWP witness

24 Sadie Kroeck's testimony (Peoples TWP Statement No. 5), during 2012, all unspent money

13

Peoples TWP StatementNo. I



1 for LIURP, including the additional $ 10,000, was carried forward to 2013. Funds were carried

2 over from prior years due to contractor scheduling concerns, however, measures are being

3 taken to fully utilize the funds going forward.

4

5 Q. PLEASE DISCUSS THE COMMITMENTS MADE REGARDING THE DOLLAR

6 ENERGY FUND.

7 A. Commencing January l, 2012, PTWP committed to contribute a minimum of $35,000 of

8 shareholder funds annually for three years to the Dollar Energy Fund. In20l2, PTWP donated

I $35,000 to the Dollar Energy Fund for grants for eligible customers and an additional $15,000

10 to Dollar Energy for administrative funds.

11

12 A. PLEASE DISCUSS THE COMMITMENTS MADE REGARDING CONTRIBUTIONS

13 TO THE BUTLER COUNTY EMERGENCY RELIEF INITIATIVE _ UNITED WAY

14 oF BUTLER COUNTY (*BERI'').

15 A. PTWP committed to continue its charitable contribution to the BERI of a minimum of $5,000

16 per year for the three years commencing January 1,2012. In2012, the Company made an

17 annual contribution of $5.000 to BERI.

18

19 A. HAVE ANY OF THE CONTRIBUTIONS FOR LIURP, DOLLAR ENERGY FUND

20 AND BERI THAT YOU JUST DISCUSSED BEEN RECOVERED THROUGH RIDER

21 USP?

22 A. No, none of these costs are currently recoverable through Rider USP. These contributions

23 have been funded bv PTWP's owners.

I4
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A.
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HAS PTWP CONTRIBUTED AT LEAST $15.OOO TO COMMUNITY

ORGANIZATIONS IN CALENDAR 2012?

Yes. In calendar 2012 PTWP made $171,114 of corporate contributions to various community

organizations. The PTWP employees have also been very active during calendar year 2012.

Community involvement included key sponsorship and employee participation in the Butler

Bantam Jeep Festival, Butler Holiday Parade, Produce to People, Daffodil Days for the

American Cancer Society and the Butler County Children & Youth Adopt A Child At

Christmas Program. Employees also collected and shipped over 500 pounds of supplies to the

420th Engineering Route Clearance Company stationed in Afghanistan. Lastly, the PTWP

United Way campaign raised a combined total of $68,208 to fund four United Way

organizations throughout its service territory. The PTWP corporate donation of $37,104 (a

dollar to dollar match of the employees' donations) greatly exceeded the historical level of

$3,300.

HAS PTWP MAINTAINED ADEQUATE GAS SUPPLY PROCUREMENT

PERSONNEL?

Yes. All PTWP gas supply personnel in place as of May 201I have been maintained and

incorporated into a combined Gas Supply department with Peoples, pursuant to the

Commission approved affiliated interest agreements I previously discussed.

HAS PTWP EVALUATED THE MERITS OF INSTALLING INTERCONNECTIONS

BETWEEN THE PTWP AND PEOPLES PIPELINE SYSTEMS?

Yes. As I previously discussed, PTWP has obtained Commission approval for a GEA (Gas

Exchange Agreement) between itself and Peoples, which agreement provided for the use of

l5
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two new interconnections between PTWP and Peoples. Since the approval of the GEA on

March 15, 2012, two additional interconnections have been approval between PTWP and

Peoples.

DID PTWP CONVENE A COLLABORATIVE TO DEVELOP A STRATEGY TO

PROMOTE RETAIL NATURAL GAS COMPETITION ON ITS SYSTEM AND TO

DEVELOP CONSISTENT RULES AND PROCEDURES TO ENCOURAGE CHOICE

PROGRAMS?

Yes. In August 2012, PTWP held a meeting which was attended by the regulatory parties,

natural gas suppliers, customers and other interested parties. A strategic plan was presented

for implementing Choice on the PTWP system and utilizing, as appropriate, the Peoples'

Choice rules and procedures. In March 2013, a new PTWP Choice Transportation Program

was presented to the regulatory parties and several interested natural gas suppliers and

comments were requested by PTWP. PTWP has included revised tariff sheets in this filing to

implement new Choice procedures as discussed in the direct testimony of PTWP witness Jon

Skoog (Peoples TWP Statement No.4).

HAS THE COMPAI\Y PRESENTED PROPOSALS TO REDUCE LOST AND

UNACCOUNTED FOR GAS (*LUFG"X

PTWP submitted a comprehensive LUFG analysis report in the context of the 20ll 1307(D

proceeding; updates were provided in the Company's 2012 and2013 1307(f) proceedings.

A. DID PTWP AND PEOPLES EVALUATE THE POSSIBILITY OF FORMING A

SERVICE COMPANY TO PROVIDE SERVICES TO BOTH COMPANIES?

A.

a.

A.

t6
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A. Yes. In March 2012, a Joint Petition was filed by Peoples and PTWP for the approval of

certain affiliated interest agreements under which administrative services can be provided to

the named affiliates of each company. The cost allocation specified in such affiliated interest

agreements are reflected in this rate case filing. As I previously discussed, in June 2012, the

Commission approved the applicable affiliated interest agreements.

DID PTWP FILE A PETITION WITH THE COMMISSION SUPPORTING A

COMMISSION GENERIC INVESTIGATION WITH RESPECT TO "GAS ON GAS"

COMPETITION AMONG PENNSYLVANIA NATURAL GAS DISTRIBUTION

UTILITIES?

Yes. PTWP, along with Peoples, the Commission's Bureau of Investigation and Enforcement,

the Office of Consumer Advocate, and the Office of Small Business Advocate joined in a

petition requesting that the Commission institute an investigation or rulemaking proceeding to

address issues relating to competition among NGDCs with overlapping service territories,

often referred to as "gas-on-gas" competition. In response, the Commission instituted a

generic investigation, docketed atP-2011-2277868 andl-2012-2320323. PTWP will actively

participate in this investigation and will fully abide by the final results of this process.

HAS PTWP PROPOSED IN THIS RATE CASE TO BLEND THE PURCHASED GAS

RATES OR BASE RATES OF PTWP AND PEOPLES?

No.

PLEASE PROVIDE A SUMMARY OF PTWP'S STRATEGIC BUSINESS PLAII?

PTWP's primary mission will be to continue to provide safe and reliable gas distribution

a.

A.

a.

A.

l7
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A.

service to all customers. Investments must include, but will not be limited to, the replacement

of bare steel pipe, the addition of technology to continue the improvement of customer service

and the maintenance of just and reasonable tariff rates to ensure that PTWP is a financially

viable gas distribution utility. PTWP intends to undertake this mission while employing its

corporate Vision and Values of Safety, Customer Commitment, Trust and Community.

WHY IS A RATE INCREASE NECESSARY FOR PTWP AT THIS TIME?

PTWP's continuing investment in its infrastructure is driving the need for increased base rates.

PTWP is experiencing higher costs resulting from increases in both its plant in service and its

labor component. Without a base rate increase, PTWP's revenues will no longer be adequate

to cover its costs to provide service and to provide an opportunity to earn a fair rate of return

on PTWP's investment.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes. I reserve the right to supplement my testimony as additional issues arise during the

course ofthis proceeding. Thank you.

a.

A.

l8
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PREPARED DIRECT TESTIMONY OF
PAUL W. BECKER

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Paul W. Becker. My business address is Peoples TWP LLC, 205

North Main Street. Butler, PA 16001.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Peoples TWP LLC ("PTWP" or "Company") as its Vice

President, Engineering. Pursuant to the affiliated interest agreements between

PTWP and Peoples Service Company LLC ("PSC") and between Peoples Natural

Gas Company LLC ("Peoples") and PSC, which were approved by the

Commission in Docket Nos. G-2012-229I735 and G-2012-2290014, I provide

engineering management services for both PTWP and Peoples.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

EMPLOYMENT EXPERIENCE.

I graduated from the University of Pittsburgh in 1984 with a Bachelor of Science

Degree in Engineering. ln 1997 I graduated from Duquesne University with a

Master of Business Administration degree. Shortly after graduation from the

University of Pittsburgh, I was employed by Carnegie Natural Gas Company

("Carnegie"), Pittsburgh, Pennsylvania. During the ten years I worked for

Camegie, I held various positions, starting in engineering, moving to District

Operations Superintendent, and finally to Manager of Transmission Operations. I

a.

A.
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A.

joined T.W. Phillips Gas and Oil Co. (now Peoples TWP) in June 1995 as

Assistant to the Vice President of Operations and Engineering. I was promoted to

Assistant Vice President of Operations and Engineering in 1996 and Vice

President of Operations and Engineering in 2008. After PTWP's acquisition by

LDC Holdings II, an indirect subsidiary of SteelRiver Infrastructure Fund North

America LP ("SteelRiver"), I was appointed Vice President, Field Operations. On

April 1, 2013, I took the position of Vice President, Engineering, my current

position.

My general areas of responsibility during my twenty-five plus years of

work experience have been in the engineering, construction, operation, and

maintenance of natural gas facilities primarily related to transmission and

distribution utility plant. I am a Professional Engineer in the Commonwealth of

Pennsylvania and I am a member of the American Society of Civil Engineers.

Over the course of my career I have been a member of various trade and

professional associations including the Energy Association of Pennsylvania and

most recently the American Gas Association.

HAVE YOU TESTIFIED PREVIOUSLY BEFORE THE PENNSYLVANIA

PUBLIC UTILITY COMMISSION (,,COMMISSION"X

Yes. I have testified on behalf of PTWP and the former T.W. Phillips Gas and

Oil Co. in a number of proceedings, including the 2000 Restructuring of Services

Filing at Docket No. M-00994790, 2006 base rate case at Docket No. R-

0005 1 178, 2010 base rate case at Docket No. R-201 0 -2167797 , and the purchased

Peoples TWP Statement No.2



I gas cost adjustment proceedings for the years 2008 through 2012 at Docket No.

2 R-2008-2013026, Docket No. R-2008-2075250, Docket No R-2009-2145441,

3 Docket No. R-2010-2211668, and Docket No. R-201l-2273539.

4

5 Q. WHAT ARE YOUR RESPONSIBILITIES AS VICE PRESIDENT OF

6 ENGINEERING?

7 A. I lead a consolidated engineering and compliance organization that is responsible

8 for engineering, design, compliance, facility planning, mapping, distribution

9 integrity program, transmission integrity program, claims, meter operations, and

l0 land and right-of-way.

11

12 a. WHAT rs rHE puRPosE oF YouR TESTTMONY rN THrS

13 PROCEEDING?

14 A. I will identify the filing requirements that I am sponsoring. Additionally, I will

15 address PTWP's pipeline system operations, PTWP's pipeline related capital

16 expenditures budget requirements, and PTWP's activities to improve the safe

17 operation ofits system on a day-to-day basis.

l8

19 A. WHAT FILING REQUIREMENTS ARE YOU SPONSORING?

20 A. A list of the filing requirements I am sponsoring is attached to my testimony as

2l Appendix A.

22

23 A. PLEASE DESCRIBE THE PTWP CAPITAL SPENDING PROGRAM.

3
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A. There are two main components of PTWP's capital spending program - (l)

information technology and telecom systems improvement and (2) gas delivery,

or pipeline infrastructure, improvement. I will focus on the pipeline infrastructure

improvement and describe the construction program that PTWP is undertaking.

PTWP's pipeline infrastructure capital budget is driven by the Smart

Modernization Plan. Smart Modemization is a comprehensive infrastructure

replacement program that targets the removal and replacement of bare steel

pipelines and associated servioes with a goal of completing that replacement

within 20 years. Candidate pipelines are identified and prioritized for

replacement and/or upgrade through a combination of risk ranking, capacity

analysis, operating history, and overall reliability. The Smart Modemization Plan

reflects a commitment of the owners of PTWP to supply capital needed to replace

older and higher risk pipeline and related equipment with newer pipe and

equipment, and it matches well with regulatory initiatives in the Commonwealth.

WHAT INITIATIVES ARE THOSE?

I am referring to the accelerated pipeline replacement programs encouraged by the

Commission and the General Assembly. The first initiative came out of the

PTWP 2009 management audit. There, the audit staff found that PTWP had the

highest percentage of bare steel pipeline to total pipeline of five Pennsylvania

Natural Gas Distribution Companies ("NGDCs") that were included in the

comparison panel. The audit recommendation was to expedite the replacement of

bare steel facilities within the distribution system infrastructure. In PTWP's 2012

a.

A.
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management audit implementation evaluation, the audit staff concluded that

PTWP had accelerated its bare steel replacement from 2008 through 201I but

continued to have the highest percentage of bare steel among the comparison

group. The audit report noted SteelRiver's acquisition of PTWP and SteelRiver's

commitment in the case approving the acquisition to invest a cumulative $36

million during the calendar years 2012 - 2014.

The next initiative was a Commission tentative order issued at Docket No.

M-2011-2271982 that would have required all NGDCs to file with the

Commission an accelerated Pipeline Replacement and Performance Plan designed

to replace all high-risk pipe over no longer than twenty years. This tentative order

was issued in November 20ll but has now been superseded by procedures

adopted in2012 as a result of the enactment of Act ll of 2012 ("Act 11").

Act I I authorized a new ratemaking procedure to permit NGDCs to put

into effect a Distribution System Improvement Charge ("DSIC") to recover on a

timelier basis the capital costs incurred in making infrastructure improvements. A

condition of putting a DSIC in effect is prior Commission approval of a Long-

Term Infrastructure Improvement Plan ("LTIIP"). The LTIIP must examine the

NGDC's current distribution system infrastructure, including its elements, age

and performance, and reflect reasonable and prudent planning of expenditures

over the course of many years to replace and improve aging infrastructure in order

to maintain safe, adequate and reliable service. There are seven required LTIIP

elements: (a) Types and age of eligible property; (b) Schedule for its planned

repair and replacement; (c) Location of the eligible property; (d) Reasonable

Peoples TWP Statement No. 2
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a.

A.

estimate of the quantity of property to be improved; (e) Projected annual

expenditures and measures to ensure that plan is cost effective; (f) Manner in

which replacement of aging infrastructure will be accelerated and how repair,

improvement or replacement will maintain safe and reliable service; and (g) A

workforce management and training program. The Commission has stated in its

order implementing Act I I that in its judgment, the core element of a LTIIP is the

demonstration of the manner in which replacement of aging infrastructure will be

accelerated and how repair, improvement or replacement will maintain safe and

reliable service.

GETTING BACK TO THE MANAGEMENT AUDIT IMPLEMENTATION

EVALUATION, HOW DID IT ADDRESS BARE STEEL PIPELINE?

The Commission's Audit Staff made the replacement rate of bare steel pipeline an

issue in PTWP's 2009 management audit. The Staff auditors noted that PTWP

had a larger percentage of bare steel pipeline as a component of all its system

pipeline than any other member of its comparison group. The audit

recommendation on this issue was that PTWP should expedite the replacement of

bare steel facilities within the distribution system infrastructure. Over the next

three years, PTWP increased its capital spending on pipeline renewal and

replacement and reduced the miles of bare steel pipe on its system from 1,100 to

972. Nevertheless, in PTWP's next management audit issued in 2012, the

auditors concluded that despite the improvement in bare steel replacement, PTWP

still had a higher percentage of bare steel pipeline in its system than did other

Peoples TWP Statement No.2
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a.

A.

members of its comparison group, and the audit recommendation on this issue

was that PTWP should continue the expedited pace of bare steel replacement

within the Company's distribution system.

PLEASE EXPLAIN THE STATUS OF PTWP'S COMPLIANCE WITH

THE ACQUISITION SETTLEMENT COMMITMENT THAT YOU

PREVIOUSLY REFERENCED?

As I noted before, the matter of upgrading distribution facilities also came up in

the proceeding that considered SteelRiver's application to acquire T.W. Phillips

Gas & Oil Co. at Docket No. A-2010-2210326. In the settlement agreement that

was part of the approval of that application, PTWP agreed to make a minimum

capital investment in plant of $36 million for calendar years 2012 through 2014.

PTWP further committed to dedicate at least 50%o of incremental cumulative

capital investment above the historical average capital spending level of $8.7

million per year to replacement of bare steel and aging infrastructure.

PTWP is on track to meet this requirement. In 2012, PTWP spent $12.2

million in plant investment. Of this amount, $6.8 million was spent on bare steel

and aging infrastructure replacement. Further, of the total $3.5 million in

increased total capital spend (912.2 million-$8.7 million), $2.2 million or 630/o of

the increase was spent on bare steel and aging infrastructure replacement.

WERE THERE ALSO RELEVANT FEDERAL INITIATIVES BEING

UNDERTAKEN AT THIS TIME?

a.
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A. Yes. Over roughly the same time period that these proceedings were coming

before the Commission, the Pipeline and Hazardous Materials Safety

Administration ("PHMSA") of the U.S. Department of Transportation was going

through the process of developing and promulgating regulations requiring

distribution system operators to assess the risk of operating their distribution

systems. In compliance with these regulations, PTWP developed in 2011 a

Distribution Integrity Management Program ("DIMP"; that includes an integrity

management plan with procedures for identifying threats to each distribution

pipeline, evaluating and ranking risks associated with each pipeline, and

identifying and implementing measures to address those risks (the "DIMP Plan").

In going through the DIMP process, PTWP identified its bare steel pipeline as its

highest risk pipeline and continued accelerated replacement as one of the remedial

measures to address the risks related to its bare steel.

HAS PTWP PREPARED AND REQUESTED APPROVAL OF A LTIIP?

Yes, PTWP filed a LTIIP with the Commission on January 23,2013. The LTIIP

sets forth PTWP's planned expenditures on pipeline and other distribution system

repairs and replacements for the period January l, 2013 through December 31,

2017. The LTIIP dovetails with PTWP's Smart Modernization Plan and guides

the Company's capital spending program related to pipeline infrastructure

improvement over this five-year period. PTWP's LTIIP also built upon its DIMP

Plan and the acquisition settlement, and focused on the replacement of its highest

risk pipe, its bare steel pipeline.

a.

A.
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a.

The LTIIP sets forth PTWP's infrastructure improvements plans for the

years 2013 through 2017 within the longer-term goal of replacing all 948 miles of

bare steel pipe on its system within twenty years. For 2013, PTWP proposes to

replace 32 miles of pipe, 800 company-owned services, and 1,200 meters at a

projected cost of $17 million. For 2014, PTWP proposes to replace 27 miles of

pipe, 800 company-owned services, and 1,200 meters at a projected cost of $9.1

million.

PLEASE DESCRIBE PTWP'S GAS DELIVERY CAPITAL SPENDING

PROGRAM F'OR THE PERIOD COVERING THE TWELVE MONTHS

ENDING DECEMBER 31. 2013 AND THE PERIOD COVERING THE

THIRTEEN MONTHS ENDTNG JANUARY 31,2015.

The pipeline operations capital budget for each of these periods is shown Filing

Requirement 53.53.II.A.13, which is sponsored by PTWP witness Anthony

Caldro, and is dominated by planned LTIIP expenditures over those periods.

During both periods, PTWP will focus on the replacement of bare steel pipeline.

During the twelve months ending December 31, 2013, PTWP is planning to

replace 29 miles of distribution pipeline and 800 related services plus 3 miles of

transmission lines at a budgeted cost of $15.8 million. The LTIIP, and capital

budget, also includes replacement of 1,200 distribution meters and projected

mandatory line relocations. The remainder of the pipeline capital budget will be

primarily for improvement of transmission regulating stations, distribution

A.
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A.

regulating stations, storage compressor stations, and general infrastructure,

including vehicles and equipment.

During the thirteen months ending January 31,2015, PTWP is planning to

replace at least 27 miles of pipeline, 800 services, 1,200 meters, and do $224,000

of mandatory line locations at a budgeted cost of $9.94 million. Most of the

remainder of the capital budget will be spent on transmission regulating stations,

distribution regulating stations, storage compressor stations, and general

infrastructure, including vehicles and equipment.

As part of the accelerated pipeline replacement program, PTWP is adding

new bargaining unit employees. These employees will come on board in June

2013 and will be assigned to the in-house pipeline crews. PTWP has also hired

two engineering technicians to work on the design of pipeline replacement

projects and plans to hire additional technicians during 2013.

IS PTWP UNDERTAKING ACTIVITIES OTHER THAN PIPELINE

REPLACEMENT THAT ARE RELATED TO PIPELINE SAFETY AND

COMPLIANCE?

Yes, starting in 2012, PTWP is undertaking a number of new activities that will

improve pipeline safety. I will briefly explain what these are.

PTWP has added resources in the Operations group to undertake damage

prevention and pipeline safety initiatives including line location adjustments

based on field locations, taplmeter locations, valve locations, and line numbers.

These programs will improve PTWP's ability to accurately locate its underground

10
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a.

A.

pipelines and reduce the chances of those pipelines being damaged by third

parties. During the period of January 2012 through April 2013, PTWP undertook

a mapping project to align its mapped pipeline locations with aerial photographs.

This program will provide improved correlation between the maps and on the

ground locates thereby minimizing potential conflicts and improving locate

accuracy and will provide quicker access to pipelines and related equipment

during emergency situations. Ongoing projects include the taplmeter locations,

valve locations and line numbering.

PTWP is also contracting for the Translore damage prevention software

package to improve the management of line locations and third party excavations

in conflict areas. The software will be rolled out in all five districts in 2013. In

addition, PTWP is acquiring new, more advanced line locator equipment to

improve the underground line location process.

PTWP will enhance its Public Awareness Program in2013 by engaging the

services of a professional public awareness service provider to improve the

program targeting education of excavators and emergency responders on safety

issues related to pipeline hits.

IS PTWP DOING ANYTHING IN ADDITION TO ITS ACTIVITIES TO

REDUCE THIRD PARTY DAMAGES?

Yes. PTWP has also implemented two new programs to enhance corrosion

monitoring. The first is an acceleration of atmospheric corrosion remediation.

This is a multi-year program extending from 2013 and targets exterior corrosion

ll
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A.

on exposed pipe. The second corrosion program addresses internal corrosion.

PTWP is enhancing its corrosion test coupon program, which uses test coupons -

small metal strips inserted into the gas stream within the pipeline and then

removed and analyzed for corrosion - for in-line monitoring and measurement of

corrosivity within the pipeline system, by adding coupon holders and increasing

analysis sampling. In addition to these programs, PTWP has included in its

capital budget funding for the installation of remote monitors on all rectifiers,

which are the equipment that provides electric current to anodes for cathodic

protection. There are also ongoing operating costs related to this equipment

which have been included in the operating budget.

ARE THERE ANY OTHER SAFETY RELATED ACTryITIES TO

MENTION?

Yes. We are also continuing our leak reduction program that we implemented in

2005 and have continued since then. The original focus of the program was to

find and fix more leaks and reduce the unrepaired leak inventory. In each year

since 2007 we have reduced the total number of unrepaired leaks on the system.

PTWP's parent company, SteelRiver, places an emphasis on worker and

customer safety, and PTWP regularly reports on its safety performance. Some of

the 20 12 accomplishments were :

PTWP reduced its OSHA recordable accidents l7%o, including a four

month accident free period.

T2
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PTWP reduced its Lost Days/Restricted Days (LD/RDs) to three, one less

than 2011, and PTWP's fifth consecutive year of no increase in LD/RDs. This

was PTWP's lowest level in seven years.

In the pipeline safety area, PTWP's emergency response on-time rate was

99%o,the fifth consecutive year of improvement and an all-time best.

The Utility Fault Damages percentage was reduced to l5.4Yo, an all-time

best.

PTWP's overall system lost and unaccounted for gas (UFG) percentage

was reduced to 3.38yo, the third consecutive year that UFG has been under 4olo,

and the second lowest overall system level.

PTWP reduced its Unrepaired Leak backlog to six, an all-time low.

Finally, I would like to mention that PTWP continues to satisfy its

commitment in the acquisition case settlement agreement (Docket No. 4-2010-

2210326) to maintain field offices in its service territory and staffing levels that

are sufficient to provide safe, adequate and reliable service. PTWP has satisfied

the both field office and staffing obligations and the reporting obligations with

respect to this commitment and continues to provide safe, adequate and reliable

service to its customers.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes. I reserve the right to supplement my testimony as additional issues arise

during the course of this proceeding.

13
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A.

PREPARED DIRECT TESTIMONY OF
GREGORY A. SCruLLO

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Gregory A. Sciullo. My business address is 375 North Shore Drive,

Suite 600, Piffsburgh, PA 15212.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Peoples Natural Gas Company LLC ("Peoples") as its Vice

President and Controller. Pursuant to the affiliated interest agreements between

Peoples and Peoples Service Company LLC ("PSC"), and between Peoples TWP

LLC ("PTWP" or the "Company") and PSC, which were approved by the

Commission in Docket Nos. G-2012-2290014 and G-2012-2291735, I am the

Company officer responsible for the overall development and execution of the

Company's policies, strategies, and practices in the areas of Accounting,

Accounts Pavable and Taxes.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

EMPLOYMENT EXPERIENCE.

I received a Bachelor of Science Degree in Business Administration, with a

Major in Accounting from Clarion State University in 1978.

In 1979,I accepted a position with Peoples' predecessor, The Peoples Natural

Gas Company ("PNGC"), as a staff accountant. From that time through 1999 I

I

a.

A.
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worked in a variety of financial related positions, and held many Managerial

level positions in the functions of General and Fixed Assets Accounting,

Treasury/Cash Management, Accounts Payable, Payroll and Remittance

Processing. In 2000, as a result of the merger of Dominion Resources, Inc.

("Dominion") and Consolidated Natural Gas Company, I was promoted to

Director of Accounting - Delivery Segment, within the Dominion Resources

Services Company ("DRS"). My area was responsible for the accounting and

financial reporting of several companies that comprised the Dominion Delivery

Segment, including Virginia Electric and Power Company (Distribution), The

East Ohio Gas Company, PNGC, Hope Gas, Inc., and Dominion Retail, Inc. In

2008, I was promoted to Controller, VAP Segment. My area continued to be

responsible for the accounting and financial reporting of the aforementioned

legal entities, as well as the additions of Virginia Electric and Power Company

(Transmission) and the Fixed Asset Accounting function for all of the Dominion

companies. On June 1,20I0,I left DRS and joined Peoples. I am currently Vice

President and Controller of Peoples.

Over the course of my career I have been a member of various trade and

professional associations including AGA/EEI General Accounting Committees,

Pennsylvania Gas Association Accounting Committee, and IMAAIAA

professional groups to name a few.
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A.

a.

A.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDING?

I will identify the filing requirements that I am sponsoring. Additionally, I will

discuss how the accounting records of PTWP are maintained and what industry

standards are followed. Finally, I will address several material changes that have

been made to the Company's u..oun rn, procedures and practices since May of

20ll when LDC Holding II LLC, an indirect subsidiary of SteelRiver

Infrastructure Fund North America LP, purchased all of the stock of T.W. Phillips

Gas and Oil Co. ("T.W. Phillips") and merged T.W. Phillips into PTWP with

PTWP being the resulting company.

WHAT FILING REQUIREMENTS ARE YOU SPONSORING?

A list of the filing requirements I am sponsoring is attached to my testimony as

Appendix A.

PLEASE DISCUSS HOW PTWP MAINTAINS ITS ACCOUNTING

RECORDS AND WHAT INDUSTRY STANDARDS IT FOLLOWS IN

DOING SO.

Commencing on January l, 2013, PTWP's accounting records are maintained

using both a "Natural" chart of accounts and a "FERC" chart of accounts.

Transactional data is recorded, maintained and reported in accordance with

Generally Accepted Accounting Principles (GAAP). Several authoritative

sources are utilized including standards and interpretations issued by the
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Q:

A:

Financial Accounting Standards Board (FASB) and FASB's Accounting

Standards Codification (ASC), and the Code of Federal Regulations (CFR).

Additionally, Pennsylvania Public Utility Commission and Federal Energy

Regulatory Commission (FERC) directives and standards are reviewed to assure

compliance with applicable reporting requirements. Prior to January l, 2013,

PTWP's accounting records were maintained using only the "FERC" chart of

accounts.

Further, PTWP issues annual audited financial statements replete with our

independent auditors' report. The report is based on audits conducted in

accordance with auditing standards generally accepted in the United States of

America.

HAVE ANY MATERIAL CHAIIGES OCCURRED WITH THE

ACCOUNTING PROCEDURES OR PRACTICES AT THE COMPANY

srNcE THE ACQUISITION OF THE COMPANY rN MAy OF 2011.

Yes. Two changes related to accounting procedures and one change related to

fixed asset identification were made in 2012. I will describe each chanse below:

A. Vacation Accrual

During 2012, PTWP implemented a change to the vacation policy related to

vesting and carried over vacation. Employees are now entitled to their

annual vacation allotment at the beginning of each year, will be compensated

Peoples TWP Statement No.3
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for unused vacation time should their employment be terminated, and are

allowed to carry over limited unused vacation time from one year to the next.

Due to these changes, and in accordance with ASC -450 - Contingencies

(Formerly SFAS-5), an accrued vacation liability of ($1,279,325.28) was

recorded to Account 242 as of December 31. 2012. This liabilitv will be

recalculated quarterly.

8 B. Asset Retirement Oblieations

9 PTWP beean to estimate Asset Retirement Oblisations associated with

10 certain plant assets in20l2.

ll

12 C. Distribution Mains Identification

13 Commencing December 31, 2012, PTWP began identifying Distribution

14 Mains Assets in Account 376 and Construction Work In Prosress -
15 Distribution Mains in Account 107 as Hish Pressure Mains and Low Pressure

16 Mains.

t7

18 a. DOES THrS CONCLUDE YOUR DTRECT TESTTMONY?

19 A. Yes. I reserve the right to supplement my testimony as additional issues arise

20 during the course of this proceeding.

Peoples TWP Statement No.3



Appendix A
Page I of2

Filing Requirements Sponsored by
Gregory A. Sciullo

Volume
I
I
I
I
I
II
II
il
il
il
il
II
II
III A
III A
III A
III A
III A
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III A
TII A
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III A

Filins Requirement
s3.s2(b)(2)
s3.s2(c)(2)
s3.s2(c)(3)
s3.s2(c)(s)
s3.s2(c)(6)
53.53.rr.A.1I
53.53.II.A.14
53.53.II.A.15
53.53.II.A.16
53.53.II.A.17
53.53.rI.A.18
s3.s3.rr.A.20
s3.s3.rr.4.23
53.53.III.A.1
53.53.rII.A.2
s3.s3.rrr.A.3
53.53.III.A.4
53.53.III.A.5
53.53.rrr.A.6
53.53.rrr.A.7
53.53.trr.A.8
53.53.rrr.A.9
53.53.III.A.10
53.53.ilr.A.1I
53.53.III.A.12
53.53.III.A.13
53.53.III.A.18
53.53.III.A.19
53.53.rrr.4.22
53.53.IJr.4.23
53.53.ilt.4.24
53.53.IIr.A.25
53.53.rII.A.28
53.53.trr.4.29
53.53.Irr.A.30
53.53.III.A.31
53.53.III.A.32
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Exhibit VI.I.RR.1
Exhibit VI.I.RR.l7
Exhibit VI.I.RR.l9
Exhibit VI.I.RR.23
Exhibit VI.II.RR.29
Exhibit vI.II.RR.5l
Exhibit vI.II.RR.52
EXhibit VI.III.COS.3
Exhibit vt.l[.cos.4
Exhibit vI.n.cos.5
Exhibit VI.ilI.COS.6
Exhibit VI.ilI.COS.7
Exhibit VI.IV.ROR.1
Exhibit VI.IV.ROR.2
Exhibit VI.IV.ROR.5
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Exhibit u.IV.RoR.16
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PREPARED DIRECT TESTIMONY OF
JON H. SKOOG

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Jon H. Skoog, and my business address is 375 North Shore Drive,

Suite 600, Pittsburgh, PA 15212.

BY WHOM ARE YOU EMPLOYED AI\D IN WHAT CAPACITY?

I am employed by Peoples Natural Gas Company LLC ("Peoples") as its Vice

President Gas Supply. Pursuant to the affiliated interest agreements between

Peoples and Peoples Service Company LLC ("PSC") and between Peoples TWP

LLC ("PTWP") and PSC, which were approved by the Comrnission in Docket

Nos. G-2012-2290014 and G-2012-2291735,1 provide Gas Supply management

services for both Peoples and PTWP.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

EMPLOYMENT EXPERIENCE.

I received a Bachelor of Science Degree in Business Administration, Accounting

Major, from Drake University in 1982. From 1982 through 1994,I had various

financial planning, commodity risk management and commercial positions

within the Enron Corp organization. From 1994 through 1996,I served as Vice

President of Origination for gas supply and marketing with Aquila Energy. From

1996 through 2000, I had two positions within the Consolidated Natural Gas

Company ("CNG"). From 1998 through 2000, I served as Vice President

a.

A.
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I Natural Gas Operations and Risk Management for CNG Retail. From 2000

2 through 2004, I had two positions within the Equitable Resources organization.

3 From 2001 through 2004,I served as Managing Director Commercial Operations

4 with Equitable Production Company. From 2004 through 2006 I served as

5 Director Energy Structuring with Strategic Energy. From 2006 through 2010 I

6 served as Manager Gas Supply with Hess Corporation. In April, 2010, I was

7 hired as Vice President Gas Supply for Peoples.

8

9 Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PENNSYLVANIA

l0 PUBLIC UTILITY COMMISSION (THE "COMMISSION"X

11 A. Yes, I have submitted testimony in the cases outlined in Peoples TWP Exhibit

12 No. JHS-I to this direct testimonv.

l3

14 A. WHAT ARE YOUR RESPONSIBILITIES AS VICE PRESIDENT OF GAS

15 SUPPLY?

16 A. I am responsible for:

17 1. the formation and execution of PTWP's gas purchase policy, strategy and

l8 practices;

19 2. reviewing well-head prices paid to local Pennsylvania ("PA") gas producers

20 and natural gas prices paid to interstate gas suppliers from which PTWP

2l purchases gas; and

22 3. negotiating, executing and monitoring all interstate pipeline service

23 agreements and PA gas purchase contracts.
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A.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDING?

I will identify the filing requirements that I am sponsoring. Next, I will discuss

the operational characteristics of the PTWP system and the derivation of PTWP's

system volume requirements and related supply plan reflected in this case.

Additionally, I will discuss the proposed changes to PTWP's tariff provisions

related to customer choice and natural gas transportation service.

WHAT FILING REQUIREMENTS ARE YOU SPONSORING?

A list of the filing requirements I am sponsoring is attached to my testimony as

Appendix A.

PLEASE DISCUSS HOW PTWP OPERATES ITS PIPELINE SYSTEM.

PTWP is a comparatively small Class "A" natural gas public utility, which owns

utility plant for the transmission, storage and distribution of natural gas within

the Commonwealth of Pennsylvania. PTWP furnishes retail and transportation

natural gas service to over 60,000 customers in various communities in the

Counties of Allegheny, Armstrong, Beaver, Butler, Cambria, Clarion, Clearfield,

Indiana, Jefferson, and Westmoreland, all located in western Pennsylvania.

Throughout its history, PTWP has maintained a policy of purchasing

substantial supplies of natural gas from local Pennsylvania producers for base

system supply requirements. However, operational constraints inherent in its

a.

A.

a.

A.
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pipeline operating system have limited PTWP's ability to utilize local

Pennsylvania gas for peaking pu{poses. PTWP injects local Pennsylvania gas

into on-system storage and periodically into Dominion Transmission storage

using the Company's Rubright interconnect and compression facilities. A

discussion of the pipeline system's operating constraints is provided in Filing

Requirement 53.53.I.C.1. As a result of those operating constraints, large

volumes of higher pressure interstate storage gas received by PTWP at eight

existing interconnections with four interstate pipelines are utilized during peak

periods. The combination of utilizing local Pennsylvania gas for base load and

utilizing interstate services for peak periods allows PTWP to serve its load

effectively given the operational constraints and unique characteristics of its

svstem.

AS THE WITNESS SUPPORTING THE AI\NUAL AND PEAK

REQUIREMENTS AIID SUPPLY VOLUME PROJECTIONS USED IN

THIS FILING, PLEASE GENERALLY DESCRIBE HOW PEOPLES

TWP ANNUALLY FORMULATES ITS GAS SUPPLY PLAN.

Each year PTWP reevaluates its total system requirements and available sources

of supply, which include both Company purchases and customer-owned gas. On

the requirements side of the analysis, PTWP develops customer throughput

projections for each month. Added to these throughput projections are monthly

projections for company use and lost and unaccounted for gas. The end result is

a report of the total projected system requirements on a monthly basis.

A.
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Certain operational considerations play a role in the requirements analysis

PTWP's goal of pursuit of reliable service requires the Company to develop flow

models that aid in pinpointing where supply is required on the system to meet

customer requirements in various supply and demand scenarios. In addition, it is

necessary to project the throughput for both sales and transportation customers

and the level of transportation customer-owned gas that will be available for use

by transportation customers because the availability of transportation customer-

owned gas will impact PTWP's planning of receipts into its system.

On the supply side of the analysis, PTWP uses an economic dispatch

approach that takes into account operational reliability and contractual

constraints. Under that approach, PTWP projects the cost of its various sources

ofsupply and plans to use those sources that are least costly first.

PLEASE DESCRIBE THE GENESIS OF THE PROPOSED CHAIIGES TO

PEOPLES TWP'S TARIFF RELATING TO CUSTOMER CHOICE

("cHoICE') AND NATURAL GAS TRANSPORTATION SERVICE.

In Paragraphs 60 and 6l of the sefflement reached in the case approving the

purchase of PTWP at Docket A-2010-2210326t, PTWP agreed to convene a

collaborative conference of interested parties regarding Choice and to review

Peoples' policies for Choice. Paragraph 61 in particular noted that PTWP should

' On May 24,2011, LDC
Fund North America LP,
Phillips Gas and Oil Co.
into Peoples TWP LLC.

Holdings II, an indirect subsidiary of SteelRiver Infrastructure
acquired the outstanding shares of Capital Stock of T.W.
Also on this date, T.W. Phillips Gas and Oil Co. was merged
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A.

develop rules and practices that are consistent with Peoples' Choice programs in

order to encourage supplier participation in Choice. In August of 2012, PTWP

convened a collaborative with interested parties to look at its existing program,

consider best practices for successful Choice programs, and gain input from

suppliers. The goal of this process was to develop a priority one pooling program

that would bring more suppliers and thus more choices to PTWP's customers.

Approximately 15 suppliers, a representative of the Office of Consumer

Advocate ("OCA"), and Peoples' and PTWP staff from Transportation Services,

Gas Supply, and Regulatory participated. During the presentation, we provided an

overview of PTWP's system, customer base, and territory. We reviewed current

PTWP tariff provisions for transportation. We described the manual processes

currently in place and our plans for automating processes such as customer

enrollment through our upcoming PTWP system conversion. We then opened up

the forum for questions, suggestions, and comments.

PLEASE DESCRIBE THE FEEDBACK YOU RECEIVED FROM THIS

COLLABORATIVE.

We were very pleased that our participant group was interested in PTWP and were

eager to share their thoughts and suggestions. Many of the participants already

operate within Peoples' transportation programs and were therefore very familiar

with Peoples' rules and processes. The most common suggestion was a desire to

see PTWP's programs modified to fit the Peoples' model.
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BASED ON THIS FEEDBACK. ARE YOU PROPOSING TO CHANGE

PEOPLES TWP'S PROGRAMS TO BE THE SAME AS PEOPLES?

Not entirely. Our intention from the beginning was to use a best practices

approach. Convening the collaborative gave us some valuable information about

what was important to potential supplier and producers. We also developed an

internal working group that met on a regular basis to consider modifications to

PTWP's existing program. Because the collaborative feedback strongly favored a

program similar to Peoples and Peoples' Energy Choice program has been very

successful since its inception about l5 years ago, we knew we would want to move

towards a model that closely resembled Peoples. However, we considered this as

an opportunity not only to make modifications for PTWP, but to also identify areas

of Peoples' programs or processes that had some room for improvement. Our

working group spent significant time pouring through PTWP's tariff provisions for

transportation. We identified areas for change such as balancing and the definition

of Priority One customers for transportation purposes. In each area, we discussed

the unique operational aspects of PTWP's system. We also spent time reviewing

Peoples' tariff provisions for pooling and our internal processes for handling

nominations, balancing, and pool communications. Through this process, we

developed an overall model that we believe will work well for PTWP and increase

participation in Choice. We then convened a webinar in March with the

collaborative participants to provide an overview of our proposed transportation

programs model.

Peoples TWP Statement No. 4



1 Q. PLEASE DESCRIBE THE TRANSPORTATION MODEL YOU ARE

2 PROPOSING FOR PTWP.

3 A. The proposed transportation program will have three main pooling types:

4 1. Priorit), One Pooling - The aggregation of residential and firm, critical,

commercial, essential human needs end-users.

6 2. Non-Priorit)' One Pooling - The aggregation of non-residential and non-

critical, non-essential human needs, commercial and industrial customers.

8 3. Local Gas Aggregation ("LGA") Pooling - This type of pool allows suppliers

9 to aggregate production meters to serve PTWP pools and other markets.

l0

I I a. PLEASE DESCRIBE THE PROPOSED PRIORITY ONE POOLING

12 PROGRAM.

13 A. Currently there are no priority one customers served by natural gas suppliers

14 (NGSs) on the PTWP system. The proposed rules and practices for the PTWP

15 priority one program are designed to be consistent with the Peoples'priority one

16 program. Generally, this program is designed to have the pipeline capacity and

17 local supplies used to serve priority one customers move with the customers. If a

18 customer is being served by PTWP, the capacity and local supplies stay with the

19 Company. If a customer switches to a NGS, the capacity and local supplies will be

20 assigned to the NGS. Since these rules are familiar to NGSs on Peoples, it is our

2l expectation that adopting similar rules will encourage supplier participation on the

22 PTWP system.
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Proposed balancing for this pool type will occur through the posting of

daily customer usage estimates that equate to gas supply targets that must be met

by the pool. PTWP will set a daily usage estimate based on the total projected

daily usage of all customers served by each pool. Such targets will be posted two

to three days in advance in order to give NGSs sufficient time to plan for and meet

the targets. If the pool brings in supplies that meet the daily customer usage target,

the pool is considered to be in daily balance and no daily imbalance fees will be

applied.

However, since PTWP's daily usage targets will never be exactly accurate,

at the end of a month a priority-one pool's monthly deliveries will probably not

match pool customers' usage, so the priority one pools must also balance these

volumes. Once the priority one pool customers' actual usage is determined

through the monthly customer billing process, the pool's monthly deliveries will be

reconciled with the monthly usage, and the prospective daily usage targets will be

adjusted to include a reconciliation quantity for the prior period's difference

between the targeted and actual customer usage.

Since PTWP is currently holding pipeline capacity to serye all of its

priority one customers, capacity for these customers will be released and assigned

to the priority one pool operators pro-rata based on the design day usage for all

customers served by each priority-one pool operator. Priority one pool operators

will be responsible for paying the interstate pipelines for assigned capacity. PTWP

will continue to charge priority one customers for pipeline capacity costs. Since

Peoples TWP Statement No. 4
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PTWP is recovering these costs from its priority one customers, it will reimburse

priority one pool operators for their share of the assigned capacity costs.

In addition, since PTWP is serving its priority one customers with local gas

that is currently under contract, local gas will be assigned to the pool as well. The

local gas will be sold to each priority one supplier at PTWP's actual monthly

weighted average cost of local gas.

HOW DOES THE PROPOSED NON-PRIORITY ONE POOLING

PROGRAM DIFFER FROM THE PRIORITY ONE POOLING

PROGRAM?

There will be no daily pool usage targets posted for NPI pool operators. Instead,

the NPI pool will be monthly balanced, and NPI pool daily deliveries will be

subject only to PTWP's issuance of operational alerts and orders and the need to be

within the monthly tolerance range at the end of the month. Customer usage for

the month will be balanced against monthly supplies within a 4%o

banking/advancing limit. We are also proposing pool-to-pool trading procedures

so that NPl pools will have the opportunity to trade supplies with other NPl pools

during a monthly trade period. The proposed trade period of 4 days will be opened

by PTWP once the final customer usage amounts have been determined and

communicated to the pools. We believe that this is an important aspect of the

program and will help suppliers avoid costly cash-out and in turn encourage

supplier participation.

A.

l0
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PLEASE DESCRIBE THE LGA POOLING PROGRAM.

This program is particularly beneficial to a system such as PTWP's that has so

much local gas production. Through the proposed LGA pooling program, PTWP

will allow suppliers to aggregate various local gas metering points into a single

LGA pool. The total aggregated monthly production volumes can then be used to

serve priority one and non-priority one pool operators and other suppliers as well

as off-system customers. Given the fact that approximately 90o/o of the gas

delivered to the PTWP system is sourced from local wells, the adoption of a LGA

pooling program is an important tool in helping suppliers manage and balance

supplies with customer usage and will promote a more competitive retail market on

the system.

IN ADDITION TO IMPLEMENTING THIS THREE POOL MODEL, ARE

YOU PROPOSING OTHER CHAI\GES TO PEOPLES TWP'S

TRANSPORTATION PROGRAM?

Yes. The changes we are making are primarily streamlining and automating

processes. Currently, all customer enrollments, drops, and changes are processed

manually. Through PTWP's conversion to a new SAP customer service and

billing system, we will automate these processes. Electronic files containing

customer enrollments or changes will be submitted through the Company's website

through use of a secure login. We will also use this site to provide electronic

communications to NGSs on a daily and monthly basis. We offer combined billing

services todav and will continue to do so in the future. When we convert to the

a.

A.

ll

Peoples TWP Statement No. 4



I

2

aJ

4

5

6

7

8

9

l0

1l

l2

l3

t4

15

t6

l7

18

t9

20

2l

22

23

a.

A.

new customer service and billing system in January of 2014, we will also open our

Purchase of Receivables (POR) program. In addition to the conversion to the

customer service and billing system, we will also convert PTWP into our Gastar

nominations and EBB application. In short, the services we offer will improve

greatly as we automate these processes.

WILL THESE CHANGES BE NOTICEABLE TO CUSTOMERS?

For customers who are already participating in transportation service, we expect

these changes to be relatively seamless. Our original goal for this process was to

identify and propose changes that will increase the options to customers and

subsequently increase participation in Choice. For NGSs, we expect these changes

to be very noticeable and positive. We fully expect that implementing these

changes will bring more interested marketers to PTWP. So, in order to prepare our

customers for these new opportunities to choose an alternate supplier, we will

launch a customer education initiative later this year to inform customers about

Energy Choice. We will provide information in our bill stuffers explaining Energy

Choice and informing customers on how to evaluate offers they may receive from

a NGS. We will also provide information on our website including pricing

comparisons, lists of participating pools, and common questions and answers.

Peoples' website, which was developed collaboratively with suppliers, provides

useful information on Energy Choice. We propose to provide similar information

on the PTWP website. We will develop very similar pages for PTWP customers.

t2
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ARE YOU PROPOSING ANY CHAI\GES TO PEOPLES TWP'S POR

PROGRAM?

There are some proposed modifications to the POR section of the Tariff that are

discussed in the testimony of Andrew Wachter at PTWP Statement No. 13. PTWP

has not yet implemented the POR described in its tariff because PTWP has not

received any significant interest from potential suppliers. Conversion to the new

customer service and billing system will allow us to not only move forward with

POR but to also promote our proposed competitive retail programs with other

NGS-friendly modifications. We expect this will increase the number of suppliers

who are interested in operating on PTWP's system.

DOES PEOPLES TWP CURRENTLY HAVE A POOLING FEE?

No.

IS A POOLING FEE PROPOSED IN THIS CASE?

Yes. There are costs associated with providing pooling related transportation

services. These services include the Gastar system for nominations and EBB and

staffing to support all aspects of program administration. Since the NGSs are the

primary beneficiary of these services, it is appropriate to charge a cost-based fee

for these services. The proposed pooling fee is $ 0.02431Mcf, and is discussed by

Andrew Wachter in Peoples TWP Statement No. 13.

A. IS THERE A FEE FOR COMBINED BILLING SERVICE?

a.

A.

a.

A.

l3
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A. Yes. Currently, TWP's tariff provides for a $0.25 fee per bill issued. We are

proposing a reduction of this rate to $0.15 per bill. This fee reduction should also

have a positive impact on suppliers who are considering starting a pool to serve

residential customers.

IN ADDITION TO THE POOLING FEE AND BILLING FEE. ARE THERE

OTHER CHARGES TO A PARTICIPATING SUPPLIER? FOR

EXAMPLE, ARE THERE ARE ANY COSTS ASSOCIATED WITH

STARTING A POOL?

PTWP's tariff calls for an application fee of $100. We are proposing the

elimination of this fee since the costs related to processing a supplier application

will be recovered through the proposed pooling fees. Elimination of the fee should

also encourage more NGSs to apply.

Does this conclude your Direct Testimony?

Yes. I reserve the right to supplement my testimony as additional issues arise

during the course of this proceeding.

A.

a.

A.

t4
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53.53.I.C.1
s3.s3.r.c.2
53.53.rrr.E.3
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PREPARED DIRECT TESTIMONY
OF SADIE JOHN KROECK

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Sadie John Kroeck, my business address is 375 North Shore Drive, Suite

600, Pittsburgh, PA 15212.

BY WHOM ARE YOU EMPLOYED AI\D IN WHAT CAPACITY?

I am employed by Peoples Natural Gas Company LLC ("Peoples") as Director, Customer

Relations. Pursuant to the affiliated interest agreements between Peoples and Peoples

Service Company LLC ("PSC"), and between Peoples TWP LLC ("PTWP") and PSC,

which were approved by the Commission in Docket Nos. G-2012-2290014 and G-20I2-

2291735,I provide Universal Service management services for both Peoples and PTWP.

PLEASE DESCRIBE YOUR EDUCATIONAL AI\ID PROFESSIONAL

BACKGROUND.

I hold a Bachelor of Science Degree in Home Economics and Master of Science Degree

in Family Economics and Management. My career at Peoples spans more than 25 years

and during that time, I have been responsible for designing, developing, and

implementing its Universal Service Programs. Prior to joining Peoples, I was employed

by the Pennsylvania Public Utility Commission as the Regional Director of its Bureau of

Consumer Services. I serve on numerous boards and committees relating to Universal

Service Programs. I have given testimony and spoken at events on the national, state, and

local levels in support of Universal Service Programs. I provided direct and rebuttal

a.
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testimony in support of Universal Service Programs in Peoples' 2010 and 2012 base rate

proceedings.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

First, I will provide an overview of the PTWP's Universal Service programs from a

historical perspective. I will then explain proposed modifications to PTWP's existing

programs as well as introduce a new program called the Emergency Furnace and

Houseline Repair/ Replacement Program. The key modifications to the PTWP Universal

Service programs that are being proposed include:

. Modifications to the Energy Help Fund program (EHF)

o Rename the program as Customer Assistance Program (CAP) to be

consistent with the industry.

o Accelerate the Arrearage Forgiveness aspect of the program.

o Modify the recertification process.

o Eliminate the application of late payment charges to EHF participants.

o Propose an annual Low Income Usage Reduction Program budget of $240,000

and recommend changing the eligibility to 200% of the Federal Poverty Level.

o Introduce a new program, the Emergency Furnace and

HouselineRepair/Replacement Program, which is designed to meet the needs of

low-income/special needs customers who have immediate need for repair or

replacement of service lines or fumaces.

PTWP Statement No. 5
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PLEASE BRIEFLY DESCRIBE THE UNIVERSAL SERVICE PROGRAMS

CURRENTLY OFFERED BY PTWP.

PTWP provides a Customer Assistance Plan ("CAP") which is referred to as the Energy

Help Fund plan ("EHF"). Under this program, payment troubled customers pay a

percentage of their income for the gas they use. PTWP also offers the Low Income

Usage Reduction Program ("LIURI"'; to provide weatherization assistance to eligible

customers. PTWP provides assistance to customers in accessing social services through

our Customer Assistance Referral and Evaluations Services ("CARES") and we maintain

a close working relationship with area social service agencies. Additionally, we provide

outreach to eligible customers to apply for assistance through the Low Income Home

Energy Assistance Program ("LIHEAP") and assist customers through our partnership

with the Dollar Energy Fund ("DEF").

HOW WERE THESE PROGRAMS DEVELOPED?

PTWP's programs are designed to comply with the regulations and recommendations of

the Pennsylvania Public Utility Commission and its Bureau of Consumer Services

("BCS"). These programs were initially developed through needs assessments that

considered the demographics of the customer base. Recommendations made through

independent evaluations and recommendations from BCS were implemented as well.

PTWP offers Universal Service programs that are similar to those offered by other gas

companies. I have provided the 2012 Triennial Report on PTWP's Universal Service and

Energy Conservation Plan as Peoples TWP Exhibit No. SJK-I. This plan provides an

overview of each of the current programs that PTWP offers.
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LET'S BEGIN WITH THE ENERGY HELP FUND. CAN YOU PLEASE

DESCRIBE THIS PROGRAM?

PTWP's EHF is commonly referred to as a Customer Assistance Program or "CAP."

CAPs are an integral part of any utility's Universal Service programs. Under CAP,

payment troubled customers receive either a rate discount or pay a percentage of their

income for the services that they receive from the utility. PTWP, like Peoples, Columbia

Gas and Equitable Gas Company, offers a percentage of income payment plan. In

addition to the lower payment amount, customers can also receive forgiveness for prior

arrearages if they maintain their monthly EHF payments.

ARE YOU PROPOSING ANY CHAI\IGES TO PTWP'S EHF?

Yes. One of the benefits of Peoples and PTWP's affiliation is the ability to identify best

practices. I have studied both Peoples' CAP and PTWP's EHF to identiS areas of

improvement for both companies. In this proceeding, I propose changes to the following

components of PTWP's EHF: 1) Acceleration of the Arrearage Forgiveness Program; 2)

Modification to the recertification process; and 3) Modification to default provisions. I

am also recommending a change in the name of the program from EHF to CAP.

PLEASE DESCRIBE THE ACCELERATION OF ARREARAGE FORGIVENESS

THAT YOU ARE PROPOSING.

When a customer enters the EHF program, their pre-program balance is frozen. The

customer is responsible for a monthly payment based on their household income as I

A.
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described earlier and the customer also pays $5 per month towards their pre-program

balance. If the customer meets this payment obligation, they receive a $15 credit to their

pre-EHF balance each month. This is known as the "Arrearage Forgiveness Credit."

Over time, with regular payments, the pre-program arrears can be completely paid

through the combination of the customer's portion ($5) and the Arrearage Forgiveness

Credit ($15). Unfortunately, if a customer has a moderately high balance, it could take

many years to pay off the entire pre-program balance. Peoples' CAP currently offers a

three year program for Arrearage Forgiveness. I am proposing the same time frame for

PTWP. Under this program, PTWP customers will pay $5 towards their pre-program

balance each month in addition to their percentage of income payment for current

charges. When their required payment is received each month, 1136 of their pre-program

balance is 'forgiven.' If a customer makes all of the required payments under this

program, the customer can extinguish their entire pre-program balance within three years.

This program encourages better payment habits and increases compliance with payment

terms. Arrearage forgiveness information is a major component of the new CAP bill and

will require modifications to PTWP's existing EFIF bill. Peoples' bill has been

redesigned to prominently display this benefit to customers, further encouraging regular

payments. As part of PTWP's upcoming conversion to the billing system currently

utilized by Peoples, we will be able to incorporate the use of its customized CAP bill

format for EHF customers. An explanation of the new bill will be sent to all CAP

customers in order to provide information on the changes.

PTWP Statement No. 5
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PLEASE DESCRIBE THE MODIFICATION TO THE RECERTIFICATION

PROCESS YOU ARE RECOMMENDING.

Recertification is a process in which we review a customer's income information to

determine if they remain eligible for EHF and if their current percentage of income

payment amount is still appropriate. The recertification process is an essential

component to maintain program integrity. We require customers to provide proof of

income as part of this process. PTWP currently recertifies customers every three years.

Given that customers' income can change significantly in that period of time, I am

proposing that we reduce the recertification time period. For customers who received

LIHEAP benefits or are on fixed incomes such as pensions, social security, and public

assistance, I am proposing a two year recertification period. I believe this is a reasonable

approach because customers must provide proof of income during the LIHEAP

application process and the income levels of those customers with fixed incomes do not

generally change on a regular basis. Approximately two-thirds of the active EHF

participants received LIHEAP last year. For all other customers, I am recommending an

annual recertification. Since the recertification process will require the use of additional

resources, I recommend that we consider contracting with Dollar Energy Fund to perform

the recertification process. Dollar Energy Fund currently provides a similar service for

Peoples customers and has the infrastructure in place to conduct recertfications for

PTWP's customers with minimal program modifications. Based on our current contract

with Dollar Energy Fund, we anticipate that the incremental cost for PTWP's CAP

recertifications to be approximately $12,000 per year.

PTWP Statement No. 5
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YOU ARE PROPOSING A CHANGE IN THE DEFAULT PROVISIONS FOR

EHF. PLEASE DESCRIBE THIS MODIFICATION.

Under PTWP's current program provisions, customers are removed from EHF, and

retumed to regular residential rates, once they have missed two payments. Collection

activities are engaged at that time and can include termination of service. The Bureau of

Consumer Services ("BCS") has provided guidelines for CAP default provisions which

establish that upon missing a payment(s), a customer should remain in CAP but have

service terminated. Under PTWPs current provisions, a customer is removed from CAP

and can then be terminated for non-payment. I propose that PTWP modify its default

provisions to be consistent with the BCS guidelines which allow customers to remain

active in EHF even if they become delinquent. With this modification, the account will

remain in the EHF program and active collection and termination can occur if the

customer does not bring the account up to date. Allowing the customer to remain on the

EHF payment plan encourages the customer to bring their payment plan up to date in

order to continue to receive the benefits of the EHF program. Our proposal to terminate

customers and to allow them to be restored after making their missed payments is more

beneficial to the customer because it not only encourages timely payments; it affords

them with the opportunity to remain in CAP.

PLEASE DESCRIBE THE MODIFICATION TO EHF YOU ARE PROPOSING

RELATED TO LATE PAYMENT CHARGES.

If an EHF customer is late in making their required payment, late payment charges can be

added to their bill. I am proposing that we eliminate this provision from PTWP's tariff.

A.
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EHF participants are low income and payment troubled and the purpose of the program is

to provide an affordable payment that encourages timely payments. Removing the late

payment penalties maintains the affordable payment designed on the customer's income.

The CAP Credits offer an incentive for timely payment and, therefore, should offset the

disincentive of a late payment charge.

YOU ALSO STATED THAT YOU WOULD PROPOSE CHAI\GING THE NAME

OF THE PROGRAM FROM EHF TO CAP. WHY WOULD THIS CHAI\GE BE

BENEFICIAL?

CAP is the common term used in the industry to refer to a Customer Assistance Program

such as PTWP's EHF. It is used by BCS, most utilities, and by programs such as

LIHEAP. And, the term 'Energy Help Fund' can be misleading. It may be mistaken for

an energy assistance or grant program. Changing the name will allow for easier

recognition for utility personnel, such as customer contact representatives, customers and

governmental/truman service agencies. Furthermore, by using a standard term, customers

will not be confused should they move to another utility company.

IN THE PTWP 2O1O BASE RATE CASE SETTLEMENT AGREEMENT. PTWP

AGREED TO PRESENT A PROPOSAL FOR A CAP-PLUS PROGRAM.

PLEASE DESCRIBE THE STATUS OF THAT PROPOSAL.

In the 2010 Base Rate Case Sefflement Agreement (Docket No. R-2010-2I67797),

PTWP agreed that the revised percent-of-income EHF was to become effective May 1,

2011. PTWP further agreed to file with the Commission a proposal for a CAP-plus

PTWP StatementNo.5
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program taking into consideration the input of the parties to the Settlement Agreement.

The CAP-plus proposal was as a result of the Department of Public Welfare's ("DPW")

policy change which required all utilities to post a LIHEAP payment as an offset to CAP

customer's required customer monthly payment, rather than as a credit against the

customers' bill. The release of PTWP's EHF was delayed on two occasions. First, the

company requested an extension of the implementation date for the new EFIF from May

l,20ll until September I,20ll and an extension for filing the CAP-Plus proposal from

March I,20ll to July l,20ll (Docket P-201I-2224331). The Company then requested

a further extension for the implementation of the new EHF from September l,20Il to

January 1,2012 (Docket No 201I-2257454). The PA Department of Public Welfare's

(DPW's) 2012-2013 fiscal year Final Plan included language which would reverse their

prior requirement that LIHEAP payment must be applied such that it offset a CAP

customer's required customer monthly payment, rather than as a credit against the

customers' bill. At this time, DPW has not issued a final decision on the implementation

of changes in the application of LIHEAP grants for CAP participants. PTWP will

commence the program changes upon final approval by DPW.

MOVING ON TO PTWP'S LIURP PROGRAM. PLEASE DESCRIBE THE

CHAI\GE TO THE ANNUAL LIURP BUDGET THAT YOU ARE PROPOSING.

In the settlement reached in the sale of PTWP to LDC Holdings II LLC, an indirect

subsidiary of SteelRiver lnfrastructure North American LP (Docket A-2010-2210326),

beginning January 1,2012, PTWP shareholders agreed to support an increase in annual

LIURP funding by $10,000 per year until the effective date of rates in the next base rate

a.

2',1

23
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case. The $10,000 increase per year was not recoverable through Rider USP. In

addition, the settlement requires any leftover funds from the current year's annual budget

are carried over to the following year.

To determine the appropriate annual budget amount for LIURP, I looked at PTWP's data

on low income customers with high usage pattems. We currently provide weatherization

services to eligible customers at or below 300% of the Federal Poverty Level. However,

the majority of the customers who receive weatherization services are at or below 200%

of the Federal Poverty Level which is consistent with industry standards. Only five

customers with incomes from 201-300% of the Federal Poverty Level have actually

received weatherization services in the past several years. We believe that that there is

considerable need to provide these essential services to customers in accordance with the

Low Income Usage Reduction Program regulations. (52 PA Code,58.2) There are

approximately 1,900 customers with incomes at or below 150% of the Federal Poverty

Level who meet the usage criteria of 120 mcf/year. Based on this information, I am

proposing to maintain an annual LIURP budget of $240,000 and to provide

weatherization services to customers at or below 150/0 of the Federal Poverty Level and

to allow up to 20%o of the program funds to be used for special needs customers from

t51-200% of the Federal Poverty Level. Unused funds from the current year will

continue to be rolled over into the, next year. While we believe that a need for LIURP

services continues to exist, and that maintaining the program at the current level will

assure that our resources are being more fully utilized. I am proposing that the newly

developed LIURP annual budget be recovered fully through Rider USP. Any rollover in

l0
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2013 related to the $10,000 addition will not be recovered through the Rider. Please see

the following table for LIURP spending for the past several years:

Program
Year

LIURP
Budset

Actual
Spendine

Number of Homes
Weatherized

2010 $191.250 $182.731 29
2011 $230.000 $230,918 28

2012 $240.000* $2r7.242 28

2013 $273.558*

Notes: The 2013 budget includes $10,000 in non-recoverable funds and unspent funding
from2012.

WHAT STEPS ARE BEING TAKEN TO ENSURE THAT THE 2013 BUDGET IS

SPENT?

We work closely with our weatherization contractors and have met with them early this

year to encourage them to prioritize the provision of weatherization services to eligible

customers. By monitoring the program closely and maintaining ongoing communications

with the contractors, we hope to spend all of our funds in 2013.

PLEASE DESCRIBE THE PROPOSED EMERGENCY FURNACE AI\D

HOUSE/SERVICE LINE REPAIR PROGRAM.

Low income customers are a vulnerable population and an unexpected service line leak

or furnace failure can significantly impact a household. There are some programs

available to assist customers who face these types of emergency situations, but their

funding and availability are limited. The LIHEAP Crisis program offers help to eligible

customers from November through March. Eligibility for this program is limited to

customers at or below 150%o of FPL and LIHEAP Crisis does not alwavs cover

0.
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A.

excavation costs for service line leaks which can be substantial. I am proposing a new

emergency funding source to be used for furnace repair or replacement and line repairs

for homeowners whose household income is at or below 200% of FPL. These customers

must demonstrate a verifiable heating emergency and have exhausted all other forms of

assistance prior to receiving assistance through this program and be a homeowner. The

goal for this program is to put in place a safety net for customers who are just above the

150% LIHEAP-Crisis income guideline or those who meet the guidelines but are not able

to receive assistance due to limited funding. I am proposing an initial budget of $50,000

for this program. This funding is consistent with similar programs at Peoples and

Columbia of PA and is scaled according to the size of PTWP's eligible customer base.

YOU REFERRED TO THE EMERGENCY FT]RNACE AND LINE REPAIR

PROGRAM CURRENTLY OFFERED BY PEOPLES. WHEN WAS THIS

PROGRAM INTRODUCED AIID WHAT HAS BEEN THE RESPONSE?

Peoples' received approval for the Emergency Fumace and Line Repair program in its

2010 base rate proceeding. Within a few months of opening the program, the initial

funding level was exhausted. In 2012, Peoples increased the annual budget for the

program to $400,000. Programs of this type are typically well utilized because there are

few other resources to help customers with critical heating needs. As I explained,

LIHEAP Crisis offers some assistance, but the income guidelines are lower, the program

is only open November through March, and not all costs are covered. We have found

that offering an Emergency Furnace and Line Repair program provides an important

safeguard for vulnerable households in our service area. This program is especially

t2
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critical for older adults with limited incomes. In order to receive assistance from the

Fumace/Flouseline Repair Program, customers must meet the following requirements:

o Must be a homeowner.

o Must have heating related emergency-broken heating equipment or service lines

in need of repair.

o Must have exhausted all other forms of assistance including LIHEAP Crisis.

o Must provide proof of income.

PLEASE DESCRIBE HOW THE EMERGENCY FURNACE AND LINE REPAIR

PROGRAM WILL BE FUNDED.

I am proposing that the funding for this program should be included in the Universal

Service Rider (Rider USP), which is applied to all residential, non-EHF (non-CAP)

customer bills. This rider is developed using annual projections for each of the

component programs. This Rider has been existence since the Company's last base rate

case. This rider is described in more detail in the testimony of Andrew Wachter at

Peoples TWP StatementNo. 13.

A. IN YOUR OPENING REMARKS, YOU MENTIONED THE BENEFITS OF THE

PARTERNSHIP BETWEEN PEOPLES AND PTWP IN DEVELOPING AND

ADMINISTERING UNIVERSAL SERVICE PROGRAMS. IN ADDITION TO

THE PROGRAM MODIFICATIONS YOU ARE PROPOSING, ARE THERE

OTHER AREAS THAT BENEFIT FROM THIS COLLABORATION?

l3
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A. Yes. In addition to the proposals I have made, there are also more subtle improvements

that I think are very important. One good example is the introduction of a new bill for

EFIF customers. CAP customers will receive a new bill that will highlight the new

affearage forgiveness component. Peoples implemented a simplified billing statement for

its CAP participants. This bill was introduced to participating customers through a

customer education brochure. Our customer contact staff was also trained on the new

format prior to its roll-out to ensure they were ready to answer customer questions. This

bill emphasizes the benefits of making regular payments because it clearly shows the

customer the Arrearage Forgiveness and CAP credits they will receive. Peoples TWP

Exhibit SJK-2 provides a sample explanation of the bill that will be sent to PTWP

customers when the customized bill is introduced.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes. I reserve the right to supplement my testimony as additional issues arise during the

course ofthis proceeding. Thank you.

t4
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Builcr, PA 16001

Juno 1,2012

VIAOVERNIGTITMAIT

Rosemary Chlavctta
Secretary

Pennsylvanla Publlc Utlftty Commlsslon
Commonwealth Keystona Bulldlng
400 North Street, Second Fbor North
Harrlsburg; PA 17105

Re: 2012 Trlennlal Report on Peoples TWP tLCs Unhrcrsal Servlce and Energy Conservetlon Pfan
Submltted qirsuant to 52 PACode $62.7

Dear Secretary Chlavettr:

Enclosed for flllng are the orlglnal and three coplcs of thc 2012 Trlennlal Report on Pooples TWP
LLCs (Peoples TWP) Unlvercal Scrvlce and Eneryy Gonscrvrtbn Plan, In accordancc wlth 52 PA Code
962.7. Because Peoples TWP serves fewer than 1m,0@ resldentlal accounts, thts flllng ls madc ln llcu of
the rcportlng rcqulrcments sct brth at 52 PA Codc 9952.4 - 62.6.

lf you have rny questlons about tha cncloscd Phn, phase hel frce to contact mc rt 7244f1.
4935. Thankyou.

Vcry truly yours,

PeoplesTWP LIC

Vle Prcddent - Flnance and Rates

Endosures

ce Bryan Colbcrt
Llsa Weary Burecu of ConsumerScrvhes

Afdrew P. Wachter
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Peoples TWPts 2012 Trlennlal Report on lts Unlversal
Eervlces and Energy Gonsewatlon PIan

I. TNTRODUGTTON

Peoples TWP ('Peodee TWP) hereby submlte lts Unlvereal SeMce and Energy
Conservation Plan fUnitrersal Service Plan') and the progrems offered to help meet the needs
of fts eligible low-irmme regldentlal customerc. Thie Plan been Eubmitted pureuant to the
regulations at 62 PA Gode $62.7, In lieu of the rcprting regulrements eet forth at 52 PA Code
SS62.ffi2.6, becauee Peoples TWP servee fowerthan 1fl),000 resldential cuatomer accounts.

II. OVERVIEW OF PEOPLES TWP UNIVERAAL
SERVIGE AND ENERCY CONSERVATION PLAN

Peoples TI/VP serves a total of 62,802 cttstomers across lts westem Pennsy'lvanla
eervice tenitory, as stated in its Annual Rcport to the Pennsylvania Public Utility Commlsslon
CPUC) for the year ended December 31, 2011. Approximately 58,350 are Fsldentlal
customerc. Peoples TWP estlmates that approxlmately 0,500 of its reelden0al cuetomeru are
low lncome or Income dlsadvantaged at any given tlme. l'lowever, not all customeru w.ho arc
income disadvantaged are also payment trouHed. A elgnlflcant number of Peoplcs TWP Income
dlsadvantaged cuetomers pay thelr gas bllle on a regular basle. Peoples TWP hes klentifled
approximately 6,0fl) rssldentlal loudncome customers on its eyatem who are or may be
peyment troubled from tlme to tlme and utilize the avallaHe assletanco prognms availeblc,
lncluding thosc $filch comprlse Pcoplee T[/VP Unlvergal ScMce Plan.

To asslst lte Income disadvantaged customerc and others who may have difficulty
payrng thelr gas bille, Peoples TWP offers threo prlmary Unlversal Service and Energy
Conservatlon progrsms, conslstent with regulatory roqulrements and good buslnsse practices.
Those prcgmms are: ' Customer Agsistance Referral end Evaluation SeMcoe or CARES; Wbe
Choice Lour Income Uege Reduction Program; and, Energy Heh Fund. Peoples TWP abo
lnforms its louv-lncome customers regularly about avallable programs and asslsts them In
affing forthe help that ls avallable from e varlety of communl$Sased organtsatlong, Indudlng
local groups sudr as the Butler County Emergency Rslief InlUative, the Dollar Encrgy Fund, Inc.
('Dollar Energyf), fedcrally-funded programs auch as tho Low Income Home Energy Asdetarrce
Program CLIHEAP), and Company-sponsored Unlversal SeMce and Encrgy Conoervatlon
programs. Program hformatlon ls dlstributed to cubtomers through blll Inserts and dlriect mall
pleces; automatcd mossages through the Compan/c Volce Response Unit; brochures that are
distributed at a vade$ of locatione and events throughout Peoples TWP scrvlce terrltory and
pedodically advertleod through local media outletg. Peoples TWP also provideo toFfree
telephone numbere for customers to obtaln program lnformetlon and aeslstance.

Slnce 2009, Peoples TWP has deployed lte onn Internal LIHEAP outroaclr and refenal
program. Every year, Peoplee TVVP hae hlr€d temponery pereonnel to contact our customers
who are ldentlfled In our bllling eystem as posslbly LiHeAp elhible. The purpose of theee calls
ls to advise the cuetomer of the LIHEAP program, the applicaffon requirements and
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deadlines. Peoples TWP ri,ifl mall a LIHEAP appllcatlon to customers upon request. lf, dutirg
the outreach phone call, it ls determlned that a customer may not be able to complete the
LIHEAP applicatlon, a refenalto Peoples TWP's CARES Prognam is made.

ln 2O11, Peoples TWP folned with Columbla Gas, Equitable Gas and Peofles Natural'Gas 
In the Partners for Warmth Program. The program ls deelgned to provlde outreadr through

localmedia Includlng radio and Television as to the openlng of LIHEAP and ls promded by Hall
of Famer, Franco Hanis. Customers can ec@88 Information through lb webelte:
*ww.oartnersforuarmth.ons and by telephone: I -8ffi-827 -1281.

Peoples TWP UnfuersalServ$c€ programs krdude:

l. Guetomer Asslstance Referralr and Evaluatlon Servlces ("CARES")
progrsm designed to provlde lowlncome and other speclal needs populatlons
wlth rafenalreeources.

li. Energy Help Fund ("EHF") program to lower the coet of cunent gas eervice,
reduce account arearages end encourage the habit of regular paymente.

Wlse Gholce Low lncome Usage Reductlon ("Wlse Ghotce") program
establlehed lo help low Income cugtomers bwEr thelr gas bllls b| redudng thelr
gas ue{e and promotlng energy conservatlon.

Other programs Include the Dollar Eneruy Fund ard Low Income Horne Energy
Asdstence Program-LIHEAP Cash and Crlsis components, wlrlch prwlde vltally
lmportant aeslstance to eddress em€rgcncy eltuations lncludlng restoraton gas
eeMce.

Peoples TWP Shareholders wlll provlde Dollar Energy Fund wlth an admlnletratlve
donation of S15,q)0 annually for three coneecutlvo years beginning ln 2012. Thle fund ls to
cover admlnlstrathre cxponses associated ydth Peoples TWP'e hardshlp fund prognm managed
by Dollar Energy Fund, Inc. In addition to the admhlstratlve funding, Peopler Tt tr will
contdbute to the custorner hardshlp fund a mlnlmum of $35,000 to match customer contrlbutlons
annually for three oons€qrtlve lrears beginnlng ln 2012. These monles are to be ghrcn to those
eliglble customers who apply for and are accepted by Dolhr Energy Fund, lnc. for a hardship
fund grant. lf Pooples Ttll/Fe cuetomer contributlons exceed $35,000, Peopfes TWP wlfl match
those additional cugtomer contrlbutlons dollar for dofiar.

In 2011, the company redeslgned lts UnMeraal SeMces brodrure. Thls brochure is
distributed to company employees, customers, sodal seMce agencies, officec of elccted
officials and the other utllity companles ln Westem Pennsylvania. The brochure ie aloo rnailed
to every resldentlal cuetomer ln the Peoples TWP eervlce tenftory In November of each year. A
copy ls attached In ExhlHt'f.

The table s€ts forth in Sedion lll shovns the Companfe Univereal SeMce and Energy
Conservation progrsm annual expenditures for the paet three V€F, along with experdlturee to
date for 2012.

ilt.

lv.
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III. PEOPLES TUUP UNIVER$AL SERVIGE Al{D ENERCY
PROGRAIIIE FOR LOW.INGOME GUITOMERS
PRoJEGTED ANNUAL ExPENDitunes

GONSERVATION
AGTUAL AilD

Customcr Asslste nce and
RcftrralSeMccs

("CARES')lncluding

UHEAP outrbadt efforts

Sro,aas $10,050 st'.,267 $g,t2gL

Energy Help Fund s741,560 s786,391 sggz,oez s2ffi,3742

WISE CHOICE - Low
Income Usage Reductlon

Program
$18Ls8s s182,731 s2243L2 s1O&299t

Dollar Energy Furd, lnc. sg4,4rr S39,7s5 s3t720 S29,993

LIHEAP Outreach Calls S6,4m S6,ooo $B,mo' s5,000

aw bllllrg oyrtem and multlple manualwork
procs$ses thatwerc rcquhed to handlE Utlllty File Tranafer, Direct Refenal Program, LIHEAP phone
line volco mail rablovels and otaff trainlng due to the new billing eyatem Installaton.

IV. DETAILED DESGRIPTION OF PEOPLEE TUUP UNIVERIAL
SERVIGE AilD ENERGY GOI{SERVATION PROORAMS

Peoples TWP CARES program wes developed as part of the Companfs
ongolng effort to Henffr customers wlth slgr*flcant needs and direct them to the
resources that provide the most asslstance. The CARES program ls deslgned to give
personallzed assbtance to customere through cornsellng and refenalseruloes provlded
by tralned In-house Customer SeMce Reprosentatives, with essential supportfrom one
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hlghly experlenqed outslde expert under an agreemont wlth Essentlal Energy. CARES
ls also Intended to encourage the partlclpatlon by ellglbb customere In all of the
asslstance programe avallable to them, Includlng the EHF progrem, LIHEAP (Cash and
Crisls), Dollar Energy end the Wse Cholce upathertsatlon/usage reduc.tlon program.

In lts we of Gustomer Servlce Representatlves as CARES representatives,
Peoples TWP has a group of frontline pereonnef wfro are trelned to be oensltive,
receptlve and responslve to e varlely of customer needs, Including Income
dlsadvantages, 4e+elated illnegses or circumstancss, physlcal and mental dlsaHlitles,
and other factors. Specifically, each Customer SeMce Representative hag partldpated
In an In-depth trainlng session on CARES program principles and practlcal
implementation urder the direction of Essentlal Ernrgy. As a reeult of eudl tralnlng,
theso ropresentatves are encoureged to seek ways to help people lmprove thelr quality
of life. Oulslde agencles and organlzatlons arc also educated and lnformed about
Peoples TWP CARES prognam's purpo$ and obJedives. Gustombrc are refened to
Peoples TWP GARES program by communlg agendes, Public Utility Commlesion
(PUC), o0pr utllitles and by Peoples TWP ftoH employees, wtro have also recelved
tralnlng regardlng the GARES program.

Every customer refenal Into Peopleo TWP CARES program le Inltlalty revlewed
by one of Peoples TWP'B trained Customer Servlce Representatlves. The repreeantative
contacte the cuetomer and assesses needg. He or she then revlews the rangp of
agsistance programs for tho customefs partlcular needs and dlgcusses thc case wlth
Peoples TWP'e Unlversal Seruloe Coordinator, who serves as the Comparfe polnt of
contac{wlth oommunlty eeMce agenc{es. Based upon the information, en as8oesment ls
made as to hqY the Gompany can best asslgt the customer and whether the artomefs
need(e) can be resolved with e one-tlme communlcatbn or will requlrc longer term
CARES Interac'tion. A dedslon on whether e CARES home visit le neo$sary depende
upon each cuetorne/s particular circumstancee. A home visit may be made for a varlety
of reasona, induding the need to assese thc sltuation so that adequatc follorr up can be
conduc{ed.

A home vlslt mgy be required to conflrm lnformatlon given by the cuotonrer, to
provide budget counselirg, energy conseruation education, andor education about the
range of outelde agency progrErms that are avallaHe to help them. A home vtslt may be
needed to aeelst lhe customer in the comfletion of applications for LIHEAP, Dollar
Energy, or the EHF program. Home vielte aro c,onducted by Peoples Tl/VP's CARES
expert, Ecsential Energy.

Monftorhg and follou,-up of customers In the CARES progiam are prwlded
through a cooperstlve effort of Essentlal Energy and Peoples TWP Unlvcrsal Services
Goordlnator, ae ngqulred to meet each partldpant's Indivldual needs. Peoples TWP's
Unfuersal SeMces Goordlnator also partlclpates on behalf of the Gompany, In an
lnformal network of assistence programs and agencles r,vhich rarpe from other utitlty
programs, to local, state end federal govornmonheponsored aselstanco agendes of
varlous kinds, to a variety of prlvate programs (.e. churc*r oryanhatlons, communlty
seMce groups, etc.) establiehed to help people faclng difficult clrcumstances.
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Butler Countv Emeroenor Relief Initlathrc

One cxample of a vltal local organtsatbn that reaclres out to peode In need ls
the Butler County Emergency Rellef InltiaUve (BERD. BERI ls a collaboretlon of
Individuals, oryanlzatlons and agerdes dedcated to improving tho efrident delivery and
maximlzation of the lmpact of asslstance programs avallablo to ncedy reeldente of Butler
Coun$. Peo$es TWP has provlded direct asslstance to that organhatftrn end wlll
contlnue to do so In various ways In the ft.iltre. Peoples TWP Unlvereal Servbes
Coordlnator ls a member of the BERI Overqlght Commlttee. Thls committec assists In
the effort of provlding Informed leadershlp to thc task of making surc that best advantage
ls taken of tlp asslstance programs avallaHe to Buller County residents.

Peoples TWP will make a charlteble contrlbutlon ln the amount of $5,0fi) to the
Butler Emergency Rellef Initiative each year for three oonsecutlve yeara conmendng
2012. Thls contributlon ls funded by thc company shareholdere and ls not recoverable
from ratepayors.

Wlse Gholcc Low Incomc Usane Reductlon Prosram

Proqram Ovorvlew

Peodeg TWP Wse Cholce program is a weatherization and consenration
educatlon progmm targeted to lourlncome, h[h usage, payment troubled customers.
Peoples TWP program u,as Inltated In 1987, ln responso to PUC rogulatlons at 62 PA
Code $58.1 - 558.18.

Proqram Gorlg

The prhary goal of the Wee Cholce program ls to weatherize homes occupled
by Income disadvantaged customers who use hlgher than average volunreo of gas and
to educate customors in ways to conserye ffiergv, and thereby, reduce thelrenergy bills.
The seoondary goal ls to reduce the numbor of ddirquent and uncollecllble resldential
accounte.

The Wee Choice program attempts to reduce a payment troubled customer's
gas bill to the polnt where lt is more affordable, lf Income disadvantaged customers can
malntaln thelr gas servlce throughout the year, ospedally with the support of outeHe
asslstance that b available to such customerc, the customer may be able to establish or
maintaln a good payment hlstory with the Gompany. This benefits not only the Wse
Choice partldpant as w6ll as the Company and all other r:atepeyers.

Proqram D,srcrlptlon

. Each Wise Ghoice participant ls povHed with a home onergy audit, a gas
appliance oafety Inspec{bn, and en onergy conservation education cesslon.
Coneervatlon educatbn stresses slmple, but effcdive ac'tions that a famlly can take to
control the arnount of energy that ls congumed In the home. Conservation tlp are gf,ron
to help reduce the use of gas, electrlclty and water. Program partlclpants leam whtch
appliancee consumo the most energy.
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lnetructlon ls also given on the propcr malntenance of physlcal eoneervatlon
meeeures that are actually Installed In cuetomer regidences by the Wse Choie
vveathcrkatlon provlders.

ln an attempt to lmprove payment behavior, cuslomere er€ encoumged to
communlcate with the Company to discuss payment problems before they become
serious. Llmlted budget counsefing ls algo provided as a supplement to the agElstance
offered by the CARES progmm.

During the energy audit, a \Mse Choloe auditor inspecfis the home from the
basement to the attlc, looklng for areas where'heat may be escaplng (exfiltratlon) and
where coH alr may ba leaking in (lnfiltration). lf drcumstances permlt, the auditor also
conducts a pre-vreatherization blower door tost to moasure horr1ealqf a home le at the
time of the audit. Any oilstlng Insulation or weatherization measures aro not€d.

Upon completion of the audit, thc audiior creates a work order listlng all
recommended weatherlzation measures and eubmlts the uork order to Peoplee TWP for
approval. The scope of work to be performed at Peoples TWP. e expsnse ls determlned
by reference to the customer's gas usage.. In most cases, customers wlrc exhlblt hlgh
gas usage wlll quallfy for more weatherlzatlon meesures than cu$omers wfio uge lesser
volumes of gas.

WSE GHOIGE Weatherlzatlon Meagureg

Typlcally, weatherization measures Installed under Peopbs TWP Whe Cholce
program Indude, but are not limited to the fdlollng:

Furnece/Hoetlng Svrtcm

HotWater Sveteme
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Inrulatlon

Inflltratlon Reductlon

il/llscellanooua Mlnor Repalrs

Proqram Paillcloetlon Guldcllnes

Custom€r8 must satisfy the followlng gualifications to be eliglble for Peoples
TWP Wise Choice weatherization program:

Federal Powrty Guldellnes):

1

2
3
4
5
6
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the lagt 12 months.

metered separately and have Indlvldual heatlng systems. Landlord permlssion
is algo requlred.

neceesarlly meet the usagc eligiblllty guldellnes, but have demonstated other
needs which suggest that energy conservation would be useful. (1.e. medlcal
corditlon, medical bllls, etc.)

Outreach, Enrollment and Applicalion Procedures

outreach and enrollmcnt procedures for both the Wse Gholce program
and the EHF program to maxlmke adminlstratlve efficiencles and ldentify
ellglHe Wee Cholce partlclpante from among those epplylng for and
belng refered to the EHF program,

ooordinated and run In tendem ee much as possible to facilitate the moet
efflcient use of reeources to servc resldentiat customera In need.

agreements/ coneente for the lnstallation of Wise Cholce program
neatherization and energy oonservatlon measures with partidpating
customerc and thelr landlords.

Wse Gholce Program Llmitations

R-201G'2167797, the annual expendlture allowance for the Wse Gholce
Fogram ls' $230,400, of wfrlch 15 percent can be applled to
admlnlstrative seMce costs. As p€r the Jolnt Petftion of Approral of
Settlement of All lssues: A-201G221O326, commencing January 1,2012,
the shareholders began a support of an lncrease in the current funding
for Peoples TWPs Wse Cholce Weatherization.Program of $10,000 per
year until the effective date of rates In Peoples TWP's next bage rate
caso. Thls $10,000 is not recoverabb by manner of any Rlders. In
eddftion, any unused funds wlll roll over to tlp next year.
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for Wbe Gholce progrem seMc€s In any calendar year, after a good falth
effort to ldentify and secure the cooperation of a sufficlent nwnber of
ellgible lourincome customers, tho unexpended Wise Cholce allorvance
shall be transfened to and used ln the next upcoming Wlse Choico
h@et year.

Encrsv Hclo Fund

Peoples TWPs Energy Help Fund CEHF) ie a low Income aesistence program
deslgned to help olighle resldentlal customeru pay their gas bills. Three leveb or tiere of
assistance are avallaHe to eligible cuetomcrs, based on thelr annual household Income
as outllned bolow. EHF asslstance ls provlded by requlrlng ellglble resldential
customerc to make payments under a percentage of Income plan. The Gompany wlll
retire ffieen dollare ($15.00) of a cuetomers' exlstlng arearage balance for every on-
tlme monthly payment made by the customer. In addition, the customer will be requlred
to make an addltlonal five dollar ($5.00) per monthly payment lf there ls an arear4e
until the arearego ls pald In full. The Company urtll require a mlnlmum monthly payment
of twenty five dollars ($25.00). Because a portion of the EHF beneflt ls an arearage
reduction cornponent, eligible lorlncome customers with an account anear4e of at
least tnlo hundred dollars $200 will be prefened but not reguired. The Energy Help Fund
rvlll not requlre eecurlty deposfts of new, reconnec'ted or rclnstated EHF customerc. To
provlde the EHF customer with all of the lnformation needed regardlng the EHF
program, a newly designed EHF gas Hll was developed in 2O11. Attached to thls
document ls a copy of a brochure that was malled to every EHF customer exdalnhU the
newly deslgd EHF gas blll. Thls ls Exhlblt'ts.'

The terms end conditions of the EHF program are described as follows:

ResHential customers with an annual Income at or below flfty percent
(50%) of the Federal Poverty Level wlll quallfy for asslstance as follows:

percent V%l oI the housohold's monthly income, as set forth In Rate
Sclredulc RUS - Reeidentlal Universal Service.

aroarages by an amount of fiftmn dollars ($15) for every on-tlme monthly
payment made by the customer. The customer will be requlred to make an
addltlonal five dollar ($5.00) per rnonth payment untilthe arroarage ls pald In
tuil.

At the end of 36 months, they may re-enroll lf they establish that they still
satlsfy the annual income requlrements. Customers wlth outotanding
an€ar{es will be preferred, but an arearage ls not a precond}tion to EHF
program ilartlcfpation. Monthly arearage forgiveness credlts udll not be
avallaHe to customere who have no account anearage.
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applied ln accordance wlth the prooess approved by the Pennsylvanla
Department of Public Welfare. Dollar Energy and other aeslstance grants can
also be used to offset the remalnder of the partldpating custome/c blll.

RegHentiel customers with an annual Inoome greater than fifty percent (50%)
and up to and Includlng one hundred peroent (1@%) of the Federal Poverty Level wlll
qualify for a twopart program of asllstancc ae fiollovvs:

percent (8%) of the household'a monthly Income, a8 8€t forth In Rete
Schedule RUS - Residential Unfuercal SeMce.

arearagss by an amount of ffieen dollars ($15) for e\rery on-time monthly
payment made by the customer. The customer will be requlred to make an
additlonal five dollar ($5.001 per month payment until the arearsge ls pald in
tuil.

At the end of 36 months, they may r+enroll lf they establleh that they stlll
. satlsfy the annuaf Income requlrcments. Cuetomers wlth outrtandlng

anearages will be prefened, but an arearage ls not a preconditlon to EHF
program participation. Monthly an€arage forghrcness crsdb will not be
avallable to ctrstomers who have no amunt arearage.

applled in accordance with the process approved by thc Penneylvanla
Department of Public Welfare. Dollar Energy and other asslstancc granb can
also be used to offset the remalnder of the particlpating custome/s bfll.

Resldentlal Customers with an annual hcome of more than one huldred percent
(100%) and'up to and including one hundred lifty percent (150%) of the Federal Poverty
Levelrvill queftry for a program of asslstanoe as follows:

percent (9%) of the houeehold'e monthly lncome, as set forth In Rate
Sdredule RUS - Resldentlal UnlverealSeMce.

areareges by an amount of lifleen dollarc ($1O for every on-tlme monthly
payment made by the customer. The customer will be requlred to make an
addltionalflve dollar ($5.001 per month payment untilthe anearege ls pald In
tuil.

At the end of 36 monthe, lhey may ro€nroll if they establleh that they still
satlsfy the annual Income requlrements. Customers wlth outstanding
arrearages wlll be preferred, but art areerage ls not a precondtlon to EHF
program partidpation. Lor Inoome Horne Asslstanoe Program (LIHEAP)
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benelits wlll be applied In accordarrce with the process approvrd by the
Pennsylvada Department of PuHlc Welfare. Dollar Eneigy erd other
asslstance grants can also be used to offset the rcmalnder of the particlpatirg
custorne/s blll.

As of May 1, 2012, Peoples TWP had 1p29 active participants In the EHF
program.

The Company'e collec'tions treatrnent of nonaayment by EHF program
partldpants sha[ conform to the requlrementg of all applicable Gommlsslon rcgulations
and statutory rcguhements.

Outreach and Enrollment Procodurec

Universal Service Coordinator, sends targeted mailings with information
and program applications to e{sting potentially ellglble resHentlal
cuetomere.

are regularly lnformed about ad provlded with written materlals
. describing the EHF program and encouraged to refer qualified lour

Income resHential customers/constituents to the EHF program
edmlnlstrator.

. number of spedal organlzatlons and InltiaUves designed to ensure that
locsl citkens In need reoelw aselstance, Including Peoples T.V\IP's EHF
program. These special outneach efforte indude, but are not limitcd to the
Butler Gounty Stay Warm Summit, Butler Gounty Utllity Grlsis
Cooperative and the Butler Gounty Center for Communlty Reaources.
Peofles TWPs ac{ive partidpation In BERI has also served to lncrease
knodedge of the EHF program among Butler County's lorlncome
cuetomers,

groups to provide Informatlon abod Peoples TVI/P's Unlvercal Servlce
Programs.

regldential customers of the Gompany who have qualiffed for end received
Dollar Energy and LIHEAP grants In the prevlous year to encourage theh
particlpatlon In the EHF program. Peoples TWP'8 own Customer SeMce
Representativee also refer ellglHe low-lncome customers to the EHF
program admlnlstrator.

Appfi catlon/Screonlno Procad uros

. natural gas as their maln heating Bouroe, wlth an annual lncome st or
betoy, one huMred-fifty percent (160%) of the Federal Poverty Level. The
.gas moter at the premlse must serve only the'custome/s dnolllng 8pace.
The amount must be resldenUal and the customer ls permltted to have
only one acc,ount in the Energy Help Fund. Both dired refenals and
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refenals from customer serv{cc are sent to the program admlnlstrator.
Company's Guetomer Servlce Department refers potentlally eligible
custorners to the progrem admlnlstrator for pre-screening. Resldential
customerc are pre€creened for EHF program eliglHlity by the EHF
proglam adminlstrator..

appllcatlon/qualiffcation procedures for both the EHF progmm snd the
WSE CHOICE program. Customers who have recelved LfHEAP grants
ln the immediately preceding 12 monthe are automatlcally enrclled In the
EHF and/or WSE CHOICE. Cuetomers wtro harrc not recelrred LIHEAP
grante ln the lmmediate precedlng 12 months will be requlred to submlt
proof of lncome as outlincd In he follovrdng paragraph.

customers applications to the EHF program, with a lefter descrlblng the
required proof of Income needed to omplete the appllcatlon. The letter
direc'ts potential progrEun partftipants to complete the appllcaton, provide
cunent income informatlon ln order to confirm elBibllity, and retum the
application. Informatlon recelved ftom customers ls also used to
determlne ellglbillty for partlclpatlon ln th€ WSE CHOICE program.

determine whether appllcante are eligible to partlcipate ln the EHF
program, and, if so, In what Income Category. Letters of acceflanoe are
sent to eliglble customers.

wrfting.

contaded by the EHF progrem admlnistrator to encourage thelr
partldpatlon and responac.

process reveal needs that might benefit from the Companfs CARES
program are refened to the Unhrcrsal SeMce Coordinator for ovaluatlon
ard further communlcation or, where appropriate, to Essontlal Energy for
the purpose of scheduling home vlelts. '

F .lnformation gathered for purposos of determining customer el$bility to
partiolpate In the EHF program is atso used to determlne custorner
eligibility to particlpate ln the Gompan/s \Mse Cholce program to
ma{mlze the efficient opcnatlon of both assistance programs.

EHF Prosram Operation and Customer Responslbllities

performanoe of every partlclpatlqg customer and contads them promptly if
required payments are mleeed.

regularly to (l) confirm that anearage credits ere properly applled after the
Company's recelpt of eaclr parttdpant's monthly payment, ag descrlbed In
the applicable letter of acceptance, and (ii) ensure proper application of
LIHEAP, Dollar Energy and other grants received by EHF participants to
further reduce thelr montl{y payment.
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The customer ls advlsed to notfi the Company of any ohanges to Income,
househoH slze or resldence.
The c'ustomer must make timely monthly EHF payments Incfdlng a $S.00
monthly payment on erears lf appllcable.
The customer will apply for Low Income Home Ernrgy Assletance
Program (LIHEAP) benefite and dlrect the payment of LIHEAP to the
Gompany. The Company wlll apply the LIHEAP bcnefitrs to the
custome/s account In accordance to all applicable Department of Public
We]furc Rules and Regulations.
The ctlstomer ls encouraged to apply for Low Income Usage Reduc{ion
Program (LIURP) weatherizatlon.
The customer muet alloil the Company to purchase gae on the
oustome/s behalf.

End of Prmram Term Adivltlos

The Company will detormine e particlpant's eliglbllity to continue
partidpation In the program afterthe Inl[al3&month term.
A re-enrollment application wlll be melled to the participant prior to the end
of the thirty days prior to the customeds date of program completlon.
lf the EHF customer recelved LIHEAP benefits in the current heatlng
Beason, then proof of lncome le waived. Thls le appliceble only wtren
LIHEAP lncome ellgribllfty ls cet et 1ffi% of the Federal Porrerty Lorel

o The customer le to oomplete and return the apfllcatlon, re-
enrollmenl form and provlde photocopy proof of Income.

o lf the EHF customor recelved LIHEAP benefits In lhe cunent
heating season, then proof of lncome is weived. Thle b apfllcable
only when LIHEAP income eligibllity ls set at 150,6 of the Federal
Pover$ Level.

Upon confirmatlon of Income eliglblllty, the admlnlstrator will le,ccrtlil the
customerfor another 36 month term.
A cuetomer, who has been removed from EHF for fallure to reenrdl prior
to the end of a 36 month term, vdll be entered lnto the EHF program once
the company recelved proof of Incorne and a completod EHF apflication.

Defaufr Provislons

A customer may request rornoval from the EHF program. The customer
must slgn e walverform acknoflledging thatthq customer le not ellglble to
re-enroll Into EHF withln one yeer afterthe time of the requested removal.
A customer ls considered ln default after two consecutive mlssed EHF
payments and can be removed from the program. The custanter could be
ellglble for terminatlon of servlce ln accordanoe wlth all app{lcable laws
ard regulations.
A customer can be re-instated, oflce annually, upon maklng the cunent
and any mlesed EHF paymente.
A customer who is removed ftom EHF due to non-payment ard the gas
service ls subsquently termlnated, the customer wlll be requlred to remlt
all mlssed payments end re-certlfy th€ household's Income. Additlonally,

-14-



e reconn€dion fee wlll be requliod.

Cugtomer Consumotion Responclbllltles

UNTVEREAL IERVIGE AND ENEROY
GONSERVATION PROCRAM EERVICES / BEilEFITS

The Gompany wlll monltor EHF customers who use more than 120% of
the hlstorical averago usage taldng Into account significant rveather
changes for three consecutive months. Once a customer exceeds such
usage level, the Company wlll lmplement a progresslve conaumption
monitoring protocol.
The Company will Inform the EHF customer of the Increased usage and
educate the participant on onorgy conservation mea8ureo and shall
encourage that customerto empby conservatlon measures.
The Company will encourage the customer to apply for the Compant's
Wlse ChoiceWeatherizatlon Program.
lf hlgh usage conflnues, the Gompany wlll notfi the EHF customer,
Includlng an attempt at personal contact if that EHF cuetonre/s tsgh
usage continues, it may result ln the customer belng removed from the
EHF program. Tho Company will Inqulre as to the reasons for the
perelstent hlgh usage. The reasons offered by the customer will be
consldered before taldng any further acffon with respoct to the cuetomer.
lf contlnued unexplained end unreasonable high usage contlnues, the
Company reserves tho right to remow the customer from EHF.

v.

Customer Asslstance and
RefenalSeMces

('CARES") Includlng tlH EAP

outreadt efforts

WISE CHOICE - Low lncome
Usage Reductlon Program

-16-
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Customer Asslstance rnd Referal
SeMces ("CAREST')lncf uding

LIHEAP outrcach efforts
9,8$, 7,707 6,949 4304t

Dollrr Energy Fund, Inc. t57 155 L52 1242

WISE CHOICE- Low Income Usage

Reductlon Program
32 28 30 15t

Enerrv Helo Fund 1448 1@3 L470 L22gftr

::-:t, 'i :..'

'j-j.:-:.:-:j.i.', .,
-,.i-.-. J,-:....

,l:2009 l',; i
CustomerAssbtance

Rcfernl and Ernluatlon
Servlces ("CARES")

Includlng tIHEAP
outreach efforts

s3,@5607 s2,54&430 Sz,7g7,gw
ses5,zzs

I Sl,ooo,ooo

Dollar Energy Fun4 Inc. s61,233 S65,432 $sg,eao
Ssc4gez

2 $57,300

' WISE CHOICE - Low
Income Usage Reductlon

Program
s181,585 5182,73L 5224,372

s108,299
t s240,400

Ener.gy Help Fund
Program 574t,616 s786,391 Sggz,ogz

5260,374
1 ss9t000
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vt. GoNGLUSIOil

Peofles TWP appreclates the opporturdty to submit thls Triennlal Report on thE
operatlon, admHstra$on and prac{lcal lmpact of lts Universal'SeMco and Energy
Conservatlon Plan. Peoples TWP continuea In lte effort to lmprove the effectfuerpss of
the programs descrlbed In this Report, by communicatlng to eligible brrlncome
customers about program availability, improvlng the pradical benefits that they deliver,
and dlrectlng the program seMces to eliglble custqlrcrs.

Reepedfully eubmltted
PEOPLES TWP

June 1, 2012 AndrewWachter
V.P. Flnance & Rates

Bryan Colbert
Customer Relations Speciallst

-17-
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GLOSSARY OF ACRONYMS AI\D DEFINED TERMS

ACRONYM DEFINED TERM
AFUDC Allowance for Funds Used Durins Construction

B Beta

b Represents the retention rate that consists of the fraction of
earninqs that are not paid out as dividends

bxr Represents internal growth

CAPM Capital Asset Pricing Model

CCR Corporate Credit Rating

CE Comparable Earnings

DCF Discounted Cash Flow

FOMC Federal Open Market Committee

IGF Internally Generated Funds

LDC local distribution companies

LT Long Term

NAIC National Association of Insurance Commrssloners

NARUC National Association of Regulatory Utility Commissioners

PPUC Pennsylvania Public Utility Commission

r represents the expected rate of return on common equity

Rf Risk-free rate of return

Rm Return on the market

RP Risk Premium

S Represents the new common shares expected to be issued by a
firm

S&P Standard & Poor's

SBBI Stocks. Bonds. Bills and Inflation

SXV Represents extemal growth

SVO Securities Valuation Office

v Represents the value that accrues to existing shareholders from
sellins stock at a orice different from book value

ytm Yield to maturity
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INTRODUCTION AND SUMMARY OF RECOMMENDATION

Please state your name, occupation and business address.

My name is Paul Ronald Moul. My business address is 251 Hopkins Road,

Haddonfield, New Jersey 08033-3062. I am Managing Consultant at the firm P. Moul

& Associates, an independent financial and regulatory consulting firm. My

educational background, business experience and qualifications are provided in

Appendix A, which follows my direct testimony.

What is the purpose of your testimony?

My testimony presents evidence, analysis and a recommendation concerning the

appropriate cost of equity and overall rate of return that the Pennsylvania Public Utility

Commission ("PPUC" or the "Commission") should recognize in the determination of

the revenues that Peoples TWP LLC ("PTWP" or the "Company") should realize as a

result of this proceeding. My analysis and recommendation are supported by the

detailed financial data contained in Exhibit No. 110, which is a multi-page document

divided into fourteen (14) schedules.

Based upon your analysis, what is your conclusion concerning the appropriate

rate of return and cost of common equity for the Company?

My conclusion is that the Company's cost of common equity is 11.25%o. As shown on

Schedule l, I have presented the weighted average cost of capital for PTWP, which is

7.97yo, and includes the 1l.25oA return on equity that I recommend. The resulting

overall cost of capital, which is the product of weighting the individual capital costs by

the proportion of each respective type of capital, should, if adopted by the

Commission, establish a compensatory level of return for the use of capital and

a.

A.

a.

A.
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provide the Company with the ability to attract capital on reasonable terms.

What background information have you considered in reaching a conclusion

concerning the Company's cost of capital?

The Company provides natural gas service to approximately 60,000 customers in ten

counties in southwestern Pennsylvania. In 2011, gas throughput (both sales and

transportation) for PTWP was comprised of approximately 22%o to residential, l2Yo to

commercial, and 66%o to industrial customers. Overall, the Company's throughput is

represented by 33% to sales customers and 670/o to transportation customers. The

heavy concentration of throughput to just 17 industrial customers (both sales and

transportation), which represents 13.3 million Mcf of throughput, signifies a high risk

profile for the Company. The Company obtains the majority of its natural gas supply

from local Pennsylvania producers and supplements that supply primarily with

interstate storage service. PTWP is a wholly-owned subsidiary of SteelRiver

Infrastructure Fund North America LP, which a privately held company.

How have you determined the cost of common equity in this case?

The cost of common equity is established using capital market and financial data relied

upon by investors to assess the relative risk, and hence the cost ofequity, for a natural

gas utility, such as PTWP. In this regard, I relied on four well-recognized measures of

the cost of equity: the Discounted Cash Flow ("DCF") model, the Risk Premium

("IU"', analysis, the Capital Asset Pricing Model ("CAPM"), and the Comparable

Earnings ('oCE") approach. By considering the results of a variety of approaches, I

determined that the cost of common equity is ll.25Yo.

In your opinion, what factors should the Commission consider when determining

a.

A.

a.
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the Company's cost of capital in this proceeding?

The Commission's rate of return allowance must be set to cover the Company's

interest and dividend payments, provide a reasonable level of earnings retention,

produce an adequate level of internally generated funds to meet capital requirements,

be commensurate with the risk to which the Company's capital is exposed, assure

confidence in the financial integrity of the Company, support reasonable credit quality,

and allow the Company to raise capital on reasonable terms. The return that I propose

fulfills these established standards of a fair rate of return set forth by the landmark

Bluefield and Hope cases.l

That is to say, my proposed rate of return is commensurate with returns

available on investments having corresponding risks.

How have you measured the cost of equity in this case?

It is necessary to use a proxy group of companies to measure the Company's cost of

equity because its stock is not traded. The use of a proxy group to measure the

Company's current cost of equity is a common practice of analysts performing these

types of studies. The models that I used to measure the cost of common equity for the

Company were applied with market and financial data developed from a group of nine

(9) gas companies. The companies are: AGL Resources, Inc., Atmos Energy Corp.,

Laclede Group, Inc., New Jersey Resources Cotp., Northwest Nafural Gas, Piedmont

Natural Gas Co., South Jersey Industries, Inc., Southwest Gas Corporation, and WGL

Holdings, Inc. I will refer to these companies as the "Gas Group" throughout my

testimony.

lBluefield Water Works & Imnrovement Co. v. P.S.C. of West Virginia,262U.S.679 (1923) and F.P.C. v.
Hope Natural Gas Co., 320 U.S. 591 (1944). 

3
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Please explain the selection process used to assemble the Gas Group?

I began with the universe of gas utilities contained in the basic service of The Value

Line Investment Survey, which consists of eleven companies. Value Line is an

investment advisory service that is a widely used source in public utility rate cases.

Value Line is a database that is familiar to the Commission, and is widely available to

investors. Value Line is frequently used by utility witnesses and witnesses

representing opposing parties in public utility rate cases. I eliminated two companies

from the Value Line group when I assembled my Gas Group. The eliminations were

NiSource due to its electric operations and its natural gas pipeline and storage

operations and UGI Corporation because of its highly diversified businesses. The

remaining nine companies are included in my Gas Group.

How have you performed your cost of equity analysis with the market data for

the Gas Group?

I have applied the models/methods for estimating the cost of equity using the average

data for the Gas Group. The use of a group average (or portfolio) of utilities will

reduce the effect that anomalous results for an individual company may have on the

rate of retum determination. That is to say, by employing group average data, rather

than individual company analyses, I have helped to minimize the effect of extraneous

influences on the market data for an individual company.

Please summarize your cost of equity analysis.

My cost of equity determination was derived from the results of the methods/models

identified above. In general, the use of more than one method provides a superior

foundation to arrive at the cost of equity. At any point in time, reliance on a single

a.

A.

a.

A.
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method can provide an incomplete measure of the cost of equity depending upon

extraneous factors that may influence market sentiment. The specific application of

these methods/models will be described later in my testimony. The following table

provides a summary of the indicated costs of equity using each of these approaches.

DCF

RP

CAPM

Comparable Earnings

Gas Group

r0.2r%

t2.66%

n.07%

12.85Yo

Viewing the results of the DCF and Risk Premium models the indicated cost of equity

is ll.4406 (10.21% + l2.66yo : 22.87yo + 2). An alternative cost of equity

determination is 10.64% (10.21% + ll.07yo - 21.28% + 2) using the DCF and CAPM

measures of the cost of equity. Using these indications the range of the cost of equity

is 10%%o to TlVzo/o, on a rounded basis. Within this range I recommend that PTWP's

rate be set at ll.25o , which represents the midpoint of the range (i.e., 11.06%) plus

0.19% in recognition of the exemplary performance of the Company's management.

The 11.25% return on equity satisfies a number of factors that influence the equity

retum for PTWP. First, as I will discuss below, PTWP has more risk than the Gas

Group attributed to its smaller size, its more variable retums, its weaker credit quality,

and operational factors. As described in the testimony of Mr. Robert M. Hovanec, the

Company has undertaken many initiatives that have produced high quality service. In

recognition of its outstanding performance, the Company should be granted an
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opportunity to earn an 11.25%o rate of return on common equity. My recommended

rate of return on common equity of 11.25%o makes no provision for the prospect that

the rate of return may not be achieved due to unforeseen events, such as unexpected

spikes in the cost ofpurchased products and other expenses. To obtain new capital and

retain existing capital, the rate of return on common equity must be high enough to

satisfy investors' requirements. Indeed, in a study dated December 9, 2008, prepared

for the American Gas Foundation, it was noted that allowed equity returns below the

level required by investors may lessen a utility's ability to maintain and develop

systems that are necessary to provide natural gas service efficiently. Furthermore, the

report specifically found that returns below 10% would trigger broad disenchantment

with LDC investment.

NATURAL GAS RISK FACTORS

What factors currently affect the business risk of the natural gas utilities?

Gas utilities face risks arising from competition, economic regulation, the business

cycle, and customer usage patterns. Today, they operate in a more complex

environment with time frames for decision-making considerably shortened. Their

business profile is influenced by market-oriented pricing for the commodity distributed

to customers and open access for the transportation of natural gas for large volume

customers.

Natural gas utilities have focused increased attention on safety and reliability

issues. In order to address these issues and to comply with new and pending pipeline

safety regulations, natural gas companies are now allocating more of their resources to

addressing aging infrastructure issues.
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Does the Company face competition in its natural gas business?

Yes. PTWP operates in a market area that contains intense competition in all aspects

of its business. First, the existence of local gas production provides a bypass threat to

the Company. This situation will only become more intense with the development of

additional production from the Marcellus Shale formation. Second, four interstate

pipelines traverse the Company's service territory. This situation exposes the

Company to bypass for certain large volume customers. Third, the western area of

Pennsylvania is unique in that local distribution companies ("LDCs") operate with

overlapping service territories, which enable LDCs to compete with one another for

customers. Overall, the Company's risk of competition is considerably higher than

that faced by many LDCs, including the components of the Gas Group that I used to

measure the Company's cost of equity.

How does the Company's throughput to large volume customers affect its risk

profile?

The Company's risk profile is strongly influenced by natural gas sold/delivered to

large volume customers. These customers are engaged in automotive, steel, chemical,

and other process endeavors. The threat of bypass is a common characteristic of large

volume users. In fact, most of the Company's largest customers are in close proximity

to bypass threats, such as local natural gas wells and interstate pipeline. The testimony

of Mr. Hovanec discusses this situation and its impact on the Company. Success in

this aspect of the Company's market is subject to the business cycle, the price of

alternative energy sources, and pressures from the competitors. Moreover, external

factors can also influence the Company's throughput to these customers which face

0.

A.
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competitive pressure on their operations from facilities located outside the Company's

service territory.

Are there other specific features of the Company's business that should be

considered when assessing the Company's risk?

Yes. The Company has traditionally had low customer growth in its service territory.

Also, many of the Company's residential customers use natural gas for space heating

purposes. This indicates that a large proportion of the Company's residential

customers present a low load factor profile and that their energy demands are

significantly influenced by temperature conditions, over which the Company has

absolutely no control. For these sales, the Company's revenues are subject to

variations caused by weather abnormalities. All of the companies in the Gas Group

have tariff provisions that deal with these issues through various forms of revenue

decoupling. Without revenue decoupling or a weather normalization feature in its

tariff, PTWP operates with a higher risk profile.

Please indicate how its construction program affects the Company's risk profile.

The Company is faced with the requirement to undertake major investments to

maintain and upgrade existing facilities in its service territory. To maintain safe and

reliable service to existing customers, the Company must invest to upgrade its

infrastructure. The rehabilitation of the Company's infrastructure represents a non-

revenue producing use of capital, especially in the context of very low customer

growth. For PTWP, it had 946.92 miles of its distribution mains constructed of

unprotected steel pipe as of year-end 2012. This represented 35Yo of its total

distribution system. Regarding its services,10,966 or lSYo of them are constructed of

a.

A.
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bare steel. While the Company has been steadily reducing the percentage of

unprotected steel over the years, additional capital will be required in the future for this

non-revenue producing investment. To maintain safe and reliable service to existing

customers, the Company projects its capital expenditures will be approximately $99.1

million during the period 2013-2017. These expenditures represent approximately

58% ($99.1 million + $169.5 million) of PTWP's net utility plant at December 31,

2012.

a. How should the Commission respond to the issues facing the natural gas utilities

and in particular PTWP?

The Commission should recognize and take into account the competitive environment

in the natural gas business in determining the cost of capital for the Company and

provide a reasonable opportunity for the Company to actually achieve its cost of

capital. Such opportunity is critical for the Company in the situation where it must

raise capital to replace aging infrastructure and to meet safety requirements.

FUNDAMENTAL RISK ANALYSIS

Is it necessary to conduct a fundamental risk analysis to provide a framework for

a determination of a utility's cost of equity?

Yes. It is necessary to establish a company's relative risk position within its industry

through a fundamental analysis of various quantitative and qualitative factors that bear

upon investors' assessment of overall risk and are detailed in the testimony of Messrs.

Hovanec, Wachter and Folks. The qualitative factors that bear upon the Company's

risk have already been discussed. The quantitative risk analysis follows. For this

purpose, I compared PTWP to the S&P Public Utilities, an industry-wide proxy

a.

A.



I

z

+

5

6

8

9

10

ll

t2

l3

14

l5

l6

t7

l8

79

20

2l

22

z5

a.

A.

DIRECT TESTIMOIYY OF PAUL R. MOUL

consisting of various regulated businesses, and to the Gas Group.

What are the components of the S&P Public Utilities?

The S&P Public Utilities is a widely recognized index that is comprised of electric

power and natural gas companies. These companies are identified on page 3 of

Schedule 4.

Is knowledge of a utilityrs bond rating an important factor in assessing its risk

and cost of capital?

Yes. Knowledge of a company's credit quality rating is important because the cost of

each type of capital is directly related to the associated risk of the firm. So while a

company's credit quality risk is shown directly by the rating and yield on its bonds,

these relative risk assessments also bear upon the cost of equity. This is because a

firm's cost of equity is represented by its borrowing cost plus compensation to

recognize the higher risk of an equity investment compared to debt.

How do the bond ratings compare for PTWP, the Gas Group, and the S&P Public

Utilities?

Bond ratings are a measure of a company's credit quality and represent one indication

of risk. I used bond ratings along with other measures of risk in analyzing PTWP, the

Gas Group, and the S&P Public Utilities. The ratings I obtained were those of

Standard and Poor's Corporation ("S&P"), Moody's Investors Services (o'Moody's"),

and the National Association of Insurance Commissioners ('NAIC"). Both S&P and

Moody's are profit-making corporations. The corporate credit rating ("CCR"), a

designation by S&P, and Long Term ("LT") issuer rating used by Moody's focus upon

the credit quality of the issuer of the debt, rather than upon the debt obligation itself.

a.

A.

a.

A.
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Why is a NAIC rating an appropriate metric for bond ratings?

The NAIC is a non-profit organization that is comprised of the chief insurance

regulators of the fifty states, the District of Columbia, and four U.S. territories.

Essentially, it is a trade association of insurance regulators, much like the National

Association of Regulatory Utility Commissioners ('NARUC") is for the public utility

industry. But, the NAIC is more than merely a trade organization, i.e. it conducts

analysis that aids the state regulators in performing their oversight of the insurance

companies. As the NAIC has stated:

The quality of the assets of an insurance company has long been a key
concem to state insurance regulators. As the chief public officials charged
with the responsibility for monitoring the financial condition of insurers, state

regulators must keep a close watch on both the credit quality and the value of
those assets.

As noted, the valuation of the assets of insurance companies has been a matter of

concem to the NAIC for a very long period of time. The NAIC recognized the need

for the standardization of securities valuation across the U.S. and published its first

volume of Valuation qf Securities in 1908. Later, in 1949, the NAIC set up the

Securities Valuation Office ("SVO") to perform analytical valuations of the growing

number of securities owned by insurance companies that were acquired through

private placement. Privately placed securities owned by insurance companies typically

do not have credit quality ratings from Moody's or S&P, other than in a few cases

where they obtain a private rating. The mission of the SVO is to provide state

insurance regulators and insurance companies with a uniform source of prices and

quality ratings for securities holdings in the portfolios of insurance companies. These

prices and quality ratings form what are known as "Association Values" that are used
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by insurance companies in their Annual Statements filed with state insurance

regulators. The NAIC uses a six-category system for bond ratings.

Are NAIC designations comparable to S&P and Moody's?

Yes. The NAIC designations provide credit quality ratings for privately placed debt

securities that are not rated by Moody's and S&P. The chart below summarizes the

alignment between the different ratings by S&P, Moody's and NAIC:

s&P Moodvts NAIC
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What is PTWP's long-term debt designation on the NAIC scale?

The long-term debt of PTWP carries a designation of "2" from the NAIC, which is at

the bottom of the investment grade credit quality categories that would correspond

with the BBB/Baa bond rating. It is important, therefore, that the Company experience

an opportunity to achieve an adequate rate of return so that its credit quality conforms
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with the standards for stronger A credit quality. Presently, the average CCR for the

Gas Group is A- from S&P and the LT issuer rating is A.3 from Moody's. For the S&P

Public Utilities, the average composite rating is BBB+ by S&P and Baal by Moody's.

Many of the financial indicators that I will subsequently discuss are considered during

the rating process.

How do the financial data compare for PTWP, the Gas Group, and the S&P

Public Utilities?

The broad categories of financial data that I will discuss are shown on Schedules2,3,

and 4. The data cover the five-year period 2007-2011. This historical time period was

chosen because the 2012 annual data is presently unavailable from the S&P Utility

Compustat database that I used as a source for these schedules. The important

categories of relative risk may be summarized as follows:

Size. In terms of capitalization, PTWP is much smaller than the average size of

the Gas Group. The average size of the S&P Public Utilities is much larger than the

Gas Group, and the Gas Group is much larger than PTWP. All other things being

equal, a smaller company is riskier than a larger company because a given change in

revenue and expense has a proportionately greater impact on a small firm. As I will

demonstrate latero the size of a firm can impact its cost of equity. This is the case for

PTWP and the Gas Group.

Market Ratios. Market-based financial ratios provide a partial indication

of the investor-required cost of equity. If all other factors are equal, investors will

require a higher rate of retum on equity for companies that exhibit greater risk, in

order to compensate for that risk. That is to say, a firm that investors perceive to have
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higher risks will experience a lower price per share in relation to expected earnings

and hence; a lower price-earnings ratio.2

There are no market ratios available for PTWP because the Company's

stock is not traded. The five-year average price-eamings multiple for the Gas Group

was slightly higher than that of the S&P Public Utilities. The five-year average

dividend yield was lower for the Gas Group as compared to the S&P Public Utilities.

The average market-to-book ratios were somewhat higher for the Gas Group compared

to the S&P Public Utilities.

Common Equity Ratio. The level of financial risk is measured by the

proportion of long-term debt and other senior capital that is contained in a company's

capitalization. Financial risk is also analyzed by comparing common equity ratios (the

complement of the ratio of debt and other senior capital). That is to say, a firm with a

high common equity ratio has lower financial risk, while a firm with a low common

equity ratio has higher financial risk. The five-year average common equity ratios,

based on pennanent capital, were 50.2%o for PTWP, 54.8% for the Gas Group, and

44.8% for the S&P Public Utilities. The financial risk for PTWP is fairly comparable

to that of the Gas Group.

Return on Book Equity. Greater variability (i.e., uncertainty) of a firm's earned

retums signifies relatively greater levels of risk, as shown by the coefficient of

variation (standard deviation + mean) of the rate of return on book common equity.

The higher the coefficients of variation, the greater degree of variability. For the five-

2For example, two otherwise similarly situated firms each reporting $ I .00 earnings per share would have

different market prices at varying levels of risk, i.e., the firm with a higher level of risk will have a lower share

value, while the firm with a lower risk profile will have a higher share value.
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year period, the coefficients of variation were 0.429 (3.0% + 7 .0%o) for PTWP, 0.063

(0.7% + lt.l%o) for the Gas Group, and 0.107 (1.2% + ll.2%) for the S&P Public

Utilities. The earnings variability for PTWP was much higher than the Gas Group, and

hence the Company's risk is greater.

Operating Ratios. I have also compared operating ratios (the percentage of

revenues consumed by operating expense, depreciation and taxes other than income

taxes).3 The five-year average operating ratios were 89.2% for PTWP, 88.7% for the

Gas Group, and 82.8%o for the S&P Public Utilities. The operating risk for PTWP is

similar, albeit slightly higher, than that of the Gas Group.

Coverage. The level of fixed charge coverage (i.e., the multiple by which

available earnings cover fixed charges, such as interest expense) provides an indication

of the earnings protection for creditors. Higher levels of coverage, and hence earnings

protection for fixed charges, are usually associated with superior grades of

creditworthiness. The five-year average interest coverage (excluding Allowance for

Funds Used During Construction ("AFUDC")) was 2.75 times for PTWP, 4.33 times

for the Gas Group, and3.l9 times for the S&P Public Utilities. The credit risk of

PTWP is well above that of the Gas Group, due to its much lower interest coverages.

Ouality of Earnings. Measures of earnings quality usually are revealed by the

percentage of AFUDC related to income available for common equity, the effective

income tax rate, and other cost deferrals. These measures of earnings quality usually

influence a firm's internally generated funds because poor quality of earnings would

not generate high levels of cash flow. Quality of earnings has not been a significant

3 The complement of the operating ratio is the operating margin which provides a measure of profitability. The
higher the operating ratio, the lower the operating margin.
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concern for PTWP, the Gas Group, and the S&P Public Utilities.

Internally Generated Funds. Internally generated funds ("IGF") provide an

important source of new investment capital for a utility and represent a key measure of

credit strength. Historically, the five-year average percentage of IGF to capital

expenditures was 115.8% for PTWP, 106.4% for the Gas Group, and 93.0o/o for the

S&P Public Utilities. The cash flow for PTWP was somewhat stronser than that of the

Gas Group, thus pointing to lower risk.

Betas. The financial data that I have been discussing relate primarily to

company-specific risks. Market risk for firms with publicly-traded stock is measured

by beta coefficients. Beta coefficients attempt to identify systematic risk, i.e., the risk

associated with changes in the overall market for common equities. Value Line

publishes such a statistical measure of a stock's relative historical volatility to the rest

of the market.a A comparison of market risk is shown by the Value Line beta of .66 as

the average for the Gas Group (see page 2 of Schedule 3), and .76 as the average for

the S&P Public Utilities (see page 3 of Schedule 4).

Please summarize your risk evaluation of the Company and the Gas Group.

The risk of PTWP is somewhat greater than that of the Gas Group. PTWP has higher

credit risk given its lower interest coverage and the "2" designation on its debt in the

NAIC classification system. Also, the Company's small size and its highly variable

earnings add to its risk. Its IGF to construction is somewhat stronger thus pointing to

o Beta is a relative measure of the historical sensitivity of the stock's price to overall fluctuations in the New
York Stock Exchange Composite Index. The "Beta coefficient" is derived from a regression analysis of the
relationship between weekly percentage changes in the price ofa stock and weekly percentage changes in the
NYSE Index over a period offive years. The betas are adjusted for their long-term tendency to converge
toward 1.00.
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lower risk. Other measures, e.g. financial risk, operating risk and quantity of earnings,

indicate that its risk is similar to the Gas Group. Further, based on the Company's

business risk characteristics, especially with regard to the threat of bypass from the

interstate pipelines and from natural gas that is available from the Marcellus Shale, its

high percentage of throughput to high volume customers, and its infrastructure needs

regarding a relatively high percentage of unprotected steel pipe, the Company's overall

risk is at the high end of the spectrum using the Gas Group data as a basis to measure

the Company's cost of equity. As such, the cost of equity derived from the Gas Group

would tend to understate the Company's cost of equity.

CAPITAL STRUCTURE RATIOS

Please explain the selection of capital structure ratios for PTWP.

It is appropriate that PTWP's capital structure ratios be employed for rate of retum

purposes. In the situation where the operating public utility raises its own debt directly

in the capital markets, as is the case for the Company, it is proper to employ the capital

structure ratios and senior capital cost rates of the regulated public utility for rate of

return purposes. Furthermore, consistency requires that the embedded cost rate of the

Company's senior securities also be employed. This procedure is consistent with the

ratesetting procedures used by the Commission in prior rate cases for PTWP.

Does Schedule 5 provide the Company's capitalization and capital structure

ratios?

Yes. Schedule 5 presents the Company's capitalization and related capital structure

ratios based upon investor-provided capital. The December 31, 2012 capitalization

corresponds with the end of the historic test year in this case.
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The December 31,2013 capitalization is estimated at the end of what was formerly

known as the future test year and the January 31,2015 capitalization is at the end of

the fully forecast test year. The forecast capital structure reflects the planned issuance

of $30 million of new long-term debt, the maturity of $2.5 million of long-term debt,

and sinking fund payments on existing debt of $11.818 million over a two-year period.

A forecast increase in retained earnings has also been recognized.

Should short-term debt be included in the capital structure for rate of return

purposes?

Perhaps, but only after a thorough analysis. Short-term debt serves several purposes

for a public utility. Principally, it provides bridge financing for construction work in

progress, until the magnitude of short-term debt reaches a point where a permanent

financing with long-term debt and equity is economic. That is to say, short-term debt

is temporary financing pending the issuance of long-term debt and equity in the

desired proportions that support the Company's capital structure goals. For natural gas

utilities, short-term debt is also used to meet seasonal working capital needs related to

stored gas inventory that accumulates during the summer and early fall prior to the

send out to customers in the heating session. Short-term debt then declines after

customers pay for the gas sold to them. The cycle then repeats. Another use of short-

term debt by some natural gas utilities relates to the temporary financing of regulatory

assetso such as under-recovered purchased gas costs, defened environmental

remediation costs, and other costs incurred but not yet paid by customers. The bottom

line is that short-term debt should be included in the capital structure for rate of return

purposes only after a detailed analysis.
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Does Schedule 5 include a provision for short-term debt?

Yes. I have included the average balance of stored gas inventory and the non-working

capital balance of the revolving unsecured line of credit in the capital structure. The

twelve month average balance is used in the case of stored gas inventory and the end

of period balance is used for the non-working capital revolver. These amounts are

obtained from the respective test years.

What capital structure ratios do you recommend be adopted for rate of return

purposes in this proceeding?

Since ratesetting is prospective, the rate of retum should, at a minimumo reflect known

or reasonably foreseeable changes which will occur during the course of the future test

year, as well as those that are known to occur shortly thereafter. As a result, I will

adopt the Company's fully forecast test year-end capital structure ratios of 40.71%

long-term debt, 9.28Yo short-term debt and 50.01% common equity. These capital

structure ratios are the best approximation of the mix of capital the Company will

employ to finance its rate base during the period new rates are in effect.

COST OF SENIOR CAPITAL

a. What cost rate have you assigned to the debt portion of PTWPfs capital

structure?

A. Consistency with the capital structure ratios for the Company requires that the

embedded cost rates of PTWP's senior securities must also be employed. This

procedure is consistent with the ratesetting procedures used by the Commission in

prior PTWP rate cases. The determination of the cost of debt is essentially an

arithmetic exercise. This is due to the fact that the Company has contracted for the use
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of this capital for a specific period of time at a specified cost rate. As shown on page I

of Schedule 6, the actual embedded cost rate of long-term debt was 5.71%o on

December 31,2012. By January 31,2015, the embedded debt cost rate is estimated to

be 5.27Yo, as shown on page 3 of Schedule 6. The future test year and fully forecasted

test year costs of long-term debt reflects the estimated cost for the new $30 million of

unsecured notes. That rate is estimated to be 4.50Yo. The effective cost is slightly

higher to reflect estimated issuance costs. The details leading to the development of

the individual effective cost rates for each series of long-term debt, using the cost rate

to maturity technique, are shown on page 4 of Schedule 6. The cost rate, or yield to

maturity ("ytm"), is the rate of discount that equates the present value of all future

interest and principal payments with the net proceeds of the bond.

I will adoptthe 5.21o/o prospective embedded cost of debt for rate of retum

purposes. The 5.2lYo debt cost rate is related to the amount of long-term debt shown

on Schedule 5 which provides the basis for the 40.71% long-term debt ratio.

What cost rate have you assigned to the short-term debt?

I have used a cost of short-term debt of 2.35yo, which represents the estimate for the

fully forecast rate year. The Company obtains its short-term debt from two major

banks and it pays a rate of interest equal to the one-month LIBOR plus 175 basis

points. For this case, a 0.60% LIBOR for the year 2014 was employed based upon the

forecast from the Blue Chip Financial Forecast dated December l, 2012. Hence, the

estimate for short-term debt is comprised of the 0.60yo LIBOR plus the spread, i.e.,

0.60%+ I.7sYo=2.35%o.
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COST OF EOUITY _ GENERAL APPROACH

Please describe the process you employed to determine the cost of equity for

PTWP.

Although my fundamental financial analysis provides the required framework to

establish the risk relationships among PTWP, the Gas Group, and the S&P Public

Utilities, the cost of equity must be measured by standard financial models that I

identified above. Differences in risk traits, such as size, business diversification,

geographical diversity, regulatory policy, financial leverage, and bond ratings must be

considered when analyzingthe cost of equity.

It is also important to reiterate that no one method or model of the cost of

equity can be applied in an isolated manner. Rather, informed judgment must be used

to take into consideration the relative risk traits of the firm. It is for this reason that I

have used more than one method to measure the Company's cost of equity. As I

describe below, each of the methods used to measure the cost of equity contains

certain incomplete andlor overly restrictive assumptions and constraints that are not

optimal. Therefore, I favor considering the results from a variety of methods. In this

regard, I applied each of the methods with data taken from the Gas Group and

provided in recognition of the Company's greater risk and the exemplary performance

of its management to arrive at a cost of equity of Il.25o/o.

DISCOUNTED CASH FLOW

Please describe your use of the Discounted Cash Flow approach to determine the

cost of equity.

The DCF model seeks to explain the value of an asset as the present value of future

2l
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expected cash flows discounted at the appropriate risk-adjusted rate of return. In its

simplest form, the DCF return on common stock consists of a current cash (dividend)

yield and future price appreciation (growth) of the investment. The dividend discount

equation is the familiar DCF valuation model and assumes future dividends are

systematically related to one another by a constant growth rate. The DCF formula is

derived from the standard valuation model: P : D/(k-g), where P : price, D :

dividend, k : the cost of equity, and g : growth in cash flows. By rearranging the

terms, we obtain the familiar DCF equation: k: D/P + g. All of the terms in the DCF

equation represent investors' assessment of expected future cash flows that they will

receive in relation to the value that they set for a share of stock (P). The DCF equation

is sometimes referred to as the "Gordon" model.s My DCF results are provided on

page 2 of Schedule I for the Gas Group. The DCF return is 9.55%o.

Among other limitations of the model, there is a certain element of circularity

in the DCF method when applied in rate cases. This is because investors' expectations

for the future depend upon regulatory decisions. In turn, when regulators depend upon

the DCF model to set the cost of equity, they rely upon investor expectations that

include an assessment of how regulators will decide rate cases. Due to this circularity,

the DCF model may not fully reflect the true risk of a utility.

Please explain the dividend yield component of a DCF analysis.

The DCF methodology requires the use of an expected dividend yield to establish the

investor-required cost of equity. For the twelve months ended January 2013, the

monthly dividend yields are shown on Schedule 7 and reflect an adjustment to the

5Although the popular application of the DCF model is often athibuted to the work ofMyron J. Gordon in the
mid-1950's, J. B. Williams exposited the DCF model in its present form nearly two decades earlier.

22
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month-end prices to reflect the buildup of the dividend in the price that has occurred

since the last ex-dividend date (i.e., the date by which a shareholder must own the

shares to be entitled to the dividend payment - usually about two to three weeks prior

to the actual payment).

For the twelve months ended January 2013, the average dividend yield was

3.80yo for the Gas Group based upon a calculation using annualized dividend

payments and adjusted month-end stock prices. The dividend yields for the more

recent six- and three-month periods were 3.82%o and 3.90Yo, respectively. I have used,

for the purpose of the DCF model, the six-month average dividend yield of 3.82%o for

the Gas Group. The use of this dividend yield will reflect current capital costs, while

avoiding spot yields. For the purpose of a DCF calculation, the average dividend yield

must be adjusted to reflect the prospective nature of the dividend payments, i.e., the

higher expected dividends for the future. Recall that the DCF is an expectational

model that must reflect investor anticipated cash flows for the Gas Group. I have

adjusted the six-month average dividend yield in three different, but generally accepted

manners, and used the average of the three adjusted values as calculated in the lower

panel of data presented on Schedule 7. That adjusted dividend yield is 3.92% for the

Gas Group.

Please explain the underlying factors that influence investor's growth

expectations.

As noted previously, investors are interested principally in the future growth of their

investment (i.e., the price per share of the stock). Future earnings per share growth

represent the DCF model's primary focus because under the constant price-earnings

23
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multiple assumption of the model, the price per share of stock will grow at the same

rate as earnings per share. In conducting a growth rate analysis, a wide variety of

variables can be considered when reaching a consensus of prospective growth,

including: earnings, dividends, book value, and cash flow stated on a per share basis.

Historical values for these variables can be considered, as well as analysts' forecasts

that are widely available to investors. A fundamental growth rate analysis also can be

formulated, which consists of intemal growth ("b x r"), where "r" represents the

expected rate of return on common equity and 'obo' is the retention rate that consists of

the fraction of earnings that are not paid out as dividends. The internal growth rate can

be modified to account for sales of new common stock -- this is called external growth

("s x v"), where "s" represents the new common shares expected to be issued by a firm

and'ov" represents the value that accrues to existing shareholders from selling stock at

a price different from book value. Fundamental growth, which combines internal and

external growth, provides an explanation of the factors that cause book value per share

to grow over time.

Growth also can be expressed in multiple stages. This expression of groMh

consists of an initial o'growth" stage where a firm enjoys rapidly expanding markets,

high profit margins, and abnormally high growth in earnings per share. Thereafter, a

firm enters a "transition" stage where fewer technological advances and increased

product saturation begin to reduce the growth rate and profit margins come under

pressure. During the "transition" phase, investment opportunities begin to mature,

capital requirements decline, and a firm begins to pay out a larger percentage of

earnings to shareholders. Finally, the mature or "steady-state" stage is reached when a

24
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firm's earnings growth, payout ratio, and return on equity stabilizes at levels where

they remain for the life of a firm. The three stages of growth assume a step-down of

high initial growth to lower sustainable growth. Even if these three stages of growth

can be envisioned for a firm, the third "steady-state" growth stage, which is assumed to

remain fixed in perpetuity, represents an unrealistic expectation because the three

stages of growth can be repeated. That is to say, the stages can be repeated where

growth for a firm ramps-up and ramps-down in cycles over time.

What investor-expected growth rate is appropriate in a DCF calculation?

Investors consider both company-specific variables and overall market sentiment (i.e.,

level of inflation rates, interest rates, economic conditions, etc.) when balancing their

capital gains expectations with their dividend yield requirements. I follow an approach

that is not rigidly formatted because investors are not influenced by a single set of

company-specific variables weighted in a formulaic manner. Therefore, in my

opinion, all relevant growth rate indicators using a variety of techniques must be

evaluated when formulating a judgment of investor-expected growth.

What data for the proxy group have you considered in your growth rate analysis?

I have considered the growth in the financial variables shown on Schedules 8 and 9.

The historical growth rates were taken from the Value Line publication that provides

these data. As shown on Schedule 8, the historical growth of earnings per share was in

the range of 5.22%oto 6.39Yo for the Gas Group.

Schedule 9 provides projected earnings per share growth rates taken from

analysts' forecasts compiled by IBES/First Call, SNL Financial, Zacks, Morningstar,

and Value Line. IBES/First Call, SNL Financial, Zacks, and Momingstar represent
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reliable authorities of projected growth upon which investors rely. The IBESlFirst

Call, SNL Financial, and Zacks growth rates are consensus forecasts taken from a

survey of analysts that make projections of growth for these companies. The

IBES/First Call, SNL Financial, Zacks, and Morningstar estimates are obtained from

the Internet and are widely available to investors. First Call probably is quoted most

frequently in the financial press when reporting on earnings forecasts. The Value Line

forecasts also are widely available to investors and can be obtained by subscription or

free-of-charge at most public and collegiate libraries. The IBESffirst Call, SNL

Financial, Zacks, and Momingstar forecasts are limited to earnings per share growth,

while Value Line makes projections of other financial variables. The Value Line

forecasts of dividends per share, book value per shareo and cash flow per share have

also been included on Schedule 9 for the Gas Group.

What specific evidence have you considered in the DCF growth analysis?

As to the five-year forecast growth rates, Schedule 9 indicates that the projected

earnings per share growth rates for the Gas Group are 5.08% by IBES/First Call,

4.64yo by SNL Financial, 4.51% by Zacks, 4.27% by Momingstar, and 4.94% by

Value Line. The Value Line projections indicate that earnings per share for the Gas

Group will grow prospectively at a more rapid rate (i.e., 4.94%) than the dividends per

share (i.e., 3.890 ), which translates into a declining dividend payout ratio for the

future. As noted earlier, with the constant price-earnings multiple assumption of the

DCF model, growth for these companies will occur at the higher eamings per share

growth rate, thus producing the capital gains yield expected by investors.

What conclusion have you drawn from these data regarding the applicablea.
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growth rate to be used in the DCF model?

A. A variety of factors should be examined to reach a conclusion on the DCF growth rate.

However, certain growth rate variables should be emphasized when reaching a

conclusion on an appropriate growth rate. First, historical and projected earnings per

share, dividends per share, book value per share, cash flow per share, and retention

growth represent indicators that could be used to provide an assessment of investor

growth expectations for a firm. However, although history cannot be ignored, it

cannot receive primary emphasis. This is because an analyst, when developing a

forecast of future eamings growth, would first apprise himself/herself of the historical

performance of a company. Hence, there is no need to count historical growth rates

separately, because historical performance already is reflected in analysts' forecasts.

Second, from the various alternative measures of growth identified above, earnings per

share should receive greatest emphasis. Eamings per share growth are the primary

determinant of investor expectations regarding their total retums in the stock market.

This is because the capital gains yield (i.e., price appreciation) will track earnings

growth with a constant price earnings multiple (a key assumption of the DCF model).

Moreover, earnings per share (derived from net income) are the source of dividend

payments, and are the primary driver of retention growth and its surrogate, i.e., book

value per share growth. As such, under these circumstances, greater emphasis must be

placed upon projected earnings per share growth. In this regard, it is worthwhile to

note that Professor Myron Gordon, the foremost proponent of the DCF model in rate

cases, concluded that the best measure of growth in the DCF model is a forecast of
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eamings per share growth.6 Hence, to follow Professor Gordon's findings, projections

of earnings per share growth, such as those published by IBES/First Call, SNL

Financial, Zacks, Morningstar, and Value Line, represent a reasonable assessment of

investor expectations.

The forecasts of earnings per share growth, as shown on Schedule 9, provide

a range of growth rates of 4.27%o to 5.08%. Although the DCF growth rates cannot be

established solely with a mathematical formulation, it is my opinion that an investor-

expected growth rate of 5.00% is within the array of earnings per share growth rates

shown by the analysts' forecasts. While the growth rate that I determined for the DCF

analysis is higher than the midpoint of the range noted above, it is reflective of growth

that is associated with improving business conditions. The stellar performance of the

stock market in 2013 points to an improving economy, as it is one of the leading

economic indicators compiled by The Conference Board. In fact, the Leading

Economic Index of which the financial components include the stock market has

increased in five of the last six months. In addition, "the strengths among the leading

indicators have become more widespread in recent months," said The Conference

Board. The Value Line forecast of dividend per share growth is inadequate in this

regard due to the forecasted decline in the dividend payout ratio. Moreover, the

restructuring and consolidation now taking place in the utility industry will provide

additional risks and opportunities as the utility industry adapts to the evolving business

environment. These changes in growth fundamentals will undoubtedly develop

beyond the next five years typically considered in the analysts' forecasts, and will

"Gordon. Gordon & Goul
Manasement (Snrine 1989).
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enhance the growth prospects for the future. Further, additional growth will develop

beyond the next five years that is not reflected in the analysts' growth forecasts today.

In my opinion, a 5.00o/o growth rate will accommodate all these factors considering

that analyst's growth forecasts are currently depressed.

Are the dividend yield and growth components of the DCF adequate to explain

the rate of return on common equity when it is used in the calculation of the

weighted average cost of capital?

Only if the capital structure ratios are measured with the market value of debt and

equity. In the case of the Gas Group, those capital structure ratios are 33.55o/olong-

term debt, 0.ll% preferred stock, and 66.34%o common equity, as shown on Schedule

10. If book values are used to compute the capital structure ratios, then an adjustment

is required.

Please explain why.

If regulators use the results of the DCF (which are based on the market price of the

stock of the companies analyzed) to compute the weighted average cost of capital

based on a book value capital structure used for ratesetting purposes, the utility will

not, by definition, recover its risk-adjusted capital cost. This is because market

valuations of equity are based on market value capital structures, which in general

have more equity and less debt and therefore reflect less risk than book value capital

structures (see Schedule l0 for the comparison). The utility's risk-adjusted cost of

equity will necessarily be lower with the market value capital structure than it is

relative to the book value capital structure. The difference represents that portion of

the utility's cost of equity that it will not recover unless either the market value cost of

a.

A.
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I equity is applied to the utility's market value capital structure or it is adjusted to reflect

2 the higher risk associated with the book value capital structure. By the same token, if

3 the utility's market value capital structure is less than its book value structure, then the

4 utility's market cost of equity should be adjusted downward to reflect the lower risk

5 associated with the book value capital structure, or else the utility will over-recover its

6 total cost of equity.

7 This shortcoming of the DCF has persuaded the Pennsylvania Public Utility

8 Commission to adjust the DCF determined cost of equity upward to make the return

9 consistent with the book value capital structure. Specific adjustments to recognize this

l0 risk difference were made in the following cases:

1l . January 10, 2002 for Pennsylvania-American Water Company in Docket No.
12 R-00016339 -- 60 basis points adjustment.
l3 . August7,2002 for Philadelphia Suburban Water Company in Docket No.
14 R-00016750 -- 80 basis points adjustment.
15 . January 29,2004 for Pennsylvania-American Water Company in Docket No.
16 R-00038304 (affirmed by the Commonwealth Court on November 8, 2004) -- 60
17 basis points adjustment.
18 . August 5, 2004 for Aqua Pennsylvania, Inc. in Docket No. R-00038805 -- 60
19 basis points adjustment.
20 . December 22,2004 for PPL Electric Utilities Corporation in Docket No.
2l R-0004925 5 -- 45 basis points adjustment.
22 . February 8,2007 for PPL Gas Utilities Corporation in Docket No. R-00061398 --
23 70 basis points adjustment.
24

25 In order to make the DCF results relevant to the capitalization measured at book value

26 (as is done for rate setting purposes), the market-derived cost rate cannot be used

27 without modification.

28 a. Is your leverage adjustment dependent upon the market valuation or book

29 valuation from an investor's perspective?

30 A. The only perspective that is important to investors is the return that they can realize on
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the market value of their investment. As I have measured the DCF, the simple yield

(D/P) plus growth (g) provides a return applicable strictly to the price (P) that an

investor is willing to pay for a share of stock. The need for the leverage adjustment

arises when the results of the DCF model (k) are to be applied to a capital structure

that is different than indicated by the market price (P). From the market perspective,

the financial risk of the Gas Group is accurately measured by the capital structure

ratios calculated from the market capitalization of a firm. If the ratesetting process

utilized the market capitalization ratios, then no additional analysis or adjustment

would be required, and the simple yield @/P) plus growth (g) components of the DCF

would satisfy the financial risk associated with the market value of the equity

capitalization. Because the rateseffing process uses a different set of ratios calculated

from the book value capitalization, then further analysis is required to synchronize the

financial risk of the book capitalization with the required retum on the book value of

the equity. This adjustment is developed through precise mathematical calculations,

using well recognized analyical procedures that are widely accepted in the financial

literature. To arrive at that retum, the rate of return on common equity is the

unleveraged cost of capital (or equity return at l00o/o equity) plus one or more terms

reflecting the increase in financial risk resulting from the use of leverage in the capital

structure. The calculations presented in the lower panel of data shown on Schedule 10,

under the heading "M&M,'o provides a return of 7.70Yo when applicable to a capital

structure with 100% common equity.

a. How is the DCF-determined cost of equity adjusted for the financial risk

associated with the book value of the capitalization?

3l
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In pioneering work, Nobel laureates Modigliani and Miller developed several theories

about the role of leverage in a firm's capital structure. As part of that work, Modigliani

and Miller established that, as the borrowing of a firm increases, the expected retum on

stockholders' equity also increases. This principle is incorporated into my leverage

adjustment, which recognizes that the expected return on equity increases to reflect the

increased risk associated with the higher financial leverage shown by the book value

capital structure, as compared to the market value capital structure that contains lower

financial risk. Modigliani and Miller proposed several approaches to quantify the

equity return associated with various degrees of debt leverage in a firm's capital

structure. These formulas point toward an increase in the equity return associated with

the higher financial risk of the book value capital structure. Simply stated, the

leverage adjustment contains no factor for a particular market-to-book ratio. It merely

expresses the cost of equity as the unleveraged return plus compensation for the

additional risk of introducing debt and/or preferred stock into the capital structure.

There can be no dispute that a firm's financial risk varies with the relative amount of

leverage contained in its capital structure.

Is the leverage adjustment that you propose designed to transform the market

return into one that is designed to produce a particular market-to-book ratio?

No, it is not. The adjustment that I label as a o'leverage adjustment'o is merely a

convenient way of showing the amount that must be added to (or subtracted from) the

result of the simple DCF model (i.e., D/P + g), in the context of a return that applies to

the capital structure used in ratemaking, which is computed with book value weights

rather than market value weights, in order to arrive at the utility's total cost of equity.

a.

A.
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I specify a separate factor, which I call the leverage adjustment, but there is no need to

do so other than providing identification for this factor. If I expressed my return solely

in the context of the book value weights that we use to calculate the weighted average

cost of capital, and ignore the familiar D/P + g expression entirely, then there would be

no separate element to reflect the financial leverage change from market value to book

value capitalization. As shown in the bottom panel of data on Schedule 10, the equity

return applicable to the book value common equity ratio is equal to 7.700 , which is

the return for the Gas Group applicable to its equity with no debt in its capital structure

(i.e., the cost of capital is equal to the cost of equity with a 100% equity ratio) plus

1.84% compensation for having a 43.21%o debt ratio, plus 0.01% for having a 0.17%o

preferred stock ratio. The sum of the parts is 9.55yo (7.70% + l.84yo + 0.01%) and

there is no need to even address the cost of equity in terms of D/P + g. To express this

same retum in the context of the familiar DCF model, I summed the 3.92Yo dividend

yield, the 5.00% growth rate, and the 0.63Yo for the leverage adjustment in order to

arrive at the same 9.55Yo (3.92% + 5.000 + 0.63%) return. I know of no means to

mathematically solve for the 0.63% leverage adjustment by expressing it in the terms

of any particular relationship of market price to book value. The 0.63% adjustment is

merely a convenient way to compare the 9.55o/o return computed directly with the

Modigliani & Miller formulas to the 8.92% return generated by the DCF model based

on a market value capital structure. My point is that when we use a market-determined

cost of equity developed from the DCF model, it reflects a level of financial risk that is

different (in this case, lower) from the capital structure stated at book value. This

process has nothing to do with targeting any particular market-to-book ratio. Each of

aa
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the calculations that I describe above apply to the market returns associated with the

holding companies from which the DCF is derived. It is well understood that the

leverage employed by the utility subsidiaries of those holding companies is reflective

of the risks associated with the utility business.

Is an adjustment to the DCF results for the Gas Group required to account for

the weaker credit quality of PTWP?

Yes. As noted previously, the "2" designation on the Company's debt places it in the

BBB credit quality category as compared to the A-rated credit quality of the Gas

Group. The DCF returns that are produced for the Gas Group relate to the average

credit quality of that group. In order to provide some recognition of the additional

retum that is required to compensate PTWP for its higher risk, I have reviewed the

difference in yields on A-rated and Baa-rated public utility debt. The yield difference

is related to the additional return required when risk increases, i.e., generally bond

yields increase as credit quality declines. The yield difference between A-rated and

Baa-rated public utility bonds is used as a proxy for quantifying this additional risk.

As shown by the data presented on page I of Schedule 11, the difference in

yields between A-rated and Baa-rated public utility bonds was 0.660/o (4.65% - 3.99%)

for the six-months ended January 2013. This yield difference should be added to the

DCF calculation for the Gas Group to provide some recognition of the higher risk of

PTWP due to its weaker credit quality risk. As such, the DCF retum requires an

adjustment to provide a 10.21%o (9.55% + 0.66%) retum that will recognize the higher

risk of PTWP, as revealed on page 2 of Schedule 1.
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RISK PREMIUM ANALYSIS

Please describe your use of the risk premium approach to determine the cost of

equity.

With the Risk Premium approach, the cost of equity capital is determined by corporate

bond yields plus a premium to account for the fact that common equity is exposed to

greater investment risk than debt capital. The result of my Risk Premium study is

shown on page 2 of Schedule 1. That result is 12.00%o. As with other models used to

determine the cost of equity, the Risk Premium approach has its limitations, including

potential imprecision in the assessment of the future cost of corporate debt and the

measurement of the risk-adjusted common equity premium.

What long-term public utility debt cost rate did you use in your risk premium

analysis?

In my opinion, a 5.00Yo yield represents a reasonable estimate of the prospective yield

on long-term A-rated public utility bonds.

What forecasts of interest rates have you considered in your analysis?

I have determined the prospective yield on A-rated public utility debt by using the

Blue Chip Financial Forecasts ("Blue Chip") along with the spread in the yields that I

describe below. The Blue Chip is a reliable authority and contains consensus forecasts

of a variety of interest rates compiled from a panel of banking, brokerage, and

investment advisory services. In early 1999, Blue Chip stopped publishing forecasts of

yields on A-rated public utility bonds because the Federal Reserve deleted these yields

from its Statistical Release H.15. To independently project a forecast of the yields on

A-rated public utility bonds, I have combined the forecast yields on long-term

a.

A.

a.

A.
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Treasury bonds published on February I, 2013, and a yield spread of l.50Yo, derived

from historical data.

What historical data have you analyzed?

I have analyzed the historical yields on the Moody's index of long-term public utility

debt and are shown on page 1 of Schedule 11. For the twelve months ended January

2073,the average monthly yield on Moody's index of A-rated public utility bonds was

4.1lyo. For the six and three-month periods ended January 2013, the yields were

3.99% and 4.00%o, respectively. During the twelve-months ended January 2013, the

range of the yields on A-rated public utility bonds was 3.84%o to 4.48Yo. Page 2 of

Schedule 1l shows the long-run spread in yields between A-rated public utility bonds

and long-term Treasury bonds. As shown on page 3 of Schedule 11, the yields on A-

rated public utility bonds have exceeded those on Treasury bonds by l.57Yo on a

twelve-month average basis, 1.50% on a six-month average basis, and I .48%o on a

three-month average basis. From these averages, 1.50olo represents a reasonable spread

for the yield on A-rated public utility bonds over Treasury bonds.

How have you used these data to project the yield on A-rated public utility bonds

for the purpose of your Risk Premium analyses?

Shown below, is my calculation of the prospective yield on A-rated public utility

bonds using the building blocks discussed above, i.e., the Blue Chip forecast of

Treasury bond yields and the public utility bond yield spread. For comparative

pu{poses, I also have shown the Blue Chip forecasts of Aaa-rated and Baa-rated

corporate bonds. These forecasts are:

a.

A.

36



DIRECT TESTIMONY OF PAUL R MOUL

Blue Chip Financial Forecasts

Corporate 3O-Year A-rated Public Utility
Year Quarter Aaa-rated Baa-rated Treasury Spread Yield
2013 First 3.7% 4.7% 3.0% 1.50% 4.50%
2013 Second 3.8% 4.8% 3.1% 150% 4.60yo

2013 Third 3.8% 4.9% 3.2% 1.50% 4.70%
2013 Fourth 3.9% 49% 3.3oA 1.50% 4.80yo

2014 First 4.1% 5.1% 3.4% 1.50% 4.90%
2014 Second 4.2% 5.2% 35% 1.50% 5.00%

I Q. Are there additional forecasts of interest rates that extend beyond those shown

2 above?

3 A. Yes. Twice yearly, Blue Chip provides long-term forecasts of interest rates. In its

4 December 1,2012 publication, Blue Chip published longer-term forecasts of interest

5 rutes, which were reported to be:

Blue Chip Financial Forecasts

30-Year Corporate

Averages Treasury Aaa-rated Baa-rated

2014-18 4.7% s.4% 6.4%

2019-23 5.5% 6.r% 7.1%

6 Given these forecasted interest rates, a 5.00% yield on A-rated public utility bonds

7 represents a reasonable expectation.

8 Q. What equity risk premium have you determined for this case?

9 A. To develop an appropriate equity risk premium,I analyzed the results from the 2012

10 Classic Yearbook for Stocks. Bonds. Bills and Inflation ("SBBI") published by

11 Ibbotson Associates that is part of Momingstar. My investigation reveals that the

12 equity risk premium varies according to the level of interest rates. That is to say, the

13 equity risk premium increases as interest rates decline and it declines as interest rates

14 increase. This inverse relationship is revealed by the summary data presented below

37



2

5

+

5

6

7

8

9

10

1l

12

t3

t4

15

16

17

18

l9

a.

A.

DIRECT TESTIMONY OF PAUL R MOUL

and shown on page I ofSchedule 12.

Common Equitv Risk Premiums

Low Interest Rates 7.04%

Average Across All Interest Rates 5.4Iyo

Hish Interest Rates 3.77%

Based on my analysis of the historical data, the equity risk premium was

7.04yo when the marginal cost of long-term government bonds was low (i.e.,3.05o/o,

which was the average yield during periods of low rates). Conversely, when the yield

on long-term govemment bonds was high (i.e., 7.35Yo on average during periods of

high interest rates) the spread narrowed to 3.77%o. Over the entire spectrum of interest

rates, the equity risk premium was 5.41% when the average govemment bond yield

was 5.20%o. With the current low interest rates today, an equity risk premium of

7.00% is indicated today.

Does your Risk Premium approach require a separate adjustment to account for

the credit quality risk of PTWP?

Yes. As I noted previously, PTWP carries a "2" designation on its debt in the NAIC

system of measuring credit quality. This means that the Risk Premium cost rate shown

on page 2 of Schedule I would understate the Company's cost of equity by 0.66%

(4.65% - 3.99yo), because the 12.00%o return shown there is based on the yield on A-

rated public utility debt. As such, the Risk Premium cost rate for PTWP is 12.66%o

(12.00% + 0.66%) when accounting for the higher yield associated with Baa-rated

public utility debt.
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CAPITAL ASSET PRICING MODEL

What are the features of the CAPM as you have used it?

The CAPM uses the yield on a risk-free interest bearing obligation plus a rate of return

premium that is proportional to the systematic risk of an investment. The result of the

CAPM is 11.07% as shown on page 2 of Schedule 1. To compute the cost of equity

withthe CAPM, three components are necessary: arisk-free rate of retum ("Rf'), the

beta measure of systematic risk ("F"), and the market risk premium ("Rm-Rf') derived

from the total return on the market of equities reduced by the risk-free rate of retum.

The CAPM specifically accounts for differences in systematic risk (i.e., market risk as

measured by the beta) between an individual firm or group of firms and the entire

market of equities.

What betas have you considered in the CAPM?

For my CAPM analysis, I initially considered the Value Line betas. As shown on

Schedule 10, the average beta is 0.66 for the Gas Group.

What betas have you used in the CAPM determined cost of equity?

The betas must be reflective of the financial risk associated with the ratesetting capital

structure that is measured at book value. Therefore, Value Line betas cannot be used

directly in the CAPM, unless the cost rate developed using those betas is applied to a

capital structure measured with market values. To develop a CAPM cost rate

applicable to a book-value capital structure, the Value Line (market value) betas have

been unleveraged and releveraged for the book value common equity ratios using the

a.

A.

a.

A.
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Hamada formula,T as follows:

fl: fu [] + Q - t) D/E + P/EJ

where Bl : the leveraged beta, Bu: the unleveraged beta, t: income tax rate, D : debt

ratio, P : preferred stock ratio, and E : common equity ratio. The betas published by

Value Line have been calculated with the market price of stock and, therefore, are

related to the market value capitalization. By using the formula shown above and the

capital structure ratios measured at market value, the beta would become 0.50 for the

Gas Group if it employed no leverage and was 100% equity financed. Those

calculations are shown on Schedule 10 under the category "Hamada" who is credited

with developing those formulas. With the unleveraged beta as a base, I calculated the

leveraged beta of 0.75 for the book value capital structure of the Gas Group. The book

value leveraged beta that I will employ in the CAPM cost of equity is 0.75 for the Gas

Group.

What risk-free rate have you used in the CAPM?

As shown on page 1 of Schedule 13, I provided the historical yields on Treasury notes

and bonds. Forthe twelve months ended January 2013, the average yield on 3O-year

Treasury bonds was 2.93o/o. For the six- and three-months ended January 2013, the

yields on 30-year Treasury bonds were 2.89%o and 2.92o/o, respectively. During the

twelve-months ended January 2013, the range of the yields on 3O-year Treasury bonds

was 2.59Yo to 3.28%o. The recent low yields on Treasury bonds can be traced to events

that have occurred during the past several years that included the financial crisis and its

aftermath. The resulting decline in the yields on Treasury obligations can be attributed

'Robert S. Hamada, "The Effects of the Firm's Capital Structure on the Systematic Risk of Common Stocks"
The Journal of Finance Yol. 27 , No. 2, Papers and Proceedings of the Thirtieth Annual Meeting of the
American Finance Association, New Orleans, Louisiana, December 27-29,1971. (May 1972), pp.435-452
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to a number of factors, including: the sovereign debt crisis in the euro zone, concem

over a possible double dip recession, the potential for deflation, and the Federal

Reserve's large balance sheet that has been expanded through the purchase ofTreasury

obligations and mortgage-backed securities (also known as QEI, QEII, and QEIII), and

the reinvestment of the proceeds from maturing obligations and the lengthening of the

maturity of the Fed's bond portfolio through the sale of short-term Treasuries and the

purchase of long-term Treasury obligations (also known as "operation twist").

Essentially, low interest rates are the product of the policy of the FOMC in its attempt

to deal with stagnant job growth, which is part of its dual mandate. As shown on page

2 of Schedule 13, forecasts published by Blue Chip on February l,2013 indicate that

the yields on long-term Treasury bonds are expected to be in the range of 3.0Yo to

3.5% during the next six quarters. The longer term forecasts described previously

show that the yields on 3O-year Treasury bonds will average 4.7%o from 2014 through

20 I 8 and 5 .5%o ftom 2019 to 2023 . F or the reasons explained previously, forecasts of

interest rates should be emphasized at this time in selecting the risk-free rate of return

in CAPM. Hence, I have used a 3.50% risk-free rate of return for CAPM purposes,

which considers not only the Blue Chip forecasts, but also the recent trend in the yields

on long-term Treasury bonds.

What market premium have you used in the CAPM?

As shown in the lower panel of data presented on page 2 of Schedule 13, the market

premium is derived from historical data and the Value Line and S&P 500 returns. For

the historically based market premium, I have used the arithmetic mean obtained from

the data presented on page I of Schedule 12. On that schedule, the market return on
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DIRECT TESTIMONY OF PAUL R. MOUL

large stocks during periods of low interest rates was 11.62%. During that time, the

yield on long-term govemment bonds was 3.05%. The resulting market premium is

8.57yo (11.62% - 3.05%) based on historical data. For the forecast retums, I calculated

a l2.87Yo total market retum from the Value Line data and a DCF return of ll .25Yo for

the S&P 500. With the average forecast return of I2.06Yo (12.87% + ll.25o/o :

24.12% + 2),I calculated a market premium of 8.56Yo (12.06% - 3.50%) using forecast

data. The market premium applicable to the CAPM derived from these sources equals

8.57% (8.56% + 8.57Yo: 17 .I3o/o + 2\.

Are there adjustments to the CAPM that are necessarT to fully reflect the rate of

return on common equity?

Yes. The technical literature supports an adjustment relating to the size of the

company or portfolio for which the calculation is performed. As the size of a firm

decreases, its risk and, hence, its required return increases. Moreover, in his discussion

of the cost of capital, Professor Brigham has indicated that smaller firms have higher

capital costs than otherwise similar larger firms (see Fundamentals of Financial

Management, fifth edition, page 623). Also, the Fama/French study (see "The Cross-

Section of Expected Stock Returns"; The Journal of Finance, June 1992) established

that the size of a firm helps explain stock returns. In an October 15, 1995 article in

Public Utility Fortnightly, entitled "Equity and the Small-Stock Effect," it was

demonstrated that the CAPM could understate the cost of equity significantly

according to a company's size. Indeed, it was demonstrated in the SBBI Yearbook

that the returns for stocks in lower deciles (i.e., smaller stocks) had returns in excess of

those shown by the simple CAPM. In this regard, the Gas Group has a market-based
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DIRECT TESTIMONY OF PAUL R. MOUL

average equity capitalization of $2,190 million, as shown on Schedule 10. For my

CAPM analysis, I have adopted the mid-cap adjustment of l.l4%o, as revealed on page

3 ofSchedule 13.

COMPARABLE EARNINGS

How have you applied the Comparable Earnings approach in this case?

The Comparable Earnings approach determines the equity return based upon results

from non-regulated companies. It is the oldest of all rate of return methods, having

been around for about one-century. Because regulation is a substitute for

competitively determined prices, the returns realized by non-regulated firms with

comparable risks to a public utility provide useful insight into a fair rate of return. In

order to identify the appropriate return, it is necessary to analyze returns eamed (or

realized) by other firms within the context of the Comparable Earnings standard. The

firms selected for the Comparable Earnings approach should be companies whose

prices are not subject to cost-based price ceilings (i.e., non-regulated firms) so that

circularity is avoided.

There are two avenues available to implement the Comparable Earnings

approach. One method involves the selection of another industry (or industries) with

comparable risks to the public utility in question, and the results for all companies

within that industry serve as a benchmark. The second approach requires the selection

of parameters that represent similar risk traits for the public utility and the comparable

risk companies. Using this approach, the business lines of the comparable companies

become unimportant. The latter approach is preferable with the further qualification

that the comparable risk companies exclude regulated firms in order to avoid the
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circular reasoning implicit in the use of the achieved earnings/book ratios of other

regulated firms. The United States Supreme Court has held that:

A public utility is entitled to such rates as will permit it to eam a return on the
value of the property which it employs for the convenience of the public
equal to that generally being made at the same time and in the same general
part of the country on investments in other business undertakings which are
attended by corresponding risks and uncertainties.... The return should be
reasonably sufficient to assure confidence in the financial soundness of the
utility and should be adequate, under efficient and economical management,
to maintain and support its credit and enable it to raise the money necessary
for the proper discharge of its public duties. Bluefield Water Works vs.
Public Service Commission, 262 U .5. 668 (1923).

Therefore, it is important to identify the returns earned by firms that compete for

capital with a public utility. This can be accomplished by analyzingthe retums of non-

regulated firms that are subject to the competitive forces of the marketplace.

How have you implemented the Comparable Earnings approach?

In order to implement the Comparable Eamings approach, non-regulated companies

were selected from The Value Line Investment Surve]' for Windows that have six

categories of comparability designed to reflect the risk of the Gas Group. These

screening criteria were based upon the range as defined by the rankings of the

companies in the Gas Group. The items considered were: Timeliness Rank, Safety

Rank, Financial Strength, Price Stability, Value Line betas, and Technical Rank. The

identities of the companies comprising the Comparable Eamings group and their

associated rankings within the ranges are identified on page I of Schedule 14.

Value Line data was relied upon because it provides a comprehensive basis for

evaluating the risks of the comparable firms. As to the returns calculated by Value

Line for these companies, there is some downward bias in the figures shown on page 2

of Schedule 14, because Value Line computes the retums on year-end rather than
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average book value. If average book values had been employed, the rates of retum

would have been slightly higher. Nevertheless, these are the returns considered by

investors when taking positions in these stocks. Because many of the comparability

factors, as well as the published returns, are used by investors in selecting stocks, and

to the extent that investors rely on the Value Line service to gauge returns, it is,

therefore, an appropriate database for measuring comparable return opportunities.

What data have you used in your Comparable Earnings analysis?

I have used both historical realized returns and forecasted retums for non-utility

companies. As noted previously, I have not used retums for utility companies in order

to avoid the circularity that arises from using regulatory-influenced returns to

determine a regulated return. It is appropriate to consider a relatively long

measurement period in the Comparable Earnings approach in order to cover conditions

over an entire business cycle. A ten-year period (five historical years and five

projected years) is sufficient to cover an average business cycle. Unlike the DCF and

CAPM, the results of the Comparable Earnings method can be applied directly to the

book value capitalization. In other words, the Comparable Earnings approach does not

contain the potential misspecification contained in market models when the market

capitalization and book value capitalization diverge significantly. The historical rate

of return on book common equity was l2.4Yo using only the returns that were less than

20Yo as shown on page 2 of Schedule 14. The forecast rates of return as published by

Value Line are shown by the 13.3% also using values less than 20%o, as provided on

page 2 of Schedule 14. Using these data my Comparable Earnings result is 12.85%o, as

shown onpage 2 ofSchedule l.
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I CONCLUSION ON COST OF EOUITY

2 Q. What is your conclusion regarding the Company's cost of common equity?

3 A. Based upon the application of a variety of methods and models described previously, it

4 is my opinion that the reasonable cost of common equity is 11.25%o for the Company.

5 My cost of equity recommendation is obtained from a range of results. My cost of

6 equity recommendation should be considered in the context of the Company's risk

7 characteristics, as well as the exemplary performance of the Company's management.

8 It is essential that the Commission employ a variety of techniques to measure the

9 Company's cost of equity because of the limitations/infirmities that are inherent in

l0 each method.

I I a. Does this complete your Prepared Direct testimony?

12 A. Yes, however, I reserve the right to file rebuttal testimony if necessary.
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EDUCATIONAL BACKGROUND, BUSINESS EXPERIENCE
AI\D OUALIFICATIONS

I was awarded a degree of Bachelor of Science in Business Administration by Drexel

University in 1971. While at Drexel, I participated in the Cooperative Education Program

which included employment, for one year, with American Water Works Service Company, Inc.,

as an internal auditor, where I was involved in the audits of several operating water companies

of the American Water Works System and participated in the preparation of annual reports to

regulatory agencies and assisted in other general accounting matters.

Upon graduation from Drexel University, I was employed by American Water Works

Service Company, Inc., in the Eastern Regional Treasury Department where my duties included

preparation of rate case exhibits for submission to regulatory agencies, as well as responsibility

for various treasury functions of the thirteen New England operating subsidiaries.

In 1973,I joined the Municipal Financial Services Department of Betz Environmental

Engineers, a consulting engineering firm, where I specialized in financial studies for municipal

water and wastewater systems.

ln 1974,I joined Associated Utility Services, Inc., now known as AUS Consultants. I

held various positions with the Utility Services Group of AUS Consultants, concluding my

employment there as a Senior Vice President.

ln 1994, I formed P. Moul & Associates, an independent financial and regulatory

consulting firm. In my capacity as Managing Consultant and for the past twenty-nine years, I

have continuously studied the rate of return requirements for cost of service-regulated firms. In

this regard, I have supervised the preparation of rate of return studies, which were employed, in

connection with my testimony and in the past for other individuals. I have presented direct
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I testimony on the subject of fair rate of return, evaluated rate of return testimony of other

2 witnesses, and presented rebuttal testimony.

3 My studies and prepared direct testimony have been presented before thirty-seven (37)

4 federal, state and municipal regulatory commissions, consisting of: the Federal Energy

5 Regulatory Commission; state public utility commissions in Alabama, Alaska, California,

6 Colorado, Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Iowa, Kentucky,

7 Louisiana, Maine, Maryland, Massachusetts, Michigan, Minnesota, Missouri, New Hampshire,

8 New Jersey, New York, North Carolina, Ohio, Oklahoma, Pennsylvania, Rhode Island, South

9 Carolina, Tennessee, Texas, Virginia, West Virginia, Wisconsin, and the Philadelphia Gas

l0 Commission, and the Texas Commission on Environmental Quality. My testimony has been

11 offered in over 200 rate cases involving electric power, natural gas distribution and

12 transmission, resource recovery, solid waste collection and disposal, telephone, wastewater, and

l3 water service utility companies. While my testimony has involved principally fair rate of return

14 and financial matters, I have also testified on capital allocations, capital recovery, cash working

15 capital, income taxes, factoring of accounts receivable, and take-or-pay expense recovery. My

16 testimony has been offered on behalf of municipal and investor-owned public utilities and for

l7 the staff of a regulatory commission. I have also testified at an Executive Session of the State of

18 New Jersey Commission of Investigation concerning the BPU regulation of solid waste

19 collection and disposal.

20 I was a co-author of a verified statement submitted to the Interstate Commerce

2l Commission concerning the 1983 Railroad Cost of Capital (Ex Parte No. 452). I was also co-

22 author of comments submitted to the Federal Energy Regulatory Commission regarding the

23 Generic Determination of Rate of Return on Common Equity for Public Utilities in 1985, 1986
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1 and 1987 (Docket Nos. RM85-19-000, RM86-12-000, RM87-35-000 and RM88-25-000).

2 Further, I have been the consultant to the New York Chapter of the National Association of

3 Water Companies, which represented the water utility group in the Proceeding on Motion of the

4 Commission to Consider Financial Regulatory Policies for New York Utilities (Case 9l-M-

5 0509). I have also submitted comments to the Federal Energy Regulatory Commission in its

6 Notice of Proposed Rulemaking (Docket No. RM99-2-000) concerning Regional Transmission

7 Organizations and on behalf of the Edison Electric Institute in its intervention in the case of

8 Southem California Edison Company (Docket No. ER97-2355-000). Also, I was a member of

9 the panel of participants at the Technical Conference in Docket No. PL07-2 on the Composition

10 of Proxy Groups for Determining Gas and Oil Gas Return on Equity.

1l In late 1978, I arranged for the private placement of bonds on behalf of an investor-

l2

13

t4

l5

16

l7

t8

l9

20

owned public utility. I have assisted in the preparation of a report to the Delaware Public

Service Commission relative to the operations of the Lincoln and Ellendale Electric Company. I

was also engaged by the Delaware P.S.C. to review and report on the proposed financing and

disposition of certain assets of Sussex Shores Water Company (P.S.C. Docket Nos. 24-79 and

47-79). I was a co-author of a Report on Proposed Mandatory Solid Waste Collection

Ordinance prepared for the Board of County Commissioners of Collier County, Florida.

I have been a consultant to the Bucks County Water and Sewer Authority concerning

rates and charges for wholesale contract service with the City of Philadelphia. My municipal

consulting experience also included an assignment for Baltimore County, Maryland, regarding

the City/County Water Agreement for Metropolitan District customers (Circuit Court for

Baltimore County in Case 3 4 I 1 53 I 87 -CSP-263 6).

2l

22
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Peoples TWP LLG
Summary Cost of Capital

Estimated at Januarv 31. 2015

Peoples TWP Exhibit No. PRM-1
Page 1 of28

Schedule 1 11 o12l

Weighted
Cost
Rate

Cost
Rate

Long-term Debt

Short-term Debt

Equity

Total

Type of Capital Ratios

40.71o/o

9.28%

50.O1o/o

100.00%

5.21o/o

2.35o/o

11.25%

2j2%

0.22%

5.63%

7.97%



Peoples TWP Exhibit No. PRM-1
Page 2 of 28

Schedule 1 12 of 2l

Peoples TWP LLG
Cost of Equity

as of January 31,2013

Credit
DiscountedCashFlow(DCF) Dr/Po{t)+ g(2) + 1"r.(s) = ft + Quatity = l(

Gas Group 3.92% + 5.00% + 0.63% = 9.55% + 0.66% = 10.21o/o

Risk Premium (RP)

Gas Group

Credit
1@) + PP(s) = ft + Quatity = l(

5.00% + 7.00o/o = 12.O0Yo + 0.66% = 12.66%

CapitalAssetPricingModel(CAPM) Rf(6) + Bn x( Rm-Rf(8)l+ sze(e) = l(
GasGroup 35O% + 0.75 x( 8.57% )+ 1.14% = 11.07o/o

Comparable Earnings (CE) Historical (o) Forecasf (10) 
Average

Comparable Earnings Group 12.4% 13.3% 12.85o/o

References (1) Schedule 7 page 1

(2) Schedule 9 page 1

(s) Schedule 10 page 1

(4) A-rated public utility bond yield comprised of a 3.50% risk-free rate of
return (Schedule 13 page 2) and a yield spread of 1 .50o/o (Schedule 1 1

page 3)
(s) Schedule 12page 1

(o) Schedule 13 pages 1 & 2
(7) Schedule 10 page 1

(8) Schedule 13 page 2
(s) Schedule 13 page 3

(10) Schedule 14 page 2



Peooles TWP LLC
Capitalization and Frnancial Statistrcs

2007-201 1. lnclusive

2011 2010 2008 2007
(Mrlftons of Dollars)

$ 160.6 $ 132.2 $ 137.7 $ 139.4 $ 137.s
$ 269 $ 9.4 $ 7.2 $ 30.4
$ 187.s $ 141.6 $ 144.9 $ 180.4 $ 1678

Peoples TWP Exhibit No. PRM-1
Page 3 of 28

Schedule 2 [1 of 2]

Average

Amount of Capital Employed
Permanent Capital
Short-Term Debt

Total Capital

Capital Structure Ratios
Based on Permanent Capital.

Long-Term Debt

Common Equity (1)

Based on Total Capital:
Total Debt, incl. Short Term

Common Equity tl)

Rate of Return on Book Common Equiry trl

Operating Ratio 
(2)

Coverage incl. AFUDC (3)

Pretax. All Interest Charges
Post-tax. All Interest Charges

Coverage excl. AFUDC (3)

Pre-tax All Interest Charges
Posftax All Interest Charges

Quality of Earnrngs & Cash Flow
AFC/lncome Avail. for Common Equlty
Effective Income Tax Rate

Internal Cash Generation/Construction (a)

Gross Cash Flow/ Avg. Total Debt (s)

Gross Cash Flow lnterest Coveraoe (6)

See Page 2 for Notes

47 Qo/o 45.9%

53.0% 54.10/o

100.0% 100.0%

489%
51.1o/o

51.5o/o 55.60/o

48.SYo

100.0o/o 100.0%

62.5% 63.6%

37.5%
1000o/o 100.0%

54.60/o

45.4o/o

_1_40 0%_

8.7Yo

85.2o/o

370x
2.66 x

3.67 x
2.63 x

1.60/o

38.6%

133 9%

14 4%

302 x

49 5o/o

s0.5%

51.4o/o

48 60/o

56 3%

43 7o/o

100.0o/o100.0% 100 0%

3 7o/o

90.1o/o

238 x
1.64 x

2.34 x
1.61 x

57%
53.2Y0

105.3o/o

16.2o/o

387 x

4.5o/o

902%

2.27 x
1.66 x

223 x
163x

5.2Y0
47.7Y0

OA AO/^

9.30/o

2.87 x

7.4%

91.9o/o

2.62 x
1.96 x

2.57 x
1.91 x

5.4Y0
40.60/o

125.3o/o

13 8o/o

4.13 x

109%

88.7o/o

298x
2.25 x

1.8o/o

37.0o/o

116 0o/o

13 7o/o

3.83 x

7.Oo/o

89.2%

2.79 x
2.03 x

3.9o/o

43 4o/o

''15.80/o

13.5o/o

3.54 x

2.96 x 275
223 x 200

X

X



Peoples TWP Exhibit No. PRM-1
Page 4 of 28

Schedule 2 [2 of 2]

Peoples TWP LLC.
Capitalization and Financial Statistics

2007-2011. lnclusive

Notes:

(1) Total operating expenses, maintenance, depreciation and taxes other than income as a
percentage of operating revenues.

(2) Coverage calculations represent the number of times available earnings including AFUDC
(allowance for funds used during construction), as reported in its entirety, cover fixed charges.

(3) Coverage calculations represent the number of times available earnings excluding AFUDC
(allowance for funds used during construction), as reported in its entirety, cover fixed charges.

(4) Internal cash generation/gross construction is the percentage of gross construction expenditures
provided by internally generated funds from operations after payment of all cash dividends.

(5) Gross Cash Flow (sum of net income, depreciation, amortization, net deferred income taxes and
investment tax credits, less AFUDC) as a percentage of average total debt.

(6) Gross Cash Flow plus interest charges divided by interest charges.

Source of Information: Company provided data



2011 2010 2009

Gas Grouo

Caoitatizalon and Financial Statistics (1)

2007-201 1. lnclusive

Peoples TWP Exhibit No. PRM-1
Page 5 of 28

Schedule 3 [1 of 2]

2008 2007

Amount of Capital Employed
Permanent Capital
Short-Term Debt
Total Capital

Markef Based Financial Ratios
Price-Earnings Multiple
MarkeUBook Ratio
Dividend Yeld
Drvrdend Payout Ratio

Caoital Structure Ratros
Based on Permanent Capital

Long-Term Debt
Preferred Stock

Common Equrly tzl

Based on Total Caoital:
Total Debt incl. Short Term
Prefened Stock

Common Equity{2)

Rate of Return on Book Common Equity(2)

Operatrng Ratio(3)

Coverage rncl AFUDC(a)
Pre-tax: All Interest Charges
PosGtax All lnterest Charges
Overall Coverage: All Int. & Ffd. Div.

Coverage excl. AFUDC 
(4)

Pre-tax All lnterest Charges
Post{ax All Interest Charges
Overall Coverage: All Int. & Pfd. Drv.

Quality of Earnings & Cash Flow
AFC/Income Avail. for Common Equity
Effective lncome Tax Rate

Internal Cash Generation/Gonstruction 
(s)

Gross Cash Flow/ Avg Total Debt(6)

Gross Cash Flow Interest Coverage(t)

Common Dividend Coverage (u)

See Page 2 for Notes.

(Mrlhons of Dollars)

$ 2,490.8 $ 2,079.2 $ 2,0s0.6
$ 2854 $ 220.7 $ 192.9

_$ 2,7762 _9_3299_9_ _$_2219.L

$ 1,964.5 $ 1.897.9
$ 31 1.5 $ 205.4
$ 2,2760 $ 2,103.3

17x
182.70/o

3.8o/o

OJ. O-lo

43.1o/o

o2%
56 7o/o

1OO.Oo/o

48.60/o

0.2o/o

15x
174.8o/o

a oo/^

581%

50 0o/o

O.2o/o

1',| 50/o

87.8%

489x
3.47 x
346 x

4.84 x
3.43 x
34'l x

1.5o/o

36.6%

116 1o/o

282%
6.79 x

4.50 x

18x
163.2o/o

4 2o/o

73'lo/o

50.6%
o.3%

49.2o/o

103%

88.9%

4.15 x
3.00 x
299x

4.11 x
297 x
295x

2.1o/o

35 3%

111.3o/o

22.4o/o

5.73 x
400x

15 x
171.9o/o

4.0o/o

57.1o/o

53.7o/o

0.2%

46.0o/o

53.1o/o

0.3%

46.6o/o

51.2o/o

O.2o/o

48.60/o

Average
'17 x '16 x

187.2o/o 176.00/o

3 60/o 3.9%
58.8% 62.10/o

44.1o/o 45.Oo/o

O2o/o O3o/o

55.7o/o 54 7o/o

1QO.Oo/o 100.0%

45.7o/o 46.80/o 44.9o/o

O 3o/o 0.4o/o O.3o/o

54.0o/o 52.9o/o 54.8o/o

100.0% 100.0% 100.0%

51.3o/o 49.8o/o

1OO.Oo/o 100.0% 'l9Q.Oo/o 100.0% 100.070 100.0%

10.4o/o

87.4o/o

4.63 x
3.41 x
3.40 x

458 x
3.36 x
335x

2.1o/o

35.Qo/o

94.7o/o

26.8o/o

6.47 x

4.16 x

11.9%

89.8%

4.40 x
3.12 x
3.11 x

4.37 x
309x
3.08 x

1.60/o

37.7o/o

't08.0%

21.Oo/o

5.06 x
394x

11.4Yo

89.5%

3.76 x
272 x
271 x

3.73 x
269x
2.68 x

l1 10/o

88.7o/o

4.37 x
314x
3.13 x

433x
311 x
3.09 x

'1.60/o 1.8o/o

37 -5o/o 36.40/o

101.8o/o 106.40/o

19.9o/o 23.7o/o

448x 571x
376x 4.07x



Peoples TWP Exhibit No. PRM-1
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Schedule 312 oI2l

Gas Group
Capitalization and Financial Statistics

2007-2011. Inclusive
Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved
results for each individual company in the group.

(2) Excluding Accumulated Other Comprehensive Income ('OCl") from the equity account.
(3) Total operating expenses, maintenance, depreciation and taxes other than income taxes as a

percent of operating revenues.
(4) Coverage calculations represent the number of times available earnings, both including and

excluding AFUDC (allowance for funds used during construction) as reported in its entirety,
cover fixed charges.

(5) lnternal cash generation/gross construction is the percentage of gross construction expenditures
provided by internally-generated funds from operations after payment of all cash dividends
divided by gross construction expenditures.

(6) Gross Cash Flow (sum of net income, depreciation, amortization, net deferred income taxes and
investment tax credits, less totalAFUDC) plus interest charges, divided by interest charges.

(7) Gross Cash Flow plus interest charges divided by interest charges.
(8) Common dividend coverage is the relationship of internally-generated funds from operations

after payment of preferred stock dividends to common dividends paid.

Basis of Selection:
The Delivery Group includes companies that are contained in The Value Line Investment Survev within the
industry group "Natural Gas Utility," they are not currently the target of a publicly-announced merger or
acquisition, and after eliminating NiSource due to its electric and natural gas pipeline/storage operations and
UGI Corp. due to its highly diversified businesses.

Corporate Credit Ratings

Ticker Company

AGL Resources, Inc.

Atmos Energy Corp.

Laclede Group

New Jersey Resources Corp.

Northwest NaturalGas

Piedmont Natural Gas Co.

South Jersey Industries, Inc.

Southwest Gas Corporation

WGL Holdings, Inc.

Average

Moody's S&P

Stock

Traded

S&P Stock

Ranking

A
A-

B+

B+

A.
A
A-

B+

B+

Value Line

Beta

0.75

0.70

0.55

0.65

0.55

0.65

0.65

0.75

0.65

GAS

ATO

LG

NJR

NWN

PNY

SJI

SWX

WGL

Baal
Baal
A2

Aa3

A1

A3

A3

Baal
M

BBB+

BBB+

A
A
A+

A
BBB+

A.
A+

NYSE

NYSE

NYSE

NYSE

NYSE

NYSE

NYSE

NYSE

NYSE

A3 A- A- 0.66

Source of lnformation: Utility COMPUSTAT
Moody's Investors Service
Standard & Poor's Corporation



Standard & Poor's Public Utihtres

Caoitalizatron and Financial Statistics 
(1)

2007-201 1. Inclusive

Peoples TWP Exhibit No. PRM-1
PageT of28

Schedule a [1 of 3]

2008 2007

Amount of Captal Employed
Permanent Caoital
Short-Term Debt
Total Caortal

Marke!Based Financial Ratios
Price-Earnings Multiple
MarkeuBook Rat|o
Dividend Yield
Dividend Payout Raho

Caoital Structure Ratros
Based on Permanent Captral'

Long-Term Debt
Preferred Stock

common Equily tzr

Based on Total Caoital:
Total Debt incl ShortTerm
Preferred Stock

Common Equrry {z)

Rate of Return on Book Common Equity (2)

Operating Ratio(3)

Coverage incl. AFUDC (a)

Pre-tax: All Interest Charges
Post-tax: All Interest Charges
Overall Coverage: All lnt. & Pfd. Div.

coverage excl AFUDC (4)

Pre{ax. All lnterest Charges
Post-tax: All lnterest Charges
Overall Coverage: All Int. & Pfd. Drv.

Quality of Earnings & Cash Flow
AFC/lncome Avail. for Common Equity
Effectve Income Tax Rate

Internal Cash Generation/Construction (5)

Gross Cash Flow/ Avg Total Debt 
(6)

Gross Cash Flow Interest Coverage(7)

Common Dividend Coverage 
(8)

See Page 2 for Notes.

2011

$ 18,977.7
$ s357
$ 19,5134

15 x
154.9%

4.4%
66.1%

53.0%
1.3%

457%

2010

$ 17,7529
$ 42'l I
-wJ3,J-

2009
(Mrllions of Dollars)

$ 16,796.5 $ 15,750 4 $14,4620
$ 406.4 $ 81 1.2 $ 600 1

$ 17 ,202I $ 16,561 .6 $ 1 5,062 1

15x
142.1o/o

4.8o/o

72.4%

53 4%
1.3%

45.3%

14x
136.30/o

53%
72.6%

543%
1.5%

44.20/o

14x
173 4o/o

4.4o/o

62.60/o

54.3Vo

17%
44.0o/o

53.5%
17%

44 8%

53.7o/o

't.5%

44 8%

Average
16x 15x

2152% 164.4%
3.5o/o 4.5o/o

56.10/o 66.0%

1oo3% 1oo.o% 1oo-o% looo% 100.M 100n%

54.50/o 547% 55.6% 57 10/o 56.0% 55.6%
1.2% '1.2o/o 1.4% 15% 1.7o/o 1.4%

44.20/o 44 0% 43 00/o 41.4% 42.4Yo 43.00/o

100.0% 100.0% 100 0% 100.0% 100 0% 100.0%

103%

81.4%

331 x
257 x
2.54 x

3.21 x
2.47 x
245 x

6.3o/o

36.7Vo

88.7o/o

230%
5.09 x
4.53 x

10.7%

81 5%

3.33 x
251 x
248 x

323x
2.42 x
239x

6.9%
34.4o/o

107.O%

2s.8%

5.07 x
4.84 x

10 1%

83.0%

3.05 x
235 x
232 x

295x
2.25 x
2.22 x

8.2%
31.8o/o

99 0%

22.4o/o

4.83 x

4.68 x

12.1Vo

84.0%

3.37 x
2.56 x
2.52 x

325 x
245 x
2.40 x

81%
33 8%

823%
22 5o/o

4.72 x

489 x

3.41 x
2.60 x
2.56 x

332x
251 x
2.48 x

s3%
u7%
88.1Vo

21.5o/o

4.36 x

4.61 x

3.29 x
2.52 x
2.48 x

3.19 x
2.42 x
2.39 x

7.0%
34.3%

93.0%

22.6Vo

481 x
471 x

12.7% 11.2o/o

84.1% 82.8%



Peoples TWP Exhibit No. PRM-1
Page 8 of 28

Schedule 412 of 3l

Standard & Poor's Public Utilities
Capitalization and Financial Statistics

2007-2011. lnclusive

Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the
achieved results for each individual company in the group.

(2) Excluding Accumulated Other Comprehensive Income ('OCl') from the equity account
(3) Total operating expenses, maintenance, depreciation and taxes other than income taxes as

a percent of operating revenues.
(4) Coverage calculations represent the number of times available earnings, both including and

excluding AFUDC (allowance for funds used during construction) as reported in its entirety,
cover fixed charges.

(5) Internal cash generation/gross construction is the percentage of gross construction
expenditures provided by internally-generated funds from operations after payment of all
cash dividends divided by gross construction expenditures.

(6) Gross Cash Flow (sum of net income, depreciation, amortization, net deferred income
taxes and investment tax credits, less total AFUDC) as a percentage of average total debt.

(7) Gross Cash Flow (sum of net income, depreciation, amortization, net deferred income
taxes and investment tax credits, less totalAFUDC) plus interest charges, divided by
interest charges.

(8) Common dividend coverage is the relationship of internally-generated funds from
operations after payment of preferred stock dividends to common dividends paid.

Source of Information: Annual Reports to Shareholders
Utility COMPUSTAT
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Schedule a [3 of 3]

Standard & Poo/s Public Utilities
Comoanv ldentities

Credit Rating(1)
S&P

AGL Resources Inc.
Ameren Corporation
American Electric Power
CMS Energy
CenterPoint Energy
Consolidated Edison
DTE Energy Co.
Dominion Resources
Duke Energy
Edison lnt'l
Entergy Corp.
EQT Corp.
Exelon Corp.
FirstEnergy Corp.
Integrys Energy Group
NextEra Energy Inc.
NiSource lnc.
Northeast Utilities
NRG Energy Inc.
ONEOK, lnc.
PEPCO Holdings, Inc.
PG&E Corp.
PPL Corp.
Pinnacle West Capital
Progress Energy, Inc.
Public Serv. Enterprise Inc.
SCANA Corp.
Sempra Energy
Southern Co.
TECO Energy
Wisconsin Energy Corp.
Xcel Energy Inc

Average for S&P Utilities

Ticker

Common

Stock
Traded

S&P

Stock
Ranking

A
B

B

B

B

B+
B+
A-
B

B

A+
B+
B+
A.
B

A
B

B+
NR
A-
B

B

B+
B

B

B+
B+
A-
A-
B

A
B

Value

Line
Beta

0.75
0.80
0.70
o.75
0.80
0.60
0.75
0.70
0.65
0.80
0.70
1.20
0.80
0.80
0.90
0.75
0.85
0.70
1.10
0.95
0.80
0.55
0.65
0.70
0.60
0.80
0.70
0.80
0.55
0.85
0.65
0.65

0.76

Moody's

A3
Baa2
Baa2
Baa2
Baa2
A3
Baal
A3
A3
A3
Baa2
Baa2
A3
Baa2
A2
A2
Baa2
Baal
Ba3
Baa2
Baa2
A3
Baa2
Baa2
A3
Baal
Baa2
A2
A3
Baal
A2
A3

GAS
AEE
AEP
CMS
CNP
ED
DTE
D

DUK
EIX
ETR
EQT
EXC
FE
TEG
NEE
NI

NU
NRG
OKE
POM
PCG
PPL
PNW
PGN
PEG
SCG
SRE
SO
TE
WEC
XEL

BBB+
BBB-
BBB
BBB-
BBB+
A-
BBB+
A-
A-
BBB+
BBB
BBB
BBB
BBB-
A-
A-
BBB-
BBB+
BB-
BBB
BBB+
BBB
BBB
BBB
BBB+
BBB
BBB+
A
A
BBB+
A-
A-

NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE
NYSE

Baal BBB+ B+

Note: (') 
Ratings are those of utility subsidiaries

Source of lnformation: Moody's Investors Service
Standard & Poor's Corporation
Standard & Poor's Stock Guide
Value Line Investment Survey for Windows
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Schedule 5 [1 of 1]

Peoples TWP LLC
Caprtalrzatron and Related Caprtal Structure Ratros

Long-Term Debt

Membeds equrty

Contnbutrons from rember (net

Retarned eamings
Total Comrnon Equrty

Total Pemnent Caprtal

Short-Term Debt

Total Caprtal Employed

Actual at December 31, 2012
Amount Ratros

Outstandrno *d srftH rnd sr&h

$ 68.046.735 43 90% 37.460/0

155,004,8'13

26,636,585

$ 181.64'1.398

Outstandrng Excl gTDebt rncr 9Tp6tr

_$_jg€gz€?g_(') 4ss1% 4516ro

as,zz5,4a6 Q)

-----g@g-(')
95, 1 32, 1 1 1 51 49o/o 47 936/o

Estrmted al 31.2015
Amount Ratos

Outstandrng E;EE r"];6-
j_!92?9P?3_(') 4488o/o 4071%

79,425,466 t2)

23,418,957 (3)

102,844,423 55'l2o/o 5001%56 10% 47 870k

10000% 8533% 184,769,940 100 000/o

1466'0/o '13,708,686

99 99% $ 198,478,626 100 00%

93 09%

6 91% 928Vo

100 00%

186,573,346

ao neo lae...-...-..-.ry

$ 205,662,484

100 000/o 9O72o/o

Notes (1) Reflects changes In the pnncrpal amount of long-term debt as follows

6 75% Notes - Unsecured
6 990/0 Notes - Unsecured
5 67% Notes - Unsecured
5 990/0 Notes - Unsecured
5 66% Notes - Unsecured
6 42% Notes - Unsecured
Proposed rssue

(2) 
Contnbutrons from rember
Dstnbutions to member

(3) Projected increase In retarned eamrngs

Soure of Informatron Company provrded data

Amount
$ (2,500,000)

(1,818,000)
(454,545)
(909,091)

(1,363,635)
(1,363,635)
30,000,000

Total $ 21.591,094

$ 5,000,000
(800,000)

$ 3,974,033

$ (1,818,000)
(454,545\
(909,091)

/l aaa a2a\

(1,363,635)

:Tl_53.'p6.'

$ (5,800,000)

$ 13,512,312

Estmated at De@mber 31, 2013
Ratros



Peooles TWP LLG
Calculation of the Embedded Cost of Long-Term Debt

Actual at December 31.2012

Peoples TWP Exhibit No. PRM-1
Page 11 of 28

Schedule 6 [1 of 4]

Weighted
Cost(1) 
Rate

Percent
to

TotalSeries

6.75% Notes - Unsecured
6.99% Notes - Unsecured
5.67% Notes - Unsecured
5.99% Notes - Unsecured
5.66% Notes - Unsecured
6.42% Notes - Unsecured
4.50% Notes - Unsecured

Long Term- Debt

Note:

Source of lnformation:

6.770/o 0.25Vo

7.02% 0.750/o

5.70o/o 0.23Vo

6.010/o 0.88%
5.69% 0.910/o

6.440/o 1.29o/o

4.54o/o 1.40o/o

Principal
Amount

Outstanding

$ 2,500,000
7,274,000
2,727,275

10,000,000
10,909,095
13,636,365
21,000,000

Effective
Cost

Rate

3.67Yo
10.69%

4.01o/o

14.70o/o

16.03Yo

20.040/o

30.86%

_$_q9,0€z$_ _l-qq9920_

(1) As calculated on page 4 of this schedule.

Company provided data

5.71o/o



Peoples TWP LLG
Calculation of the Embedded Cost of Long-Term Debt

Actual at December 31, 2013

Peoples TWP Exhibit No. PRM-1
Page 12 of 28

Schedule 612 o'f 4)

Weighted
Cost(1) 
RateSeries

6.99% Notes - Unsecured
5.67% Notes - Unsecured
5.99% Notes - Unsecured
5.66% Notes - Unsecured
6.42% Notes - Unsecured
4.50% Notes - Unsecured
4.50% Notes - Unsecured

Long Term- Debt

7.02o/o 0.43o/o

5.70o/o 0.14o/o

6.010/o 0.6'lVo
5.69% 0.61Yo

6.440/o 0.88%
4.54o/o 1.060/o

4.620/o 1.55o/o

Principal
Amount

Outstanding

$ 5,456,000
2,272,730
9,090,909
9,545,460

12,272,730
21,000,000
30,000,000

$ 89,637,829

Percent Effective
to Cost

Total Rate

6.09%
2.54%6

10.140/o

10.65%
13.690/o

23.43To
33.47o/o

100.00% 5.28o/o

Note: (t) As calculated on page 4 of this schedule.

Source of Information: Company provided data
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Schedule 6 [3 of a]

Peoples TWP LLG
Calculation of the Embedded Cost of Long-Term Debt

Actual at Januarv 31. 201 5

Series

6.99% Notes - Unsecured
5.67% Notes - Unsecured
5.99% Notes - Unsecured
5.66% Notes - Unsecured
6.42% Notes - Unsecured
4.50% Notes - Unsecured
4.50% Notes - Unsecured

Long Term- Debt

Note:

Source of lnformation:

Principal
Amount

Outstanding

$ 3,638,000
1 ,81 8,1 85
8,1 81 ,81 8
8,181 ,825

10,909,095
21,000,000
30,000,000

$ 83,728,923

7.02o/o 0.31o/o

5.70o/o 0.12o/o

6.010/o 0.59%
5.69% 0.56%
6.440/o 0.84%
4.54o/o 1.14o/o

4.620/o 1.660/o

Percent Effective Weighted
to Cost Cost

Total Rate (1) 
Rate

4.350/o

2.17o/o

9.77o/o

9.77%
13.03o/o

25.080/o

3s.83%

100.00% 5.21o/o

(1) As calculated on page 4 of this schedule.

Company provided data
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Schedule 6 [4 of 4]

Couoon Date of
lssue

6.75% 02t18t98
6.99% 11115101

5.67% 10120103
5.99% 10120103
5.66% 10/18/05
6.420/o 12|l1l07
4.50% 11117111

t2) 4.soo/o 09/30/13

Rate

Peoples TVI,P LLC
Calculation of the Effectrve Cost of Long-Term Debt by Series

PrinciDal Discount
Date of Amount and

Maturity lssued Expense

o2lo1l13 $20,000,000 $ 44,517
11t15t16 20,000,000 51,337
101s1118 5,000,000 14,296
'to/31123 10,000,000 28,591
10t31t20 15,000,000 38,322
1228t22 15,000,000 35,876
11t17t21 21,000,000 70,793
ogt30t28 30,000,000 4oo,ooo (2)

Net

Proceeds

Net
Proceeds Effective

Ratio Cost Rate 
(1)

6 75% Notes - Unsecured
6.99% Notes - Unsecured
5.67% Notes - Unsecured
5.99% Notes - Unsecured
5.66% Notes - Unsecured
6 42% Notes - Unsecured
4.50% Notes - Unsecured

4.50% Notes - Unsecured

$ 19,955,483
1 9,948,663
4,985,704
9,971,409

14,961,678
14,964,124
20,929,207

29,600,000

9978%
9974%
9971%
9971%
99.74o/o

99.76%
99.66%

98.67%

677%
7 O2Yo

5 7oo/o

6 O1o/o

5.69%
6.440/o

4.54%
4.62%

Notes:
(1) The effective cost for each issue is the yield to maturity ("ytm") using as inputs the average term of the issue, the

coupon rate, and the net proceeds ratro.
(2) Estimated.

Source of lnformation Company provided data
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Schedule 11 [1 of 3]

Interest Rates for Investment Grade Public Utility Bonds
Yearly tor 2007-2011 and 2012

and the Twelve Months Ended Januarv 2013

Five-Year
Average 5.58%

2012 3.83%

Months

5.94o/o

6.18o/o

5.75o/o

5.24o/o

4.78o/o

6.07o/o

6.53%
6.Q4o/o

5.460/o

5.04o/o

_5.83%_

4.13o/o

4.02o/o

4.160/o

4.10o/o

3.92o/o

3.79o/o

3.58%
3.65%
3.69%
3.680/o

3.60%
3.75o/o

3.90%

4.360/o

4.48%
4.40o/o

4.20o/o

4.08o/o

3.93o/o

4.00o/o

4.02o/o

3.91o/o

3.84o/o

4.00o/o

4.15%

3.82o/o 4.11o/o

3.71% 3.99%

3.75% 4.OQo/o

Years

2007
2008
2009
2010
2011

Aa
Rated

A
Rated

Baa
Rated Average

6.11o/o

6.65%
6.28o/o

5.55%
5.13%

_594%_

4.27o/o

4.47o/o

4.59o/o

4.53o/o

4.360/o

4.260/o

4.12o/o

4.18o/o

4.17o/o

4.O4o/o

3.95%
4.10o/o

4.24o/o

6.33o/o

7.24o/o

7.Q6o/o

5.96%
5.57o/o

6.43o/o

Feb-12
Mar-12
Apr-12

May-12
Jun-12
Jul-12

Aug-12
Sep-12
Oct-12
Nov-12
Dec-12
Jan-1 3

Twelve-Month
Average

Six-Month
Average

Three-Month
Average

4.860/o

5.02o/o

5.13o/o

5.11o/o

4.97o/o

4.91o/o

4.85o/o

4.88o/o

4.81o/o

4.54o/o

4.42o/o

4.560/o

4.660/o

_4.82%_ _4.25%

4.650/o 4.11o/o

4.55o/o 4.10o/o

Source: Mergent Bond Record
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A-rated 2o-YearTreasuries A-rated 2o-YearTreasuries
Publrc Utililv Soread Year Publc Utrlrtv Yreld Spread

Dec-98

Jan-99
Feb-99
Mar-99
Apr-99
May-99
Jun-99
Jul-99

Aug-99
Sep-99
Oct-g9
Nov-99
Dec.99

Jan{0
Feb-00
Mar{0
Apr-00
May-00
Jun{0
Juf00
Aug{0
Sep-00
Oct-00
Nov-00
Dec-00

Jan-01
Feb{1
Mar-01
Apr-o1
May-o1
Jun-01
Jul-01

Aug-01
Sep-01
Oct-o1
Nov-o 1

Dec-01

Jan42
Feb{2
Mar-02
Apr-02
May-o2
Jun-02
Jul-02

Aug-02
Sep-02
Oct42
Nov-02
Dec-02

Jan-03
Feb-03
Mar-03
Apr-03
May-03
Jun-03
Jul-03

Aug-03
Sep-03
Oct-o3
Nov-03
Dec-03

6.91o/o

6.97o/o

7.O9o/o

7.260/0

7.22o/o

7.470/0

7.74o/o

7.71o/o

7.91o/o

7.930/0

8.06%
7.940/0

8.140/0

8 35%
8 25o/o

8.28o/o

829%
I 70%
I 36%
825%
813o/o
8.230/0

8.140/o

I 1 1o/o

7.84o/o

7.8Oo/o

7.740/0

7.680/o

7.94o/o

7.99o/o

7.85o/o

7.78o/o

7.590/0

7.750/0

7.630/o

7.57o/o

7.430/0

7.660/0

7.54o/o

7.760/o

7.57o/o

7.520/0

7.42o/o

7.31o/o

7.17%
7.08o/o

7.23o/o

7.140/0

7.O7o/o

7.Q7o/o

6.93%
6.790/0

6.640/o

6.36%
6.21o/o

6.57o/o

6.780/0

6.56%
6.43o/o

6.37%
6.270/0

5.36%

5.45o/o

5.66%
5.87o/o

5.82o/o

6.08%
6.36%
6.28%
6.43o/o

6.50%
o-oo-/o

6 48o/o

6 69%

6.86%
6.54o/o

6.38%
6 18o/o

6 55%
6.280/o

6.20o/o

6.O2o/o

6 09%
6.O4o/o

5.987o
5.640/0

5.65%
5.620/o

5.49o/o

5.78%
5.92o/o

5.82o/o

5.75%
5.58%
5.53%
5.34o/o

5.330k
5.760/o

5 69%
5.61o/o

5.93%
5.850/0

5.81o/o

5.65%
5.51o/o

5.19o/o

4 87o/o

5 00%
5.04o/o

5.010/o

5.O2%
4.87o/o

482%
4.91o/o

4.52o/o

4.34o/o

4.92o/o

5.39%
5.21o/o

5.21o/o

5.17o/o

5 11o/o

1.55o/o

1.52o/o

1.430/0

1.397o
1.40o/o

1.39o/o

1.380/0

1.43o/o

1.48o/o

1 43o/o

1.4Qo/o

'l .460/o

'l .450/o

1.49o/o

1 .7 10/o

1.9Oo/o

2.11o/o

2'l5o/o
2 080/0

2 05o/o

2 1 1o/o

2 14o/o

2 1Oo/o

2.13o/o

2.20%

2 15o/o

2',120/o

2.'l9o/o
2 160/o

2 07o/o

2 O3o/o

2 03o/o

2.O1o/o

2.22o/o

2.29%
2 24o/o

2.O7o/o

1 .970/o
'1.93%
'l 830/0

't 72%
1.71o/o

1 77o/o

'l.800/o

't.98%
2 21o/o

2.23o/o

2',100/o

2.06o/o

2 O5o/o

2.060/o

1 97o/o

1.730/o
'l.84o/o

1.87'/"
1.650/o

1.39o/o

1.35%
1.22o/o

1 2Oo/o

1.'160/o

Jan-04
Feb-04
Mar-04
Apr-04
May-04
Jun-04
Jul-04

Aug-04
Sep-04
Oct-04
Nov-04
Dee04

Jan-05
Feb-05
Mar-05
Apr-05
May-05
Jun{5
Jul-05
Aug{5
Sep-05
Oct-o5
Nov-05
Dec-05

Jan-06
Feb-06
Mar-06
Apr-06
May-06
Jun-06
Jul-06

Aug-06
Sep-06
Oct-o6
Nov-06
Dec-06

Jan-07
Feb-07
Mar-07
Apr-07
May-o7
Jun-07
Jul-07

Aug-07
Sep-07
Oct-o7
Nov-07
Dec-07

Jan-08
Feb-08
Mar-08
Apr-08
May-08
Jun{8
Jul-08

Aug-08
Sep48
Oct-08
Nov-o8
Dec-o8

6.15%
6 15%
5.97%
6 35%
O OZ-lo

6 460/o

6.27%
6 14o/o

5.98%
5 94o/o

5.97%
5.920/o

5.78%
5.61o/o

5.83%
5.640/0

5 53%
5.40o/o

5.51Vo

5.50%
5.52Vo

5.79o/o

5.88%
5.80%

5.75o/o

5.82o/o

5.98%
6.29o/o

6.42Yo
6.400k
6.37o/o

6.2Oo/o

6.00%
5 98%
5.80%
5.8',|o/o

5.96%
5.90%
5.85o/o

5.97o/o

5.99%
6.30%
6.25o/o

6.240/0

6.18o/o

6.1 1o/o

5.97o/o

6.16o/o

6.02%
6.21o/o

6.210/0

6.29o/o

6.28o/o

6.38%
6.40o/o

6 37o/o

6.49o/o

7 .560/o

7 .600/o

6 52o/o

5.O10/o

4.94%
4 72o/o

5.160/o

5 460/o

5.45o/o

5.24o/o

5 O7o/o

4.89o/o

4.85o/o

4.89o/o

4.88o/o

4.77o/o

4.61o/o

4.89%
4.75o/o

4.560/o

4.35o/o

4.48o/o

4.53%
4 51o/o

4.74o/o

4.83o/o

4.73o/o

4.65Vo
4.73o/o

4.91o/o

5.220/0

5 35%
5.29o/o

5 250/0

5.08%
4 93o/o

4.94%
4 78o/o

4.78o/o

4 95o/o

4.93./.
4.81'/.
4 95o/o

4.98o/o

5.29o/o

5.19o/o

5.00%
4.84o/o

4.83o/o

4.560/o

4.57o/o

4.35o/o

4.49o/o

4.360/o

4.44o/o

4.600/o

4.74%
4.62o/o

4.53o/o

4.32%
4.450/o

427%
3'l8o/o

1.14o/o

1.21o/o

1.25o/o

1.'l9o/o
1.160/o

1.O10/o

1.03o/o

1.O7%

1.09%
'l.O9o/o

1.08o/o

1.04o/o

1 .01o/o

1.OOo/o

O 94o/o

0.89%
0.97o/o

1 050/0

1.03o/o

O 97o/o

1.0'lo/o
1Q5o/o

1.05%
1.070/o

1 1Oo/o

1.09%
1 .O7o/o

1 07o/o

1 O7o/o

1.1'lo/o

1 12o/o

1.'l2o/o

1 .Q70/o

1 O4o/o

1.O2o/o

1.03%

1.O1o/o

0 97o/o

1 O4o/o

1 O2o/o

1.O10/o

1.O1o/o

1.06%
1.24o/o

1.34o/o

1.280/0

1.41%
1.59%

1.670/o

1.72Vo
1.85%
1.85%
1.680/o

1.640/o

1.78%
1.84%
2.17o/o

3.11o/o

3.33%
3.340/0

3 460/o

3 83%
3 78o/o

3.84o/o

4.22o/o

4.51%
4.38o/o

4.33o/o

4.14o/o

4.160/o

4.24o/o

4.40o/o

4.50o/o

4.48%
4.49o/o

4.53o/o

4.1 1o/o

3.95%
3.80%
3.52o/o

3.47o/o

3.52o/o

3.82o/o

4.17o/o

293o/o
2 47o/o

2.640/o

2 640/0

2.270/o

1 690/o

I 59%
't 380/o

1.390/0

1-39o/o

1.400/0

1 39%

Jan-09 6.39%
Feb-09 6.30%
Mar{g 642%
Apr{g 6 48o/o

May-09 6 49o/o

Jun-09 6.200/o

JuF09 5.97o/o

Aug-09 5 71o/o

Sep-09 5 53%
Oct{g 5.55%
Nov-09 5 640/o

Dec-09 5 79o/o

Jan-10 5 77o/o

FeL10 5 87o/o

Mar-10 5.84o/o

Aprl0 5.81o/o

May-10 5 50o/o

Jun-10 5.460/o

Jul-10 5 260/o

Aug-10 5.Q1o/o

Sep-l0 5 01o/o

Oct-10 5 10%
Nov-'10 5 37o/o

Dec-10 5.560/o

Jan-l1 5.57Vo

FeL1l 5 68%
Mar-11 5 56%
Apr-11 5.55%
May-1 1 5 32o/o

Jun-l 1 5 260/o

Juf-ll 527vo
Aug-ll 4690/o

Sep-1 I 4 48o/o

Oct-ll 4.52%
Nov-ll 425o/o
Dec-l1 4.33o/o

Jan-12 434o/o
Feb-'12 4.36'/.
MaG12 4.48Y'
ApG12 440o/o
May-12 4.20o/o

Jun-12 4.O8o/o

Jul-12 393%
Aug-12 400o/o

Sep-12 4Q2o/o

Oct-12 3.91o/o

Nov-12 384o/o
Dec-'f 2 4.00%

Jan-13 4 15o/o

Average:
1 2-months
6-months
3-months

'1.270/0

39o/o

35o/o

280/0

39o/o

51o/o

1.46./.
1 49o/o

1.540/0

1.580/o

1 55o/o

1.39%

4.28o/o 1.29%
4.42o/o 1.260/o

4.27o/o 129o/o

4.28o/o 1.27o/o

4.02o/o 1.30o/o

3.91% 1.350/o

3.95% 1.32o/o

3.24o/o 'l 45o/o

2.83o/o 1 650/o

2.87o/o 1.650/o

2.72o/o 1.53'/.
2.670/o 1 660/o

2.70./,
2.75o/o

2.94o/o

2.82o/o

2.53%
2.31%
2.22%
2.40o/o

2.49%
2.510/o

2.39%
247%

2.680/o

1 640/o

1.610/o

1 54o/o
'1.580/0

'1.670/o

1 .77o/o

'l .7'lo/o

1.600/o

1.53o/o

1.40o/o

1.45o/o

1.53o/o

1.47%

1.57o/o

1.500/0

1 48o/o
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Common Equitv Risk Premiums
Years 1926-2011

Large
Common
Stocks

Long-
Term
Corp.
Bonds

Equity
Risk

Premium

Long-
Term
Govt.
Bonds
Yields

Low lnterest Rates

Average Across All Interest Rates

High Interest Rates

11.62%

11.77o/o

11.92%

4.58%

6.36%

8.15%

7.04%

5.41%

3.77%

3.05%

5.20%

7.35o/o

Source of Information: 2012 Stocks. Bonds. Bills. and Inflation (SBBI) Classis Yearbook
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Basic Series

Annual Total Retums (except yields)
LOng-

Long- Stocks Tem
Large Term vs. Govt.

Common Corp. Corp. Bonds
Year Stocks Bonds Bonds Yields

1940 -9780/o 3 39% -13 170/0

1945 3644% 408% 32 0/o

1941 -11 590/o 2730/o -14320/0
1949 1879% 331% 15480/o
1946 -8O7% 172% -979o/o
1950 3't 7't% 2 120/0 29 590/o

1939 -0 41o/o 3 97Yo 4 38o/o

1948 550% 4140/o 1360/o
1 7 57'lo/o -234o/o 8 05%
'1942 20340/o 2600/o 17.740/o

1944 '1975o/o 473o/o 15O2o/o

1943 2s90yo 2830/o 2307%
2011 2 110/o 't7 95% -15 U%
1 938 31 't2o/o 6 136/o 24 99Yo

1936 33920/o 674./o 27 180/o

1951 24020/o -2690/o 2671%
1954 5262% s 39% 47 230/0

1937 -35 03% 275% -37 780/o

1953 -099% 341% 440Vo
1935 47 67% 9 61% 38 06%
1952 1837% 352% Ua50/"
1934 -'t 44% 13U% -'1528'/o
1955 3'l 56% 0 4ao/o 31 08%
2008 -37 006/o ATAVo 457to/o
1932 -a 19Yo 10 82Vo -1 9 01 %
't927 37 49% 7 44r. 30 05%
1957 -1O78o/o 871o/o -1949o/o
1930 -2490% 79A./. -32.880/o

1933 53 99% 10 387o 436't%
1928 43610/o 2U% 4077o/o
1929 .a42% 327% -11696/.
1956 6 56% S81o/o 1337o/o
1926 11 620/o 7 37o/o 425o/.
1 960 0 47lo I O7o/o -8 60%
1958 43 0/o -222./. 4558%
1962 -A730/o 7 950/0 -166€./o
'1931 43 3tto/o -1 85o/o 41 49%
2010 15 06% 12 446/o 262y"
1961 2689o/o 482Vo 2207%
1963 2280yo 2 190/o 20 610/o
'f964 16 48Vo 4 77o/o 1'l 71%
19s9 1't o/o -O97./o 12931o
1965 12 450/o -O 460/o 12 910/o

2007 549o/o 2600/o 289%
'1966 -10 06% O2Oo/o -1026%
2009 2646yo 302to 2344%
2005 4910/o 5870/. -0 96%
2002 -22100/o 1633% -38430/o
2004 t0 88% 872% 2 160/o

2006 1579% 324% '1255o/o

2003 2A68oh 5276/o 2341o/o
'1998 2AsAok 1076Vo 17 820/o

1967 239go/o -4 95% 28930/o
2000 -9 10% 1247o/o -2197o/o
2001 -'11 89% 10 65% -22.546/o

1971 1430% 11 01!o 3.29%
1968 11 6% 2 57% 8 490/o

1972 18 9970 7 26Vo 11 730/o

1997 33 % 1295% 20416/"
1995 37 580/o 27 206h 10 38%
1970 3 86% 1437% -1451%
1993 10 08% 13 19% -3 110/o

1996 22 0/o 1 40% 21 560/o

1999 21 046/o -7 45Vo 26490/0
1969 € 50% -8 09% 441'/o
'f976 23930/o 18 65% 52a./o
1973 -14690/o 1 14o/o -15836/.
1992 7 62yo I 39% -1 770/o

1991 3O 47o/o 19 89% 10 58%
1974 -26 47o/o -3 06% -23 416/.

1986 18670/o 1985% -1 18o/o

1994 1.320/o -576% 7 08%
1977 -7 160/o 1 71% -487%
1975 37 23% 14640/o 22596/o
1989 31 6970 1623% '15460/o

1990 -3 10% 6780/o -9 88%
1978 657% -OO70/o 6640/o
1988 1661% 1470o/o 5 9l%
1987 525./o -0276/o 5 52./o

1985 31 73o/o 30 09% 1 64o/o

1979 186'to/o 418% 2279%
1982 21 55to 4256% -21 01%
1984 6271o 16 86% -10 599o
1983 2256% 6260/o 1630%
1980 32.506/0 -276% 35260/o
1981 492Vo -124% 368oh

1 94v.
1 997o
2 040/0

2 09o/o

2 12o/o

224%
2260/o
237%
2 43o/o

2 466/6

2 460/o

2 48lo
2 48o/o

2 52'/.
2 55o/o

2 690/o

2 72lo
2 73o/o

2 740/o

2 76lo
2 79'/o
2 93o/o

295v.
3 03%
3 15o/o

3 16o/o

3 23o/o

3 3Oo/o

3 36%
3 4Oo/o

3 4o'/.
3 45%
354%
3 80vo
382%
3 95%
4 O7'/o

4 14'/o

4 15o/o

4 17o/o

4 23o/o

4 47o/o

4 5Oo/o

4 50o/o

4 556k
4 58Yo

4 61'/o
4.84o/o

4 84o/o

4 91Vo

5 11o/o

5 42o/o

5 56%
5 58%
5.75%
597%
5 98%
5 99%
6 020/0

6 03%
6 4go/o

6 54lo
673Vo
6 82o/o

6 ATVo

7 21o/o

7 260/o

7 260/o

7 3O'/o

7 @v.
7 a9o/o

7 99o/o

8 03%
I 05%
8 16%
I 44v.
8 98%
9'18%
9 2O'/o

9 56%
10 12Y.
10 95%
11 70%
11 97Yo

11 99Yo

13U%



Peoples TWP Exhibit No. PRM-1

Page24 ol 28
Schedule 13 [1 of 3]

Yields for Treasury Gonstant Maturities
Yearly lor 2007 -2011 and 2012

and the Twelve Months Ended Januarv 2013

1-Year 2-Year 3-Year 5-Year 7-Year 1O-Year 20-Year 30-YearYears

2007
2008
2009
2010
2011

Five-Year
Average

2012

Months

Feb-12
Mar-12
Apr-12

May-12
Jun-l2
Jul-\2

Aug-12
Sep-12
Oct-f2

Nov-'l2
Dec-l2
Jan-1 3

Twelve-Month
Average

Six-Month
Average

Three-Month
Average

4.52o/o

1.820k
0.47Yo

0.32o/o

_9,18%__

_1.46%

O.18o/o

4.360/o

2.O0%
0.96%
0.70%
0.45%

4.U%
2.24%
1.43%
1.11o/o

0.75o/o

4.43Yo

2.80o/o

2.19%
1.93o/o

_t.szw

_2.5?%

0.76%

4.50%
3.17%
2.81Yo

2.620/o

_2.16%

_3.05%

1.22Yo

4.63% 4.91%
3.67% 4.36%
3.260/o 4.11o/o

3.21o/o 4.O3o/o

2.79o/o 3.620/o

4.84o/o

4.28o/o

4.O8%
4.25%
3.91o/o

1.69%

0.28o/o

1.97%

0.38%

3.51o/o 4.21% 4.27o/o

1.80% 2.54Yo 2.920h

o.1604
0.19%
0.18%
0.19%
o.19%
O.19Yo

O.18o/o

0.18%
0.18o/o

0.18%
0.160/o

0.15o/o

_0.18%_

_0.17%_

0.160/o

0.28o/o

0.34o/o

0.29o/o

0.29%
0.29o/o

0.25%
O.27o/o

0.260/o

0.28o/o

0.27%
0.26Yo
0.27o/o

0.28%

0.38%
0.51o/o

0.43o/o

0.39%
0.39%
0.33%
O.37o/o

0.340/o

0.37o/o

0.36%
0.35%
0.39%

_g!9%_

0.36%

0.83%
1.02o/o

0.89%
0.76%
0.71%
0.620/o

o.71%
0.67o/o

O.71o/o

0.67o/o

0.70o/o

O.81o/o

1.37%
1.56%
1.43o/o

1.21Yo

1.08To
0.98%
1.14o/o

1.12o/o

1.15o/o

1.08To
1.13%
1.3Oo/o

1.97%
2.17o/o

2.05o/o

1.80%
1.62%
1.53%
1.68%
1.72o/o

1.75o/o

1.650/o

1.72o/o

1.91o/o

2.75%
2.940/o

2.82%
2.53%
2.31%
2.22o/o

2.40%
2.49o/o

2.51o/o

2.39o/o

2.47o/o

2.68%

3.11o/o

3.28%
318%
2.93o/o

2.70o/o

2.59o/o

2.77%
2.88o/o

2.9oo/o

2.8}o/o
2.88o/o

3.08o/o

2.93o/o

0.27%

0.76oh 1.21o/o

0.71o/o 1.15o/o

1.80o/o 2.54o/o

1.74o/o 2.49o/o 2.89o/o

O.37o/o 0.73o/o 1.17o/o 1.760/o 2.51o/o 2.92%

Source: Federal Reserve statistical release H.15
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Measures of the Risk-Free Rate & Gorporate Bond Yields
The forecast of Treasury and Corporate yields

per the consensus of nearly 50 economists
reported in the Blue Chio Financial Forecasts dated February 1,2013

Treasury

Year Quarter
1-Year

Bitl

2-Year
Note

30-Year
Bond

3.0o/o

3.1o/o

3.2o/o

3.3o/o

3.4o/o

3.5o/o

S-Year 10-Year
Note Note

Corporate
Aaa Baa
Bond Bond

2013
2013
2013
20't3
2014
2014

First
Second
Third
Fourth
First

Second

O.2o/o

O.2o/o

0.2o/o

o3%
0.3o/o

O.4o/o

O.3o/o

0.3o/o

0.4o/o

O.4o/o

0.5o/o

O.60/o

0.8%
0.9o/o

1.Oo/o

1.1o/o

1.2o/o

1.3o/o

1.8%
1.9o/o

2.0o/o

2.2%
2.3o/o

2.4o/o

3.7%
3.8%
3.8o/o

3.9o/o

4.1%
4.2o/o

4.7o/o

4.8o/o

4.9o/o

4.9o/o

5.1o/o

5.2o/o

Measures of the Market Premium

Value Line Return

D/P ( 1+.59) +

2.39o/o ( 1.0438 ) +

Median Median
Appreciation Total

Potential Return
+ tO.Az% =-12.w6

g=k
8.760/o = 11.25o/o

Dividend
YieldAs of:

January 25,2013 2.2o/o

DCF Result for the S&P 500 Composite

where: Price (P) at 31-Jan-13 = 1498.11
Dividend (D) for 4th Qtr.'12 = 8.94
Dividend (D) annualized = 35.76
Growth (g) by First Call = 8.760/o

Summary
Value Line
s&P 500

Average
Risk-free Rate of Return (Rf)

Forecast Market Premium

Historical Market Premium (Rm) (Rf)
1926-2011 Arith. mean 11.620/o 3.05%

Average - ForecasUH istorical

12.87o/o

11.25o/o

12.O60/o

3.50%
8.56%

8.57o/o

8.57o/o



Table 7-5: Size-Decile Portfolios of the NYSE/AMEVNASDAo

Long-Term Feturns in Excess 0f CAPM

Actual

Anth- Eelurn

metrc In Excess

Mean of Eiskless

Beturn nate"
Decrle Beta* (%) (%l
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Serial Gorrelation in Small Company Stock Betums

The serial correlation, 0r first-order autocorrelation, of

returns 0n large capitalization stocks is near zero. [See

Table 7-1.1 lf stock returns are serially correlated, then one

can gain some information about future performance

based on past returns. For the smallest stocks, the serial

correlation is neer or above 0.1. This observation bears

further examination.

Table 7-7: Size-Decrle Portfolios of the NYSE/AMEVNASDAo

Senal Correlatrons of Annual Returns rn Excess of Decrle I Returns

Serial Conelatrons of Annual Returns

rn Excess of Decile I Feturn

CAPM Sr2e

Return Premrum

In Excess (fieturn in

of Rrskless Excess of

Ralef CAPMI

I%l (%t

[/id-Cap.3-5 1.12 13.70

LowCap,6-8 1.23 15.16

Micro-Cap,9-10 1.36 18.04

8.55 7 41

10 0l 8.13
'12.88 8.99

1 .14

1.88

389

Data from 1926-ml l. S0urc6 Mornrngstar and CBSP. Calculated lor Denvedl based

0n data fr0m CflSP US Stock Database and CBSP US Indrces Database O2012

Center for R8search In Secunty Ptrces (CRSP@), The Unrversity of Chrcago Booth

School of Busrnes Used wth permrsson

'8etas are estirEted from monlhly returns in excess 0f the 3Gday U S Treasury brll

lotal retum. January 1gz&-December 2011

*'Hrstorical 
riskless rate measured by the 86-year arithmetrc mean Income relurn

component of 2o-year go\€mment bonds {5 15 p€rcent)

tcalculated rn the context of the CAPM by multiplyrng the equty nsk premrun by

beta The equrty risk premium rs estimated by the arithmetr mean total return of

the S&P 500 l1l 77 percent) mrnus the aathmetic m€an income return component

of 20-year gwernment bonds {5.1 5 percentl from I 92s-201 1

Graph 7-2: Security Market Line Versus Size-Decrle Portfolios of the

NYSE/AMEX/NASDAO

25' Atlthr;tl;i\k- n.rrr. t 
gtt

?ro

Data lom 1926-2011. Silrce Morningsiar and CBSP Calculated (or Denved)

based 0n data lrom C8SP US Stock oaiabase and CBSP US lndrces Database

@2012 Center for Research in Secunty Pnces (CRSP@}, lhe unrcrsity of

Chrcago Booth School of Eustness Used wtth permtssion.

To remove the randomizing effect of the market as a whole,

the returns for decile 1 are geometrically subtracted from

the returns for deciles 2 through 10. The result illustrates

that these series differences exhibit greater serial correla-

tion than the decile series themselves. Table 7-7 above

presents the serial correlations of the excess returns for

deciles 2 through 10. These serial correlations suggest

some predictability of smaller company excess returns.

However, caution is necessary. The serial correlation of

small company excess returns for non-calendar years

(February through January, etc.) do not always confirm

the results shown here for calendar (January through

December) years. The results for the non-calendar years

(not shown in this book) suggest that predicting small

company excess returns may not be easy.

z

4
q

022
0.27

0.25

0.25

6

7

I
q

l0

0.33

0.27

0.34

0.29

0.39

olr ,.
--.-r o ,/

rs 
*-- - G'"))'

.:47^P'
s&P 5oo J'2"

^<-/ttl

Beta 000 025 050 075 100

oala from 192F2011

1.25 150 175
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Comoarable Earninqs Aporoach
Using Non-Utility Companies with

Timeliness of 2 & 3; Safety Rank of 1, 2 & 3; Financial Strength of B, B+, B++ & A;
Price Stabilitv of 100: Betas of .55 to .75: and Technical Rank of 2 & 3

Timeliness Safety Financial Price
Strength StabilityCompany lndustry

Altria Group
AmerisourceBergen
Berkley (W.R.)
Campbell Soup
Capitol Fed. Fin'l
Church & Dwight
Clorox Co.
DaVita lnc.
Dollar General
Erie Indemnity Co.
Haemonetics Corp.
Hershey Co.
Hormel Foods
Kellogg
Kroger Co.
Laboratory Corp.
Marsh & McLennan
People's United Fin'l
Philip Morris Int'l
Quest Diagnostics
Silgan Holdings
Stericycle Inc.
Verisk Analytics
Waste Connections
Weis Markets

Average

Gas Group

Technical
Rank

TOBACCO 2 2 B+ 100 0.55 3
MEDICNON 3 2 B++ 100 0.70 2

f NSPRPTY 2 2 B++ 95 0.70 2

FOODPROC 2 2 B++ 100 0.55 2

THRIFT 3 3 B+ 95 0.65 3
HOUSEPRD 2 'I A 1OO 0.60 3
HOUSEPRD 2 2 B++ 100 0.60 3
MEDSERV 2 3 B+ 95 O.7O 3

RETAIL 2 3 B++ 95 0.60 3

INSPRPTY 3 2 B++ 100 0.75 2

MEDICNON 3 2 B++ 95 0.65 3

FOODPROC 2 2 B++ 100 0.65 2
FOODPROC31A1000.653
FOODPROC31A1000.5s3
GROCERY 3 2 B++ 95 0.60 3

MEDSERV31A1OO0.653
FINSERV33B95O.753
THRIFT 3 3 B+ 95 0.70 3

TOBACCO 3 2 B++ 95 0.75 3

MEDSERV 3 2 B++ 95 0.75 3

PACKAGE 3 3 B+ 95 0.75 3

ENVf RONM 2 2 B++ 95 0.70 3

f NFOSER 2 2 B+ 100 0.60 3

ENVTRONM 3 3 B+ 95 0.70 2
GROCERY31A950.653

2 B++ 97 0.66

Average B++ 100 0.66 3

Source of Information: Value Line Investment Survey for Windows, January 2013

e

?
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Comparable Earninqs Approach
Five -Year Average Historical Earned Returns

for Years 2007-2011 and
Proiected 3-5 Year Returns

Projected
Companv 2007 2008 2009 2010 2011 Average 2015-17

Altria Grouo
AmerisourceBergen
Berkley (W.R.)
Campbell Soup
Capitol Fed. Fin'l
Church & Dwight
Clorox Co.
DaVita lnc.
Dollar General
Erie Indemnity Co.
Haemonetics Corp.
Hershey Co.
Hormel Foods
Kellogg
Kroger Co.
Laboratory Corp.
Marsh & McLennan
People's United Fin'l
Philip Morris Int'l
Quest Diagnostics
Silgan Holdings
Stericycle Inc.
Verisk Analytics
Waste Connections
Weis Markets

Average

49.4o/o 122.0% 89.5olo

15.9o/o 17.3% 18 8%
20.60/o 16.5% 10.2%
59.5% 60.5% 10s.9%
3.7o/o 5.8% 7.Oo/o

15.6% 15.1o/o 15.5o/o

NMF
19.7% 19.2% 19.8o/o

- 3.8% 10.0%
2Q.6o/o 18.0o/o 12.0o/o

11 .4o/o 11.9o/o 12.5Yo

81.3o/o 135.3o/o 69.3%
15.8o/o 14.2% 16.1%
43.7% 79.3% 53.3%
24.0o/o 24.1o/o 23.2o/o

29.4o/o 30.4o/o 25.3o/o

6.9% NMF 9.2o/o

3.4o/o 2.7o/o 2.0o/o

39.1o/o NMF NMF
16.70/o 17.8o/o 18.3o/o

24.60/o 25.1o/o 23.2%
18.0o/o 22.8o/o 21.1%

12.8o/o 8.2% 8.7%
7.1o/o 7.1% 9.1o/o

NMF
21 .60/o

11.4%
91 .1o/o

7.1o/o

15.3%
NMF

22.8%
15.5%
17.8%
12.2o/o

65.1o/o

17.Oo/o

57.8o/o

21 .1o/o

23.7o/o

8.6%
1.60/o

NMF
17.9o/o

26.1o/o

20.4o/o

10.5o/o

9.4o/o

NMF
24.60/o

7.7o/o

77.8o/o

3.3o/o

15.9o/o

NMF
22.5o/o

16.4o/o

21.4o/o

10.7o/o

76.4o/o

17.8o/o

69.9%
30.0%
25.8o/o

16.2o/o

3.8o/o

NMF
19.7%
29.4%
2Q.2o/o

12.1%
10.1%

87.0%
19.6%
13.3o/o

79.0%
5.40/o

15.5o/o

20.8o/"

11.4o/o

18.0o/o

11.7o/o

85.5%
16.2%
60.8%
24.5%
26.9o/o

10.2o/o

2.7%
39"1%
18.1o/o

25.7o/o

20.5o/o

10.5o/o

8.6%

NMF
27.5o/o

12.5o/o

58.0%
4.5o/o

17.0%
NMF

19.0o/o

19.0o/o

24.5o/o

12.Oo/o

52.5o/o

16.0%
33.5o/o

23.5%
20.0o/o

20.0o/o

6.0%
NMF

16.0o/o

20.0o/o

15.0o/o

37.0o/o

13.5o/o

9.0%

Average (excluding values >20%)

27.4o/o 21.60/o

12.4% 133%
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A.
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A.

PREPARED DIRECT TESTIMONY OF
ANTHONY CALDRO

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Anthony Caldro and my business address is 375 North Shore Drive, Suite

600, Pittsburgh, Pennsylvania | 5212.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Peoples Natural Gas Company LLC ("Peoples") in the Rates and

Regulatory Affairs Department. My job title is Rate Consultant. Pursuant to the

affiliated interest agreements between Peoples and Peoples Service Company LLC

("PSC") and between PSC and Peoples TWP LLC ("PTWP"), which were approved by

the Commission in Docket Nos. G-2012-2290014 and G-2012-2291735,I provide Rate

and Regulatory Affairs services for PTWP.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK

EXPERIENCE.

I graduated from The Pennsylvania State University, State College, Pennsylvania, in

1982, with a Bachelor of Science Degree in Mineral Economics. In January 1983, I

began full-time employment with the Federal Energy Regulatory Commission ("FERC")

as an Industry Economist in the Allocation and Rate Design Branch of the Office of

Pipeline and Producer Regulation. Prior to beginning full-time employment, I had

worked at the FERC as a co-op student for two six-month terms. While at the FERC, I

participated as a member of the FERC staff in various proceedings, including base rate

and certifi cate proceedings.

a.

Peoples TWP StatementNo. 7
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a.

In August 1986, I joined Peoples'Pricing and Regulatory Affairs Department. In

my current position, my responsibilities include the preparation and coordination of

Peoples' and PTWP's annual and quarterly $1307(f) filings and other regulatory and

tariff filings before the Pennsylvania Public Utility Commission ("Commissionoo).

HAVE YOU TESTIFIED PREVIOUSLY

PROCEEDING?

IN AI\Y REGULATORY

A. Yes. I have presented testimony on behalf of Peoples in numerous proceedings before

the Commission, including every one of Peoples 1307(f) cases since 1994 and Peoples

base rate cases at Docket Nos. R-2010-2201702 and R-2012-2285985. In addition. I

presented testimony before the West Virginia Public Service Commission on behalf of

Hope Gas, Inc., in Case No.08-1783-G-427. I have also testified before the FERC as a

member of the FERC Staff.

ARE YOU SPONSORING AI\Y FILING REQUIREMENTS OR OTHER

EXHIBITS?

Yes, I am. Attached to this Direct Testimony as Appendix A is a complete list of the

exhibits for which I am the responsible witness.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

I am responsible for developing the value of the Company's rate base. In doing that, I

have prepared Peoples TWP Exhibit No. AC-l, which reflects PTWP's Measures of

Value for the historic test year (HTY), the future test year (FTY) and the fully forecasted

a.

A.

a.

A.

Peoples TWP StatementNo. 7
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A.

future test year (FFFTY), and Peoples TWP Exhibit No. AC-2, which is a workpaper

showing the derivation of the fully forecasted future test year plant in service. I am also

responsible for developing the value of Cash Working Capital. I have also prepared

Peoples TWP Exhibit No. AC-3, which includes the lead-lag study in support of the

Company's cash working capital requirement pursuant to Section 53.53 III. A.l5 of the

Commission's standard fi ling requirements.

WHAT DO YOU MEAN WHEN YOU SAY THAT PEOPLES TWP EXHIBIT NO.

AC-l REFLECTS MEASURES OF VALUE FOR THE FULLY FORECASTED

FUTURE TEST YEAR OR FFFTY?

In complying with the Commission's filing requirements for a general rate case, Peoples

TWP has traditionally filed its base rate cases using a historic test year and future test

year as set forth in section 53.53(b) of the Commission's regulations, 52 Pa. Code $

53.53(b). The use ofa future test year as support for a general rate increase is authorized

by Section 315 of the Public Utility Code, 66Pa. C.S. $ 315. With the enactment of Act

ll of 2012, effective April 12,2012, Section 315 was amended to also permit use of a

"fully projected future test year" in rate cases. The fully projected future test year is

defined as the l2-month period that begins with the first month that the new rates will

be placed into effect, after application of the full suspension period permitted under

Section 1308(d). Based on the filing date of this caseo the fully projected future test year

is the l2-month period beginning February l, 2014 and ending January 3I, 2015.

Peoples TWP has elected to utilize a fully projected future test year in this case, which I

refer to in this testimony as the fullv forecasted future test vear or FFFTY. Consistent

Peoples TWP Statement No. 7
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with this election, I have determined the Company's rate base by projecting the facilities

to be in service durins the FFFTY.

DO YOU HAVE ANY PRELIMINARY MATTERS TO ADDRESS BEFORE

DESCRIBING HOW YOU DEVELOPED THE FFFTY PLANT IN SERVICE?

Yes. During the past several months, the Fixed Assets/Plant Accounting section of the

Peoples Accounting Department has been reviewing Peoples TWP's plant balances,

specifically the low pressure distribution mains, to essentially separate distribution mains

between low and regulated pressures. This project was undertaken in order to provide an

accurate apportionment of distribution mains related investment and operating costs to

rate classes. The results of the project are shown on Peoples TWP Exhibit No. AC-2,

column 7.

PLEASE EXPLAIN HOW THE PEOPLES TWP FULLY FORECASTED

FUTURE TEST YEAR PLANT IN SERVICE WAS DEVELOPED.

The FFFTY plant in service was determined by taking the adjusted plant balance of

9249,430,030 as of the end of the HTY, December 31,2012 and then adding forecasted

plant additions and subtracting forecasted retirements through the end of the FFFTY, or

January 31,2015.

A. WHAT WAS YOUR NEXT STEP IN DETERMINING THE ORIGINAL COST

OF PLAI\T IN SERVICE AS OF JAIIUARY 31. 201,5?
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A.

I determined the total plant additions from Peoples TWP's 2013 Capital Budget and the

amount of Construction Work in Progress ("CWIP") as of December 31, 2012 that will

close to plant in 2013. These two categories of additions to plant are reflected on

Peoples TWP Exhibit No. AC-2, columns 6 and 8.

HOW DID YOU DETERMINE THE AMOUNT OF FORECASTED PLANT

ADDITIONS FROM THE 2013 CAPITAL BUDGET THAT WILL CLOSE TO

PLAI\T IN 2013?

These amounts were determined by applying known closing criteria to the 2013 Capital

Budget. The known closing criteria take into consideration the length of time it generally

takes for the completion and placement into service of construction projects that take

longer than one month to complete. For example, a transmission pipeline replacement

project is estimated to take four months to finish and be placed in service, whereas a

distribution system measurement and regulating station project is estimated to take two

months for completion. These guidelines on closing criteria were supplied by Peoples

TWP Operations Department.

HOW DID YOU DETERMINE THE AMOUNT OF CWIP AS OF DECEMBER

3t,2012 THAT WILL CLOSE TO PLANT IN 2013?

I used the same closing criteria that I applied to the 2013 Capital Budget. Additionally, a

list of projects that were known to be closing in 2013 was provided to me by the Plant

Accounting section of the Accounting Department and I incorporated those closings into

the FFFTY plant-in-service proj ection.
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A.

HOW DID YOU FORECAST PLAI\T RETIREMENTS FOR 2013?

Forecasted retirements were based on two primary drivers: l) an adjusted five-year

historical average of plant retirements, by FERC account, and 2) additional retirements

for General Plant developed and described in the testimony of Peoples TWP Witness

John J. Spanos in Peoples TWP Statement No. 8. Forecasted retirements for 2013 are

shown on Peoples TWP Exhibit No. AC-2, column 9.

WHAT WAS YOUR NEXT STEP IN DETERMINING THE ORIGINAL COST

OF PLAI\T IN SERVICE AS OF JAIIUARY 31. 2015. THE END OF THE

FFFTY?

I added the amount of plant from the 2014 Capital Budget and the amount of CWIP from

the 2013 Capital Budget that is expected to close to plant in 2014. Those amounts are

reflected on Peoples TWP Exhibit No. AC-2, columns 11 and 12. Additionally, I added

the amount of plant from the 2015 Capital Budget and the amount of CWIP from the

2014 Capital Budget that is expected to close to plant in January 2015, which reflects the

end of the FFFTY. Those amounts are reflected on Peoples TWP Exhibit No. AC-2,

column 15.

HOW DID YOU DETERMINE THE AMOUNT OF FORECASTED PLAI\T

ADDITIONS FROM THE 2014 AI\D 2015 CAPITAL BUDGETS AI\D THE

AMOUNT OF CWIP AS OF DECEMBER 31, 2013 AND DECEMBER 31, 2014

THAT WILL CLOSE TO PLANT IN 2014 AND 2015?

a.

A.

a.
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I A. In the same manner as I did for the 2013 Capital Budget, I applied the closing criteria, as

2 supplied by Peoples TWP Operations Department, to the 2014 and 2015 Capital Budgets

3 and the December 31,2013 and December 31, 2014 projected CWIP balance. Under

4 those closing criteria, Peoples TWP construction projects generally do not last longer

5 than four months, after which the project is placed in service and closed to the

6 appropriate plant accounts.

7

8 Q. HAVE YOU INCLUDED ANY PLANT INVBSTMENT AMOUNTS IN YOUR

9 RATE BASE PROJECTION THAT FALL OUTSIDE OF THE FFFTY?

10 A. No.

l1

12 a. How DID YOU FORECAST PLANT RETTREMENTS FOR THE 2014 AND

13 JAI\UARY 2015 PERIOD?

14 A. In the same manner that I forecasted retirements for 2013. Forecasted retirements were

15 based on an adjusted five-year historical average of plant retirements, by FERC account,

16 with additional retirement projections provided by Peoples TWP witness Spanos. Those

17 amounts are reflected on Peoples TWP Exhibit No. AC-2, columns 13 and 16.

18

19 a. PLEASE SUMMARIZ0 PEOPLES TWP'S ORIGINAL COST OF GAS PLAIIT

20 IN SERVICE AS OF JANUARY 31,2015?

2l A. As reflected on Peoples TWP Exhibit No. AC-2, column 17, PTWP's original cost of

22 gas plant in service as of January 3I, 2015 is $299,134,235. This amount is carried

23 forward to page 3, line I of Peoples TWP Exhibit No. AC-l.
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o.

A.

HOW DID THE COMPANY DETERMINE THE ACCRUED DEPRECIATION

AND AMORTIZATION ASSOCIATED WITH GAS PLANT IN SERVICE AS OF

JANUARY 31,2015?

The claim for Accrued Depreciation and Amortization was supplied by Peoples TWP

witness Spanos. As explained in his testimony in this proceeding, the appropriate

measure of accrued depreciation for use as the deduction from the original cost in

determining Peoples TWP's rate base is Peoples TWP's adjusted book depreciation

reserve as of January 31,2015. That amount is $100,949,820 and is shown on Peoples

TWP Exhibit No. AC-l, page3,line 5.

HAS THE COMPANY INCLUDED GAS STORED UNDERGROUND

CURRENT IN RATE BASE?

Yes. The cost of Gas Stored Underground - Current is $9,239,986 for the historic test

year and $10,594,411 for the FFFTY. Gas Stored Underground - Current is the gas that

Peoples TWP injects and withdraws seasonally. This gas is accounted for in Account No.

164.

HOW DID YOU DETERMINE THE COST OF GAS STORED UNDERGROUND

_ CURRENT FOR INCLUSION IN RATE BASE?

To determine the historic test year cost for Gas Stored Underground - Current, I used the

twelve-month average of the monthly balances in Account 164 as of December 31, 2012.

To determine the fully forecasted future test year claim for Gas Stored Undersround -

Peoples TWP Statement No. 7



I Current, I started with the balance of Gas Stored Underground - Current, as of December

2 31,2012 and projected injection and withdrawal activity under the WACOG inventory

3 method for the period January 2013 through January 3I, 2015, with the gas prices at

4 Peoples TWP's projected weighted average purchase rate, to develop FFFTY month end

5 balances ofcurrent eas in storase.

6

7 Q. HAS THE COMPANY INCLUDED MATERIALS AND SUPPLIES IN RATE

8 BASE?

9 A. Yes. The cost of Materials and Supplies is $1,060,445. This amount is based on the

l0 historic test year twelve month averages of the monthly balances in Account 154.

11

12 A. DID YOU INCLUDE PREPAYMENTS IN RATE BASE?

13 A. Yes, I included FFFTY prepayments of $786,810. This amount reflects prepayments

14 primarily for insurance and regulatory fees.

l5

16 a. HAS THE COMPANY TNCLUDED Af{y OFFSETS OR DEDUCTIONS TO

17 WORKING CAPITAL IN ITS RATE BASE CLAIM?

18 A. Yes. Offsets or deductions to working capital include deferred income taxes, customer

19 advances and customer deposits.

20

2l a. How DrD You DETERMINE THE AMOUNT OF DEFERRED INCOME

22 TAXES AS OF JANUARY 31,2015?
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A.

A. Peoples TWP witness James I. Warren describes the derivation of deferred income taxes

in his testimony in this proceeding, and he provided that amount to me to include as a

reduction to the fully forecasted future test vear rate base.

WHAT ARE CUSTOMER ADVANCES. AND HOW DID YOU DETERMINE

THE LEVEL OF CUSTOMER ADVANCES AS OF JAI\UARY 31, 2015?

Customer advances are generally amounts paid by customers in advance of receiving

service from the Company. The level of customer advances, as of January 31, 2015, was

projected on the basis of the l2-month average of actual customer advances balances for

the historic test year ended December 31,2012.

WHAT ARE CUSTOMER DEPOSITS. AND HOW DID YOU DETERMINE THE

LEVEL OF CUSTOMER DEPOSITS AS OF JANUARY 31. 2015?

Customer deposits are amounts paid by customers as security for the payment of bills.

The level of customer deposits, as of January 31,2015, was projected on the basis of the

l2-month average of actual customer deposit balances for the historic test year ended

December 3I,2012.

PLEASE SUMMARIZE PEOPLES TWP'S FFFTY RATE BASE CLAIM.

Peoples TWP's FFFTY year rate base derives from a calculation that consists of four

components: (l) a determination of the original cost of gas plant in service as adjusted;

(2) a determination of the accrued depreciation and amortization associated with that

plant; (3) a determination of the cost of other items of property includable in rate base;

a.

A.

10
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and, (4) appropriate reductions to working capital related to other sources of funds

available to Peoples, such as deferred income taxes, customer advances and customer

deposits. As shown on Peoples TWP Exhibit No. AC-l, page 3, line 19, PTWP's

FFFTY rate base is 5210.137.047.

IS CASH WORKING CAPITAL INCLUDED IN RATE BASE?

Yes.

PLEASE DEFINE CASH WORIilNG CAPITAL AND BRIEFLY DESCRIBE THE

LEAD-LAG METHOD OF DETERMINING CASH WORKING CAPITAL.

Cash Working Capital ("CWC") is the portion of working capital that is needed to

finance the Company's operation during the time period between receipt of payment for

utility service and the disbursements required to render that service. The need for CWC

is a function of the lag between the Company's provision of service to customers and

receipt of payment for that service and the lag between the Company's receipt of goods

and services used to provide service to customers and the time of the Company's

payments for those goods and services.

"Revenue lag" is the time period from the date that customers receive service to

the date that the Company receives payment from customers for service, and is the basis

for determining the annual cash requirement that must be financed by the Company.

Peoples TWP's customers receive service prior to payment for the service. This is a

revenue lag. This cash requirement is offset, in part, to the extent that the Company's

payments for labor, materials & supplies, and other expenses incurred in providing

A.

ll
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A.

service to customers occurs after the time such services are provided by the Company and

received by the customers. These offsets are defined as "expense lag." The Company

generally pays a vendor after goods or seryices have been provided resulting in an

expense lag. Occasionally, the Company pays for goods or services in advance of the

service period creating an "expense lead."

The examination of the timing of these fundamental cash transactions constitutes

the lead-lag method of determining CWC. The net lag days are applied to the expense

components of the cost of service to arrive at the CWC requirement.

PLEASE DESCRIBE THE COMPANY'S CWC CALCULATION AS

PRESENTED ON PEOPLES TWP EXHIBIT NO. AC.3.

The Company prepared a lead-lag study based upon the HTY (twelve months ended

December 31, 2012) actual data. The revenue lag days and expense lagl(lead) days

developed from this data were then utilized to calculate the Company's cash working

capital requirement for the HTY, FTY and FFFTY, with some exceptions as explained

further. Peoples TWP Exhibit No. AC-3, page I contains the FFFTY CWC

requirement. The supporting workpapers begin onpage 2.

PLEASE EXPLAIN HOW THE REVENUE LAG DAYS WERE DETERMINED.

The revenue lag measures the number of days from the date service was rendered by the

Company until the date payment was received from customers and such funds were

available to the Company. In Peoples TWP's study, the revenue lag was divided into three

distinct components: 1) service lag; 2) billing lag; and 3) collections lag. Considered

a.

A.

l2
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A.

together, these three components of retail revenue lag totaled a weighted average of 67 .59

lag days. An explanation of each component of the base revenue lag follows.

WHAT IS MEANT BY SERVICE LAG?

The service lag refers to the period of time from when service is rendered to the time the

customer's meter is read. Using the mid-point methodology, the average service lag

associated with meter reading was 15.21 days (365 days in the year divided by 12 months

divided by 2). Twelve months was appropriate to use for purposes of determining the

service lag because the Company bills its customers monthly.

WHAT IS THE MID-POINT METHODOLOGY?

For purposes of determining the service lead or lag, Peoples TWP's methodology

presumes that the service was provided (or received) evenly over a given period (i.e., a

month). Adding the one-half month to the derivation of the lead or lag is refened to as the

mid-point methodology.

WHAT IS MEAIIT BY BILLING LAG?

Billing lag refers to the average number of days from the date on which the meter was

ready until the date a customer is billed. Based upon Peoples TWP's recent billing history,

the percentage weighted distribution of the mailing of the bills, I determined the billing lag

to be 5.19 days. Additionally, in January of 2014, Peoples TWP will be converting its

billing system to SAP. Peoples cunently uses the SAP billing system. Based on our

experiences with the SAP system, we know that the SAP system processes will reduce the

a.

A.

a.

A.

l3
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2

3

cycle time from reading to billing by 2 days. Accordingly, I have reduced the billing lag

in the FFFTY to 3.19 davs.

WHAT IS MEANT BY COLLECTIONS LAG?

The collections lag refers to the average amount of time from the date when the Company

mailed a bill to the date that the Company received payment from its customers. The

Company calculated collections lag using the days in accounts receivable methodology.

Days in accounts receivable is calculated by dividing revenues by 366 to arrive at an

average daily revenue amount. Next average monthly accounts receivable is calculated by

adding the end of month accounts receivable balances for each month in2012 and dividing

the total by 12. The average accounts receivable balance is then divided by the average

daily revenue to arrive at days in accounts receivable. Based on this approach, the average

collection lag at the Company was determined to be 49.19 days.

PLEASE SUMMARIZE THE CALCULATION OF REVENUE LAG DAYS.

The calculation of the overall revenue lag, by lag component is summarized in the

followine table:

4

5

6

7

8

9

10

ll

l2

13

t4

l5

l6

17

a.

A.

a.

A.

Billing Lag

Total Lag Days

18

t4
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A.

HOW WERE THE EXPENSE LAG DAYS FOR GAS PURCHASES

DETERMINED?

The Company purchases gas from various producers, some of which feeds directly into

the Peoples TWP system and some of which must be transported through interstate

pipeline companies. For each service month, the number of days from the midpoint of

service to the payment date for gas received was determined from Peoples TWP's

accounts payable system. The gas purchase expense lag days are calculated by dividing

the annual weighted dollar lag days by the annual amount paid to the suppliers and

pipelines. The costs for all the suppliers and pipelines were totaled and averaged to

establish an overall weighted average of 37.56 lag days for gas purchased. Twelve

months of purchases were considered in developing the purchase expense lag.

PLEASE EXPLAIN HOW THE EXPENSE LAG WAS DETERMINED FOR

PAYROLL COSTS.

The Company's payroll records were analyzed to measure the number of lead days

between the Company's receipt of services from its employees and the payment for those

services. Payroll lead days were calculated by: a) calculating the unweighted (or

nominal) lead time by pay day and pay-cycle including a mid-point of the pay period as

indicative of a service lead time and weighting the resulting lead days by the amounts

paid out by the Company to cover its payroll obligations. The resulting total on a dollar-

weighted basis was 23.73 days.

a. WHAT TypE OF LEADS ASSOCIATED WITH THE COMPA|IY'S EMPLOYEE

BENEFIT PROGRAMS WERE CONSIDERED IN THE ANALYSIS?

a.

15
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A. The estimated lead times associated with the following major categories of the

Company's employee benefit programs were considered: a) pensions; and b) employee

benefits including group life, group health, and other employee welfare programs. Taken

together, these programs had a dollar-weighted lead time of 22.07 days.

DID THE COMPANY MAKE CONTRIBUTIONS TO THE DEFINED BENEFIT

PENSION FUND DURING THE HTY?

Yes. The Company made quarterly contributions to the pension fund for its unionized

employees. The contributions were typically made around the l5th day of the month

following the end of a quarter. These quarterly payments were reflected in the

calculation of the weighted lead time of 22.07 days for Employee Benefits.

HOW WAS THE EXPENSE LEAD TIME ASSOCIATED WITH THE

COMPANY'S OTHER BENEFIT PROGRAMS DETERMINED?

The Company is billed monthly by each of its benefit providers. The bill may consist of

service costs and/or administrative fees. The invoices are typically paid within one week

following the receipt of the invoice. Funds for 40lK accounts are sent the day following

pay day.

WHAT IS INCLUDED IN OTHER OPERATION AND MAINTENANCE

("o&M") EXPENSE AND HOW WAS THE 49.27 DAy EXPENSE LAG

DETERMINED?

Payments to a wide variety of vendors for all O&M costs, other than those already

mentioned (payroll, benefits, purchased gas) are included in the expense lag. These

a.

A.

a.

A.

a.

A.

t6
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A.

include items such as outside services, office supplies, and employee expenses.

Payments are made through the accounts payable system. Since Peoples TWP and

Peoples use the same accounts payable system, I used the same sampling process that

was used in Peoples' 2012 base rate case. From the accounts payable system, 200

invoices were randomly chosen. Each invoice was reviewed to determine the service

period of the O&M expense. The payment date is readily available as part of the

accounts payable system. The lag days between the payment date and the midpoint of the

service period were calculated. The lag days were dollar-weighted to arrive at an overall

dollar-weighted expense lag.

PLEASE EXPLAIN HOW THE EXPENSE LAG ASSOCIATED WITH THE

SERVICE COMPANY WAS DETERMINED.

The service agreement between Peoples TWP and PSC provides that payment for

services will be due on the 25th day of each month following the service period. In the

instance where the 25th falls on a weekend or holiday, the payment date was assumed to

be the last business day prior to the 25h day of the month. Lag days were calculated by

an average of the midpoint of the service period to pay date, resulting in 39.25 days.

HOW DID YOU DEVELOP THE EXPENSE (LEAD) AI\D LAG DAYS FOR

TAXES OTHER THAII INCOME TAXES?

The following general taxes and similar assessments were considered in the study: a)

property taxes; b) Public Utility Realty taxes; c) Sales and Use taxes, and d) other

miscellaneous taxes and fees. When dollar-weighted using fiscal year 2012 actual

t7
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I payments, the weighted expense lead time for all categories of these general taxes was

2 determined to be 2.96 days. This weighted lead time was then used in computing the

3 cash working capital requirement associated with taxes other than income taxes.

4

s Q. HOW DID YOU DEVELOP THE EXPENSE LAG DAYS FOR TNCOME TAXES?

6 A. For Federal and State income taxes, the statutory payment schedules relative to each tax

7 were utilized to arrive at 36.50 and 54.68 lag days, respectively.

8

9 Q. HOW WERE THE LAG DAYS ASSOCIATED WITH INTEREST ON DEBT

10 CALCULATED?

1 1 A. Using actual due dates and amounts of interest payments, a dollar-weighted lead of 17 .12

12 days for interest payments was determined. Short term debt was assigned expense lag

13 days based on the monthly payments of the Company's notes to arrive at an average of

14 15.21 days (365 days / 12 payments / 2 midpoints).

l5

16 A. DOES THIS COMPLETE YOUR PREPARED DIRECT TESTIMONY?

17 A. Yes, it does. I reserve the right to submit additional testimony as issues arise during the

18 course ofthe proceeding. Thank you.

l8
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II
III A
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III B
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VII
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s3.s2(c)(l)
53.53.t.4.2
53.53.r.4.12
53.53.I.A.13
53.53.I.A.14
53.53.r.A.15
53.53.I.A.16
53.53.I.A.18
53.53.II.A.21
53.53.II.C.1
53.53.III.A.14
53.53.III.A.15
53.53.III.E.25
53.53.III.E.31
53.53.IV.8.11
Exhibit VI.I.RR.15
Exhibit VI.I.RR.l8
Exhibit vI.II.RR.36
Exhibit VI.II.RR.45

Appendix A
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Peoples TWP Exhibit No. AC-l
Peoples TWP Exhibit No. AC-2
Peoples TWP Exhibit No. AC-3
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Line

No.

Peoples TWP Exhibit No. AC-1

Page 1 of3

Peoples TWP tLC

Attachment 1: 53.53 1.A.2

Measures of Value & Rate of Return

Twelve Months Ended December 31, 2012

Description
Account

No. Reference Original Cost

I
2

3

Working Capital

9 Gas Stored Underground - Current

10 Materials and Supplies

11 Prepayments

t2 Cash Working Capital Requirements

13 Subtotal

Less:

t4 Unamortized lnvestment Tax Credit

15 Deferred lncome Taxes

15 CustomerAdvances

t7 Customer Deposits

18 Total Working Capital

19 Total Measures of Value

20 Return on Books (5)

2l Return on Books (%)

22 Pro Forma at Present Rates - HTY (S)

23 Pro Forma at Present Rates - HTY (%)

Gas Plant

Gas Plant in Service

Gas Plant Construction in Progress

Total Gas Plant as Adjusted

Adjusted Book Depreciation, Depletion, and

Amortization Reserves

Gas Plant in Service

Total Adjusted Book Reserve

Net Gas Plant Adjusted

Gas Stored Underground - Noncurrent

Subtotal

s3.s2(c)(3) 5 249,430,030

53.52(cX3) 5 8,7!6,107

5 2s8,r46,737

53.53 f.A.6 S 87,84L,992

5 87,841,992

rt7 53.53 t.A.1s

170,304,745

5 170,304,145

101

107

s

s

6

7

53.53 il.C.1

53.53 t.A.15

53.53 ilt.A.15

s

q

53,s31il.A.16 s

s

5

g,23g,gg6

1,060,445

786,810

6,910,313

5

5

$

s

L7,997,553

3,227,896

283,739

12,389

74,473,529

s 184,777,674

s 10,103,570

5.47%

$ 12,263,649

6.64%



Line

No.

Peoples TWP Exhibit No. AC-1

Page 2 of 3

Peoples TWP LLC

Attachment 2: 53.53 1.A.2

Measures of Value & Rate of Return

Twelve Months Ending December 3L,2013

Description
Account

No. Reference Original Cost

Gas Plant

1 Gas Plant in Service

2 Gas Plant Construction in Progress

3 Total Gas Plant asAdjusted

Adjusted Book Depreciation, Depletion, and
Amortization Reserves

4 Gas Plant in Service

5 Total Adjusted Book Reserve

6 Net Gas Plant Adjusted

7 Gas Stored Underground - Noncurrent

s3.s2(c)(3) 5 282,706,t2s

s3.s2(cX3) S 2,673,9t3

S 2g5,3go,o3g

53.53 t.A.6 5 94,156,065

s 94,156,065

5 L9t,223,973
s3.53 rA.15 S

5 19r,223,973

101

r07

tt7

s

s

5

s

9

10

1,L

12

13

Subtotal

Working Capital

Gas Stored Underground - Current

Materials and Supplies

Prepayments

Cash Working Capital Requirements

Subtotal

Less:

t4 Unamortized lnvestment Tax Credit

15 Deferred Income Taxes 282
16 Customer Advances

t7 Customer Deposits

18 Total Working Capital

19 Total Measures of Value

20 Return Proforma HTY (S)

2l Return Proforma HTY (%)

22 Pro Forma at Present Rates (5)

23 Pro Forma at Present Rates (%)

53.53 lt.C.1

53.53 t.A.15

53.53 ilt.A.15

53.531il.A.16

g,og1,o2g

1,060,445

786,810

6,977,929

5 16,906,2L3

s

s 4,028,127

s 283,739

5 12,389

5 12,581,958

s 203,805,931

5 12,263,649

6.02%

s 6,640,815

3.26%
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Peoples TWP LLC

Attachment 2: 5i53 1.A.2

Measures of Value & Rate of Return

Twelve Months Ehding January 31, 2015

Line

No. Description
Account

No. Reference Original Cost

I

2

3

o

7

Working Capital

9 Gas Stored Underground - Current

10 Materials and Supplies

11 Prepayments

t2 Cash Working Capital Requirements

13 Subtotal

Less:

74 Unamortized Investment Tax Credit

15 Deferred Income Taxes

16 Customer Advances

L7 Customer Deposits

18 Total Working Capital

19 Total Measures of Value

20 Return on Books (S)

27 Return on Books (%)

22 Pro Forma at Present Rates (5)

23 Pro Forma at Present Rates (%)

24 Pro Forma at Proposed Rates (S)

25 Pro Forma at Proposed Rates (%)

Gas Plant

Gas Plant in Service

Gas Plant Construction in Progress

Total Gas Plant as Adjusted

Adjusted Book Depreciation, Depletion, and

Amortization Reserves

Gas Plant in Service

Total Adjusted Book Reserve

Net Gas Plant Adjusted

Gas Stored Underground - Noncurrent

Subtotal

s3.s2(c)(3) S 299,134,235

s3.s2(cX3)

5 299,L34,23s

53.53 t.A.6 5 100,949,820

5 100,949,820

101

to7

4

5

ttl 53.53 tA.15

53.53 il.C.1

53.53 t.A.15

53.53 ilt.A.15

198,18441s

)
5

s

s

198,184,415

10,594,411

7,060,445

786,810

6,556,491

18,998,157

6,749,397

283,739

r.2,389

LL,952,632

5 zLo,Lg7,o47

S 5,640,816

3.L6%

5,367,094

2.55%

16,747,923

7.97%

(
s

5

$

s3.s3 ilr.A.16 5

s
s
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Peoples TWP LIC

Cash Working Capital lead-lag Study
Calculatlon of Service Company Expense (tead) and l-ag

Period Covered
From To

Mid-Point
of Period

(tead)/Lae
Days

(p-c)
(tr,

39.00
37.00
40.00
39.50
40.00
39.50
39.00
40.00
39.50
38.00
39.50
40.00

Date
Paid

(A) (B)

Service Company

tltlzot2 t/3t/2o!2
2/t/2oL2 2/2e/2O!2
3/t/2O12 3/37/2072
4/t/2O72 4/30/2012
s/t/2o!2 5/3L/2Or2
6/t/2ot2 6/3o/2ot2
7/t/2OL2 7/3t/2ot2
8/r/2ot2 8l3t/2o!2
s/t/2or2 s/3o/2o12
tohlzotz to/3t/2o12
tuLlzolz t7/3o/2o!2
t2/t/2o72 t2/31/2O72

(D)(c)

t/t6/2012
2ltsl2o!2
3/16/2Or2
4/t5/2Or2
s/16/2ot2
5/!sl2O72
7/t6l2jt2
8/76/2012
sltsl2ot2
10/76/2072
r!/!s/2o!2
7217612072

2/24/2012
3/23/2012
4/25/2O!2
s/25/2072
6/2s/2Ot2
7/2s/2O12
8/24/2012
s/25/2Ot2
10/2slZOt2
lt/23120!2
t2/2s/2072
t/25/2Ot3

Total Service Company (tead) / lag Days
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Peoples TWP LLC

Cash Working Capital Lead-Lag Study
Calculation of Other O&M Expense Lag

Dollar Weighted
Amounts Paid Lead Days by Days

Accounts Payable Sampling S 260,160 49.27 $ L2,877,022

Refer to the response to Exhibit Vl.l.RR.18 for the accounts payable workpapers.
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Peoples TWP [C
Cash Working Capital [ead-[ag Study

Calculation of lncome Tax Expense (lead) / Lag

Period Covered

From To

Mid-Point
of Period

Date
Paid

(Lead)/Lae
Days Amount of
(D-C) Expense
(E) (F)

Dollar Weighted
Days
(E*F)

(G)(A) (B)

Federal Income Tax

t/t/2077 r2/31/21t!
tlllzott t2/31/2o71
7/t/21t7 72/31/21tt
t/7/2o77 t2l3tlzjtt

State lncome Tax

7h/2071 72/3t/297t
7/tl2jt7 t2/3!/2O71
tltl2ot7 t2/37/2}t!
tltlzolt !2/31/2071
tltlzott !2/3t/2o71

(D)(c)

7/2/21rt
712/2}tt
7/2/z1t7
7/2/2071

712/2077
7/2/2017
7/2/2017
7/2/2ott
7/2/2Ot!

4/75/2077
6/7slzctt
s/lslzot!
72/ts/2O7t

3/75/z'tt
6/t5l2orr
e/75/2OtL
!2/r5l2o!r
4/7s/2ot2

(78.00)

{17.00)
75.00

156.00

(10s.00)
(17.00)

75.00
166.@
288.00

25.Oe/"
25.QV/o

25.OO%

25.OO%

{1e.so)
(4.251

18.75
41.50

22.5e/"
22.5e/"
2250%
22.5e/"
to.oe/"

(24.s3)

{3.83)
16.88
37.35
28.80
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