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I. HISTORY OF THE PROCEEDING

On February 26, 2014, Columbia Gas of Pennsylvania, Inc. (Respondent or Columbia), filed Supplement No. 210 to Tariff Gas PA. P.U.C. No. 9 with the Public Utility Commission (“Commission”) to become effective April 28, 2014, containing a proposed Pilot Rider New Area Service (“Pilot Rider NAS”).  Columbia states that this Rider will provide an alternative approach to requiring potential new residential customers to pay a large up front deposit in order for Columbia to extend its facilities to provide natural gas service.    

The Commission’s Bureau of Investigation and Enforcement (“BI&E”) filed a Notice of Appearance.  A formal complaint was filed by the Office of Consumer Advocate (“OCA”) at Docket No. C-2014-2410197 and by the Office of Small Business Advocate (“OSBA”) at Docket No. C-2014-2415136.  A petition to intervene was filed by Columbia Industrial Intervenors (“CII”) on March 21, 2014.[footnoteRef:1]   [1:  Members of the CII include the following:  Glen-Gery Corporation, Harley-Davidson Motor Company, Inc. and Knouse Foods Cooperative, Inc.] 


Pursuant to 66 Pa.C.S. § 1308(b), the filing was suspended by operation of law on April 28, 2014, until October 28, 2014, unless permitted by Commission Order to become effective at an earlier date.
     
            A prehearing conference was held on Friday, May 9, 2014.  A Prehearing Order was issued May 23, 2014, which, inter alia, established the litigation schedule agreed upon by the parties who participated at the prehearing conference.  No public input hearings were scheduled and no such hearings were requested by any party.

		A technical evidentiary hearing was held on July 9, 2014.  Main briefs were filed following the hearing by Columbia, BI&E, OCA and OSBA.  Reply briefs were filed by Columbia, BI&E and OCA.  On August 20, 2014, an Interim Order was issued admitting
Columbia’s response to the OCA’s on-the-record data request made at the hearing on July 9, 2014.  The on-the-record data request was attached to the Interim Order as Appendix “A” and made a part thereof.  The Interim Order also closed the hearing record.     

II. DESCRIPTION

A.	Columbia’s Proposed Supplement 210 Pilot 	Rider New Area Service (NAS) 

Columbia is proposing Pilot Rider NAS, a 4-year pilot program, as an alternative payment option for customers requesting distribution line extensions in areas that currently do not have Columbia gas distribution facilities.  (Columbia Statement No. 1, pp. 2-3).  The Company originally proposed Pilot Rider NAS in its 2012 base rate proceeding at Docket No. R-2012-2321748.  As part of the settlement in that proceeding, the parties agreed “to enter into an informal collaborative . . . to attempt to develop a program to extend service to new areas.”  Pa. Pub. Util. Comm’n v. Columbia Gas of Pennsylvania, Inc., Docket Nos. R-2012-2321748, et al., p. 14 (Apr. 24, 2013) (Recommended Decision), adopted (Order Entered May 23, 2013).  Pursuant to the settlement, the collaborative was held.  After that collaborative, Columbia filed the instant proposal.  Columbia M.B., p. 4.

Columbia’s current procedure for extending facilities to new applicants begins with an economic analysis that determines whether the full investment cost of the line extension is cost-justified by the projected revenues.  (Columbia Statement No. 1, p. 2).  If the project is not cost-justified, the applicant or applicants must pay an up front deposit to receive the distribution line extension.  (Columbia Statement No. 1, p. 2).  According to Columbia, the amount of the up front deposit equals the present value amount of investment to extend the facilities that are in excess of the projected future revenues from the new applicant(s) over the next 40 years.  (Columbia Statement No. 1, p. 5).  This economic analysis and determination of the deposit due remains unchanged under Pilot Rider NAS.  (Columbia Statement No. 1, p. 5).  Since the lump-sum up front deposit can often be meaningful, Columbia believes the deposit required can hinder the expansion of natural gas service to unserved and underserved portions of Columbia’s service area.  (Columbia Statement No. 1, p. 3); Columbia M.B., pp. 4-5.
Columbia explains that Pilot Rider NAS aims to expand natural gas service to those areas by serving as an additional option for customers to pay the deposit for the uneconomic portion of a line extension.  Specifically, Supplement No. 210 allows all or a portion of the deposit to be paid through a monthly surcharge over a 20-year period.  (Columbia Statement No. 1, pp. 2-3).  In order to maintain a simple pilot program and control costs, only a 20-year payment term is permitted in calculating the proposed Pilot Rider NAS surcharge amount.  (Columbia Statement No. 1, p. 6; Columbia Statement No. 1-R, p. 14).  However, the Pilot Rider NAS provides that a customer may pay off the principal balance at any time.  (Columbia Statement No. 1-R, p. 14).  The monthly surcharge includes the carrying costs for the 20-year term and contains a principal amount and an interest amount.  (Columbia Statement No. 1, pp. 5-6); Columbia M.B., p. 5. 

Under Pilot Rider NAS, the amount of the surcharge per meter may not exceed $35.00 per month.  (Columbia Statement No. 1, p. 11).  If the amount of the uneconomic portion of the line extension exceeds the principal amount that can be recovered through the Pilot Rider NAS surcharge, the applicant will be required to pay the difference through an up front deposit.  (Columbia Statement No. 1, p. 11).  When a project involves more than one meter, the payment amount will be applied to all of the meters involved over the 20-year term.  (Columbia Statement No. 1, p. 5).[footnoteRef:2]  Also, the monthly surcharge will remain the same for 20 years or until the customer pays off the remaining balance, whichever comes first.  (Columbia Statement No. 1, p. 6).  Pilot Rider NAS would give an applicant the option to pay a fixed amount up to $35.00 per month per meter for up to 20 years rather than having to pay the full deposit up front to receive the line extension.  Columbia M.B., pp. 5-6. [2:  In the case of a project involving multiple residences, the amount of the uneconomic portion that can be recovered through Pilot Rider NAS will increase, as the $35.00 per month cap will apply to each applicant.
] 


If more customers are added to the new Pilot Rider NAS line extensions, they would be charged the same surcharge.  (Columbia Statement No. 1, p. 8).[footnoteRef:3]  Although after the project is completed the surcharge amount would remain the same, the principal amount would be collected over a shorter timeframe than initially projected because more customers would be paying down the balance than anticipated.  (Columbia Statement No. 1, p. 8).  Furthermore, it is proposed that all customers included in a particular Pilot Rider NAS project will receive the surcharge on their bill; however, they do have the option to pay the balance in full with their first bill from Columbia or anytime thereafter.  (Columbia Statement No. 1, p. 8); Columbia M.B., p. 6.   [3:  In the event a commercial or industrial customer connects to the Pilot Rider NAS line extension, they would not be eligible for the Pilot Rider NAS surcharge.  (Columbia Statement No. 1, p. 4).  However, the Pilot Rider NAS customers associated with that project would receive a credit against their Pilot Rider NAS balance for new revenues.  (Columbia Statement No. 1, pp. 4, 8).] 


The customer’s obligation to pay the monthly surcharge begins when the meter is set (Columbia Exhibit EAE-4).  Further, the obligation remains with the meter.  (Columbia Statement No. 1, p. 7).  Therefore, in the event of a change in customer, the new customer is responsible for the monthly tariffed surcharge or may pay off the remaining balance after receiving the surcharge on the bill.  (Columbia Statement No. 1, pp. 7-8).  If that new customer does not want to pay the surcharge or the balance remaining, Columbia will simply not initiate service, and the new customer will have to seek alternative service.  (Columbia Statement No. 1, p. 7).  Columbia believes these provisions increase the likelihood that Columbia will collect the monthly surcharge amounts over the 20-year term.  (Columbia Statement No. 1, p. 7).  However, in the event of nonpayment of the Pilot Rider NAS charge, Columbia will not disconnect natural gas service.  (Columbia Statement No. 1, p. 7).  Instead, Columbia will use its standard collection practices.  (Columbia Statement No. 1, p. 7); Columbia M.B., pp. 6-7.  

For ratemaking purposes, when a customer chooses Pilot Rider NAS to pay for the deposit, the full cost of the line extension funded by Pilot Rider NAS initially would be placed in Columbia’s rate base.  (Columbia Statement No. 1, p. 5).  The surcharge includes a principal amount and an interest amount.  As the monthly surcharges are received, the principal amounts will be applied as a customer advance to reduce the rate base.  (Columbia Statement No. 1, p. 5).  The interest amount will be credited to the Company’s cost of service to compensate all of the existing customers for the carrying costs.  (Columbia Statement No. 1, pp. 5-6).  The interest rate used in calculating the monthly surcharge is set at Columbia’s weighted average cost of capital in its most recent base rate proceeding.[footnoteRef:4]  (Columbia Statement No. 1, p. 6).  Doing so will compensate existing customers for the carrying costs of the Pilot Rider NAS line extensions in rate base, thereby avoiding cost shifting from an inadequate interest rate.  (Columbia Statement No. 1-R, p. 5).  If a Pilot Rider NAS project has an unpaid balance at the end of the 20-year period, that amount remains in Columbia’s rate base.  (Columbia Statement No. 1, p. 9);[footnoteRef:5] Columbia M.B., p. 7. [4:  Columbia currently has a base rate proceeding requesting a rate increase before the Commission at Docket No. R‑2014-2406274.  I am the presiding officer in that case as well.  On April 23, 2014, the Commission issued an Order suspending Columbia’s Supplement No. 211 until December 20, 2014, unless otherwise directed by Order of the Commission.  A hearing was held on August 4, 2014.  Columbia advised me on August 6, 2014 that a settlement has been achieved and that the settlement parties intend to file a joint petition for settlement by September 5, 2014.  
]  [5:  The only reason for an unpaid balance would be nonpayment during the 20-year term, such as if the meter were inactive for a period of time or the customer defaults on the payments.  (Columbia Statement No. 1, p. 9).
] 


As proposed by Columbia, the Pilot Rider NAS program would be available to all residential customers and bona fide developers of residential properties in its service territory that seek natural gas service.  (Columbia Statement No. 1, p. 4).  Certain qualifications exist for a developer of residential properties to be considered a “bona fide developer” under the Pilot Rider NAS program.  (Columbia Statement No. 1, p. 4).  The developer must be building in an area where Columbia currently does not provide service and it must be building or developing a large aggregation of residential entities that ask to obtain natural gas service.  (Columbia Statement No. 1, p. 4).  Columbia will consider the following regarding developers requesting Pilot Rider NAS:  (1) the number of potential customers; (2) the density of the area seeking service; (3) the potential usage; and (4) the cost of extending or expanding service.  (Columbia Statement No. 1, p. 4).  Commercial buildings, however, would be excluded from the program.  (Columbia Statement No. 1, p. 4);[footnoteRef:6] Columbia M.B., pp. 7-8. [6:  Columbia witness Erich A. Evans has explained what would happen if a project is a combination of residential and commercial buildings.  (Columbia Statement No. 1, p. 4).  Specifically, “The commercial buildings would be excluded.  In this situation, if a deposit is due for the project the deposit would be split between the residential homes and the commercial buildings.  The residential homes would be able to use Pilot Rider NAS, and the commercial buildings would need to pay their share of the deposit up front.”  (Columbia Statement No. 1, p. 4).] 


Finally, for each calendar year of the pilot, Columbia is setting a maximum of $1 million of excess amounts that can qualify for Pilot Rider NAS.  (Columbia Statement No. 1, p. 10).  According to Columbia, this enables the Company to balance the extension of new facilities with its other obligations, such as providing safe and reliable service and continuing its main replacement program as scheduled.  (Columbia Statement No. 1, p. 10).  The limit of $1 million was determined by reviewing customer deposits for the last five years.  (Columbia Statement No. 1, pp. 10-11).  Each year, the sum of those deposits averaged approximately $300,000.  (Columbia Statement No. 1, p. 11).  Columbia opines that, if the future Pilot Rider NAS line extensions are similar to Columbia’s other line extension projects for the past five years, Columbia will have more than three times the number of line extension projects compared to each of the past five years.  (Columbia Statement No. 1, p. 11); Columbia M.B., p. 8.		 

B.	Office Of Consumer Advocate’s Proposed Modifications To Supplement 210 Pilot Rider 	NAS

OCA witness Glenn Watkins evaluated Columbia’s proposed Pilot Rider NAS.  After evaluating Pilot Rider NAS, Mr. Watkins concluded:
[T]he Company’s proposal will provide some benefit to potential new customers and will likely result in a small amount of mains extensions that would otherwise not occur absent the financing provisions within the NAS rider.  However, I am concerned that if approved as proposed by Columbia, this rider will have only a very small marginal impact on making natural gas more available to energy consumers within the Company’s service area.  

(OCA Statement No. 1, p. 15); OCA M.B., p. 6.  Recognizing that Pilot Rider NAS is a pilot program, Mr. Watkins made several modifications to Columbia’s proposal to improve the success of the pilot program thereby making natural gas service more available to potential residential consumers within Columbia’s service area.  Mr. Watkins’ major recommendations to improve the success of the Pilot Rider NAS program are as follows:
(1) For NAS projects, the Company’s Discounted Cash Flow (DCF) model should use as inputs its most recent Commission-approved capital structure, wherein the cost of debt will reflect the weighted cost of long-term and short-term debt, and the cost of equity within the model will also use the weighted cost of long-term and short-term debt such that the discount rate will equal the Company’s weighted cost of debt (note:  the model will continue to reflect an equity return except that instead of utilizing the Commission’s approved return on equity, the DCF model will utilize the Company’s cost of debt as a surrogate for equity return). 

(2) For any NAS project, the projected capital costs of all service lines, meters, and regulating equipment should be excluded from the DCF model.

(3) An NAS applicant should not pay for any costs of the meter or the Company’s service line from the main to the applicant’s property line.  In the Company’s eastern service area, Columbia will also provide up to 50ꞌ of service line on the applicant’s property at no charge to the applicant per Tariff Rule No. 8.

(4) For purposes of calculating an applicant’s surcharge amount under the NAS pilot, the annual interest rate shall be 3.00%.

(5) The following items should be required to be reported annually by Columbia to the Commission, I&E and OCA during the period of the pilot program:

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

(b) total distance of NAS main installed;

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

(d)	NAS revenues received by principal and interest;

(e) annual NAS participant average use per customer (by residential and commercial sectors if applicable);

(f) average NAS participant investment cost per customer (by residential and commercial sectors if applicable); 

(g)	the number of customers along NAS extensions who have not yet connected and, to the extent available, why;

(h)	direct program expenses;

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

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

(6) Rider NAS should not be available to applicants in areas where mains of another natural gas company are already available for the applicants to take service.

(7) Rider NAS should not be available to developers but should be applicable only to homeowners.	

(8) Applicants should have the option of the following surcharge (financing) mechanisms:

(a) A 20-year term, capped at $35.00 per month, wherein the applicant shall pay up front any excess above the amount that will be collected through the surcharge; or

(b) A 10-year term, with no payment cap, with a maximum amount of $8,000 permitted to be recovered through the surcharge.

(9) The Company should commit $2 million annual funding for the NAS pilot.

(OCA Statement No. 1, pp 17-19).  Mr. Watkins testified that “with these modifications, there should be much more acceptance and participation in the NAS program, thereby making natural gas more available to energy consumers within Columbia’s service area.”  (OCA Statement No. 1, pp. 17-19).  The OCA submits that Pilot Rider NAS should be modified to include these recommendations.  OCA M.B., pp. 6-8.


1.	Lowering Interest Rate to 3% for Customer’s Contribution Financed

In Columbia’s evaluation of gas extension projects, to the extent that the present value of cash inflows does not cover the present value of cash outflows, this portion of the extension project is deemed uneconomical and the applicant is required to pay the uneconomic portion.  (OCA Statement No. 1, p. 12).  This is also known as a Customer Contribution in Aid of Construction (CIAC).  OCA M.B., p 13.  As proposed by Columbia, a Pilot Rider NAS applicant’s up front customer contribution will be paid over a period of up to 20 years at an interest rate at the Company’s cost of capital, which is currently set at 7.91%.[footnoteRef:7]  (See I&E Statement No. 1-R, p.18); OCA M.B., p. 13; OCA R.B., p. 4.  The OCA proposes that the Pilot Rider NAS interest rate should be reduced to 3% to reflect the low interest rates (which are tax deductible) currently available to consumers through such things as home equity loans or home equity lines of credit.  (OCA Statement No. 1, p. 18); OCA M.B., p. 14; OCA R.B., pp. 4-5.   [7:  According to Columbia’s Pilot Rider NAS, the surcharge will include “interest equal to the fixed cost of capital as approved in the Company’s most recent rate case at the time the meter is set.”  See Columbia Exh. EAE-4 at Third Rev. Pg. No. 175.  Columbia proposes that this interest will serve as a credit to the cost of service to compensate all other customers for the carrying costs of financing the CIAC over twenty years.  (Columbia Statement No. 1, pp. 5‑6); OCA M.B., 13.  ] 


As currently structured, the OCA contends that the Pilot Rider NAS is not an attractive financing option for most residential homeowners and will not provide the assistance needed to make gas extensions more available to residential consumers in Columbia’s service territory.  OCA R.B., p. 5.  OCA witness Watkins testified that,
Current market interest rates are such that home equity loans are in the range of 3.5% to 4.5%, which are also generally tax deductible for income tax purposes, such that the effective interest rate to homeowners is considerably low.  Given that many, if not most, homeowners could finance the up front contribution with a home equity loan with an effective interest rate of somewhere around 3%, it would make little sense to finance the same amount at approximately 8% (which is not deductible for income tax purposes).  As such, I believe it is fair to say that most homeowners are savvy enough to recognize the exceptionally high interest rate proposed by Columbia and this in and of itself, will result in limited participation and success.  

(OCA Statement No. 1, pp. 15-16).  According to the OCA, at Columbia’s proposed interest rate of nearly 8%, Pilot Rider NAS customers with the maximum surcharge of $35.00 per month would pay more in interest than principal over the 20-year term of the financing agreement ($4,215 in interest and $4,184 in principal).[footnoteRef:8]  (OCA Statement No. 1, pp. 15-16); OCA M.B., p. 14.   [8:  According to the OCA, applicants will be able to finance no more than $4,184 over twenty years through the Pilot Rider NAS, and therefore, only relatively small extension projects would qualify for the pilot program.  OCA M.B., p. 14.  ] 


According to OCA witness Watkins, the OCA’s proposed modifications to the Pilot Rider NAS will not result in subsidization of extensions by existing ratepayers.  Specifically, Mr. Watkins testified as follows:
While I agree that my proposed modifications to the Company’s NAS rider could have an immaterial increased impact in existing customers’ distribution rates in the near term, it cannot be said that existing customers will be “subsidizing” these new mains expansions.  This is because a subsidy only exists when a ratepayer is charged more than his/her stand alone cost of providing natural gas service.  Indeed, all customers receive substantial benefits by being part of Columbia’s distribution system.  Therefore, while customers are clearly better off by being part of a system that averages Columbia’s total cost, it cannot be said that they would be asked to subsidize other customers who join the system and share in the averaging of the Company’s total cost.  

(OCA Statement No. 1-SR, pp. 5-6). 

Of additional concern to the OCA, Columbia does not intend to provide Pilot Rider NAS applicants with notice of the interest rate used to calculate the surcharge.  When questioned about the information that the Company intended to provide Pilot Rider NAS applicants, Columbia witness Erich A. Evans testified that the only information Columbia intends to provide is the up front amount due, if any, and the monthly Pilot Rider NAS surcharge amount.  (Tr. 15).  The OCA submits that the Company should be required to provide to Rider NAS applicants in writing the amount of up front payment due, the amount of the Pilot Rider NAS monthly surcharge, the term of the surcharge (20 years) and the interest rate used to calculate the surcharge amount so that applicants can make informed decisions.  According to the OCA, such information is crucial for Pilot Rider NAS applicants to make a meaningful and informed decision regarding whether the use of Rider NAS is right for their situations and circumstances.  OCA M.B., p. 16.

Lastly, with respect to the OCA’s proposed modification to the interest rate, the OCA contends that comparisons of its proposed 3% rate here to the interest level the Commission recently approved in the UGI Growth Extension Tariff (“UGI GET Gas”) program is inappropriate because the two programs (Pilot Rider NAS and UGI GET Gas) are completely different.  

	2.         Economic Model

a.        Cost of Debt as Surrogate for Return on Equity

		The OCA submits that the economic model (Discounted Cash Flow model or DCF model) used in Columbia’s proposed Pilot Rider NAS should be modified to use the Company’s cost of debt instead of its cost of equity.  As explained by both OCA witness Mr. Watkins and Columbia witness Mr. Evans, using the cost of debt in the economic model would reduce the amount that applicants will be required to pay for a line extension.  This substitution, according to Mr. Watkins, would lower the portion of the expansion project deemed uneconomical.  (OCA Statement No. 1-SR, p. 3; Columbia Statement No. 1-R, p. 13).  According to the OCA, making Pilot Rider NAS more affordable should make this program more attractive to applicants, which in turn should increase participation and increase the success of the program.  OCA M.B., p. 20.

Mr. Watkins testified that substituting the cost of debt for the cost of capital is not a novel concept.  Mr. Watkins testified that Delmarva Power & Light (“DP&L”), a public utility that provides natural gas service to areas in Delaware, Maryland, and Virginia, modified how it determines the amount of up front customer contributions to use the company’s cost of debt instead of its cost of capital in its economic model, which is also a DCF model.  (OCA Statement No. 1, p. 6).  Mr. Watkins also pointed to the major water utilities serving Pennsylvania as examples of utilities using cost of debt instead of cost of capital in their economic models to determine whether a customer contribution is required.  (OCA Statement No. 1, p. 6, note 3); OCA M.B., pp. 16-17.  

According to the OCA, support for using cost of debt instead of cost of capital in an economic model can be found in the Commission’s regulations as well.  The use of cost of debt in economic models to determine whether a water main extension project is economical is found in 52 Pa.Code § 65.21.  Chapter 65 was amended by Commission Order in 1996, and changed how major water utilities calculate the uneconomic portion of line extensions by requiring the utilities to use cost of debt in their economic models instead of cost of capital.  See  Re Line Extensions, Revised Order, Docket No. L-930089 (Oct. 7, 1996) (Revised Order), 1996 Pa. PUC Lexis 162;  see also 52 Pa.Code § 65.21.  In the Order amending Chapter 65, the Commission states that “the application of this regulation should ensure, as recommended by IRRC (Independent Regulatory Review Commission), that utilities will fund all line extensions that are appropriate for the level of service to be purchased by the new customer without requiring the utilities and their existing customers to incur the costs of unreasonable line extensions.”  1996 Pa. PUC Lexis 162.  The Commission explained why cost of debt is appropriate in determining whether an extension project is economic, stating: 
Debt costs are the utility’s additional annual cost of debt associated with financing the line extension investment; the annual amount is determined by multiplying the proportion of line extension investment financed by debt times the utility’s debt cost rate.  Due to the infrequency of base rate cases for some companies, we have decided to use a company’s current debt cost data.  The cost of preferred stock [cost of capital], however, has been specifically excluded since it is a relatively minor component of any utility’s cost of service and would needlessly complicate the economic standard for a line extension.

1996 Pa. PUC Lexis 162.  The OCA contends that, by using cost of debt in the economic model, the Commission “believe[s] that this formula will result in the applicant bearing only those costs of his or her line extension which will not pay for itself through annual revenues.”  1996 Pa. PUC Lexis 162; OCA M.B., pp. 17-18.

In its main brief, the OCA contends that, although Chapter 65 applies to water utilities, the adoption of Section 65.21 illustrates that using cost of debt in an economic model does not result in costs being shifted from new customers to existing customers, as the Commission has already found that using cost of debt in an economic model results in the applicant paying only the costs of the line extension project that “will not pay for itself through annual revenues,” i.e. the uneconomic portion.  1996 Pa. PUC Lexis 162.  The Commission stated as follows:
Moreover, even in the absence of mandatory regulations for the electric, telephone and natural gas industries, we suggest that the proposed water regulations serve as the appropriate economic concept and provide guidance for line extensions in the other utility industries.  These regulations reflect the Commission’s view regarding line extensions and may prove instructive in adjudicating complaint cases involving line extensions in any industry.

1996 Pa. PUC Lexis 162; OCA M.B., p. 18.

Columbia and BI&E both oppose substituting cost of debt for cost of capital in the economic model.  Columbia witness Evans testified that substituting the cost of debt for the cost of capital would shift costs to existing customers because “these changes would effectively lower the results in the model and reduce or eliminate the recommended deposit.”  (Columbia Statement No. 1-R, p. 13).  BI&E witness Lisa Boyd similarly testified that “this change will require existing customers to further subsidize the costs of Company extensions to individuals who requested service.”  (BI&E Statement No. 1-R, p. 8).  According to the OCA, both arguments fail to recognize, as the Commission did, that the cost of debt is the utility’s additional annual cost of financing the investment and there is no subsidy.  OCA M.B., pp. 18-19.

Mr. Watkins testified that his recommendation to use cost of debt instead of cost of capital in the Pilot Rider NAS should not be rejected based on the fact that new customers will be paying a lower contribution amount than under the Company’s proposal.  The OCA argues that, even if the Company’s approach had merit, the change to the use of debt would have a de minimus impact on existing ratepayers.  The OCA claims Mr. Watkins demonstrated that even under a scenario where the Company derives no revenue from new customers participating in the Pilot Rider NAS program, and all positive benefits to existing ratepayers from extension projects deemed economical are ignored, the impact on the rates to existing ratepayers is minimal.  He testified as follows:
Under the Company’s proposal to cap the NAS financing annually at $1,000,000 of capital expenditures, this equates to an approximate annual revenue requirement in the first year (which will decline over time) of approximately $145,000.  If this $145,000 revenue requirement is divided by Columbia’s total number of residential customers of 384,331, an impact of slightly less than 38₵ per customer per year results.  This impact is itself greatly overstated in that it assumes absolutely no revenue contribution from any new customers, it does not recognize that in reality, new customers will be paying full tariff rates, and those that do elect to finance up front construction costs will be contributing cash through their loan payments (and thereby reducing rate base through CIAC and increasing interest income crediting to all ratepayers).  

(OCA Statement No. 1, pp. 21-22) (footnote omitted).  The OCA believes Mr. Watkins clearly demonstrates that existing ratepayers will not be harmed by modifying the economic model to use the Company’s cost of debt instead of its cost of capital.  OCA M.B., 19.  

The OCA submits that its proposed modifications to the Pilot Rider NAS economic model should be judged on the merits of the recommendations and what will best achieve the goal of making natural gas more available to the residents of the Commonwealth through reasonable main extensions, and should not turn on whether the OCA’s recommendations may increase administrative costs.  The OCA contends that Columbia failed to introduce evidence in this proceeding that its proposed modifications to the economic model[footnoteRef:9] would increase Columbia’s administrative costs.  OCA R.B., p. 7.   [9:  The OCA’s proposed modifications to the DCF economic model include the use of the cost of debt, as discussed here, as well as removing the costs of service lines, meters and regulating equipment from the model.   ] 


According to the OCA, Columbia could elect to use the same economic model for both its main extension tariff and Pilot Rider NAS, including the OCA’s proposed modifications in the model.  The OCA submits that if its recommendations are adopted customers would not be confused by the two options available for payment.  OCA R.B., p. 8.  

OCA witness Watkins addressed the potential of the OCA’s recommended modifications adversely impacting the Company’s shareholders in testimony, and explained that shareholders would not be adversely impacted if the OCA’s recommendations are adopted.  Specifically, Mr. Watkins stated,
Under my recommendations, all projects that go forward will simply be rolled into rate base and recovered in the normal course of business through the traditional regulatory process.  In this regard, while some may question a concern of regulatory lag, I note the following:

(a)	This is true with any new plant investment and is simply the result of how rate regulation is performed in Pennsylvania;

(b)	NGDCs (including Columbia) are allowed to, and do, utilize fully forecasted future test years within their general rate cases such that reasonable projections of expansions will be reflected within Columbia’s rate request using forward looking (future) expected mains expansion projects; and
 
(c)	In between rate cases, Columbia will recover interest and principal payments from NAS participants.  While the principal payments will eventually be booked as CIAC (and hence, a reduction to rate base), these rate base reductions will not be realized until the Company’s next base rate case.  Furthermore, although ratepayers will receive the benefit of annual interest income once a rate case is filed, the Company will keep the interest income it earns in between rate cases.

(OCA Statement No. 1, p. 20).  The OCA submits that Columbia’s shareholders will not be adversely impacted if the OCA’s recommendations are adopted, and that this concern should not be a basis for rejecting the OCA’s recommendations.  OCA R.B., p. 9.
b.	Cost of Service Lines, Meters and Regulating Equipment

OCA witness Mr. Watkins recommended that:  (1) the economic model include separate entries for the two types of service lines, and (2) service lines, meters and regulating equipment not be included in the economic model used for Pilot Rider NAS.  (OCA Statement No. 1, p. 18); OCA M.B., p. 20.

In regard to Mr. Watkins’ recommendation to have the economic model include separate entries for the two types of service lines, Mr. Watkins explained that “within the definition of “service lines” there are two separate distinctions.  These distinctions are:  (1) the service line from the distribution main to the customer’s property line, and (2) the service line on the customer’s property from the property line to the meter.”  (OCA Statement No. 1, p. 14).  Mr. Watkins also explained in testimony that there is a distinction between how the Company treats service lines that run on the customer’s property to the meter in its western and eastern service areas, testifying that: 
As a matter of statute in Pennsylvania, customers in the western portion of Columbia’s service area must install, own, and maintain their own service lines within their property.  [66 Pa.C.S. § 1510]  For customers in the eastern portion of the Company’s service area, the Company owns and maintains the service line and according to Tariff Rule 8.1, the Company will provide an allowance of up to approximately 50 feet of new service line for each new customer.  

(OCA Statement No. 1, pp. 13-14); OCA M.B., pp. 20-21. 

Mr. Watkins explained that because of the distinctions between the two types of service lines, and the distinction between the western and eastern service areas, the Pilot Rider NAS economic model should be modified to include separate line entries, stating: 
[T]here is no distinction in Columbia’s DCF model between the various types of service line and/or whether allowances of up to 50 feet [for the Company’s eastern service area] are embedded within the model.  That is, there is simply a single entry for “service line investment” within the DCF model, and my evaluation of actual individual projects reveals there is no way to make a determination as to whether Columbia’s field personnel (who actually make inputs and run the model) properly reflect allowances or ownership.  However, based on informal conversations with the Company, I have been informed that field personnel are aware of these nuances and properly reflect allowances and ownership within its DCF modeling scenarios.  In this regard and absent my other recommendations that will be discussed later in my testimony, I recommend that specific separate entries be required for Company-owned service lines, allowances, and customer-owned service lines to ensure that individual field personnel appropriately apply the model in accordance with the Public Utility Code and the Company’s approved Tariff.  
	
(OCA Statement No. 1, p. 14); OCA M.B., p. 21.

Mr. Watkins also recommended excluding service lines, meters and regulating equipment from the Pilot Rider NAS economic model.  Mr. Watkins explained that including these costs in the economic model does not promote the purpose of Pilot Rider NAS, which is to extend mains.  Mr. Watkins explained:
The primary objective of this proposed program is to promote the expansion of Columbia’s mains to unserved areas and make natural gas more available to residential energy consumers.  Given the purpose of this program is to extend Columbia’s distribution mains, it is logical that other costs required to connect a new customer (i.e., services and metering costs) not be reflected in the determination of customer contributions.  

(OCA Statement No. 1, p. 16); OCA M.B., pp. 21-22. 

In addition, according to the OCA, inclusion of meters and regulating equipment in the economic model may not comport with the Commission’s regulation.  Specifically, 52 Pa.Code § 59.17, Furnishing of Meters and Regulations, provides as follows: 
(a)  Installation. Except as provided in § 59.31 (relating to service from production or transmission lines), a public utility shall provide and install at its own expense and shall continue to own, maintain and operate equipment necessary for the regulation and measurement of gas furnished to its customers.  

52 Pa.Code § 59.17.  Columbia’s economic model, however, does include the costs of furnishing meters and regulating equipment.  As Mr. Watkins explained:
[B]ecause Columbia includes the capital (installation) costs of providing a meter within each DCF project feasibility analysis, for those projects in which a deposit is required, the customer is essentially paying for the cost of the meter.  For example, suppose that under Columbia’s current practices in which the installation costs of a meter are included within the DCF model, an up front customer contribution of $1,000 is required.  However, if the exact same model was run but metering costs were input at zero, the required customer contribution would only be $800.  As such, the customer is being required to contribute an up front meter installation cost of $200. 

(OCA Statement No. 1, pp. 13-15); OCA M.B., p. 22.  

		In its Reply Brief, the OCA further addresses Commission regulation Section 59.17(a).  It is the OCA’s position that this regulation requires public utilities, such as Columbia, to install at its own expense meters and regulating equipment, and as such, Columbia should not be including these costs into its Pilot Rider NAS economic model.  The OCA believes both Columbia’s interpretation and BI&E’s interpretation of Section 59.17(a) are strained interpretations of the plain language contained therein.  Columbia asserts that this regulation merely “prevent[s] situations where customers install and own meters.”  Columbia M.B., p. 23.  The OCA contends that Columbia provides no explanation for its interpretation of this regulation.  The OCA further argues that the regulation clearly identifies “a public utility” as the subject of the regulation, thus it is the public utility that is “required to provide and install at its own expense” meters and regulating equipment.  OCA R.B., p. 10.  

According to the OCA, BI&E acknowledges in its Main Brief that this regulation makes the meter costs the Company’s responsibility, but concludes that “although meter costs are the Company’s responsibility, they are still a cost component of the extension project that should be considered in the economic model.”  BI&E M.B., p. 15.  According to the OCA, BI&E’s interpretation of this regulation is that, even though a public utility is required to “provide at its own expense” meters and regulating equipment to every customer, a public utility is free to then pass those costs on to its main extension customers.  The OCA asserts that Section 59.17(a) does not authorize public utilities to pass the costs of meters and regulating equipment directly on to customers – new or existing – and also points out that BI&E cites no regulation that permits a public utility to do so.  The OCA opines that BI&E’s interpretation renders the regulation meaningless if, as BI&E asserts, a public utility can simply pass on the costs to new customers that a regulation states the public utility is responsible for itself.  OCA R.B., pp. 10‑11.

In summary, the OCA submits that the economic model used in Pilot Rider NAS should reflect Mr. Watkins’ recommendations regarding the recording and treatment of service lines, meters, and regulating equipment.  The OCA believes distinctions between the types of service lines and between the service areas necessitate separate entry lines in the economic model to ensure that only the costs associated with the appropriate service lines are included in the economic model (if service lines are to be included in the economic model at all).  In regard to including the costs of service lines, meters and regulating equipment, Mr. Watkins testified that inclusion of such costs does not promote the purpose of Pilot Rider NAS, does not comport with Commission regulation, and is not consistent with the cost of extending the mains.  The OCA contends these costs should not be included in the economic model.  OCA M.B., pp. 22-23.

	3.	Additional Reporting Requirements

In his Direct Testimony, OCA witness Watkins noted that Columbia did not propose any reporting requirements relating to the Pilot Rider NAS program.  (See OCA Statement No. 1, p. 17).  Mr. Watkins recommended that Columbia be required to report annually to the Commission, the OCA and BI&E the following:
a. investment per project including the economic model  results and surcharge calculation details;

b. 	total distance of NAS main installed;

c. number of customers connected by project and number of subsequent connections to NAS extensions;
d. NAS revenues received by principal and interest;

e. annual NAS participant average use per customer (by residential and commercial sectors if applicable);

f. average NAS participant investment cost per customer (by residential and commercial sectors if applicable); 

g. the number of customers along NAS extensions who have not yet connected and, to the extent available, why;

h. direct program expenses;

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

j. the number of applicants turned down for insufficient credit.

(See OCA Statement No. 1, pp. 18-19).  In her Rebuttal Testimony, BI&E witness Boyd supported OCA witness Watkins’ recommended reporting requirements.  (See BI&E Statement No. 1-R, p. 20); OCA M.B., p. 23.  

In his Rebuttal Testimony, Columbia witness Evans stated that the Company agrees with OCA witness Watkins’ recommended annual reporting requirements except for (g).  (Columbia Statement No. 1-R, p. 10).  Mr. Evans testified that in order for Columbia to provide the information requested in (g) above, the Company would have to survey each potential customer along the proposed extension and determine why the potential customers were not connecting to the extension, which “would pose additional cost and effort for little reason.”  Id. at 11.  Also, Mr. Evans testified that it could be difficult to determine who the potential customers along an extension are.  Id.  As a replacement for (g), Mr. Evans stated that Columbia would agree to identify the number of projects evaluated for Pilot Rider NAS service that did not elect to go forward under Pilot Rider NAS.  Id; OCA M.B., pp. 23-24.  

The OCA submits that the additional information relating to the number of projects evaluated for Pilot Rider NAS service that did not elect to go forward under Pilot Rider NAS, which Columbia agrees to provide in its annual reporting to the Commission, the OCA and BI&E, would be useful and should be provided.  The OCA, however, submits that Columbia’s concern regarding the determination of the number of potential customers along a Pilot Rider NAS extension that do not connect to gas service may be overstated, particularly since Columbia should be attempting to maximize the number of customers connecting to a new main through outreach efforts.  OCA M.B., p. 24.  

The OCA submits that it would be reasonable for Columbia to contact all structure owners with mailing or delivery addresses along a potential Pilot Rider NAS extension route to determine if they will connect to natural gas service if the extension is completed.  If structure owners do not accept natural gas service from the extension, Columbia should follow up with the owners to determine the reasons therefor.[footnoteRef:10]  The OCA submits that such information is crucial to evaluating the Pilot Rider NAS program and its attractiveness to potential customers.  OCA M.B., p. 24.   [10:  In its Reply Brief, Columbia argues the OCA’s proposal that Columbia contact every structure owner with a mailing or delivery address along the potential Pilot Rider NAS extension to determine whether each owner will connect to the new line extension, and then “follow-up” with those structure owners if they do not accept service should be rejected.  Columbia notes that it was not proposed in OCA’s testimony or at hearing.  Waiting until its Main Brief to propose such a requirement is improper, according to Columbia.  See, e.g., Pa. Pub. Util. Comm’n v. Pa. Power and Light Co., Docket Nos. R-822169, et al., 55 P.U.R. 4th 185, 57 Pa. PUC 559, 596-97 (Order Entered Aug. 19, 1983) (“Merits aside, it is highly inappropriate for a party to propose a completely new adjustment for the first time in its brief . . . Trial staff made no attempt to develop this issue during the course of this case, nor did they present testimony in support of such an adjustment.”); Enron Capital & Trade Res. Corp. v. Peoples Natural Gas Co., Docket No. R-00973928C0001, 1997 Pa. PUC LEXIS 178, at *10-11 (Nov. 13, 1997) (Recommended Decision) (“Enron cannot be permitted to introduce an argument at the briefing stage which it did not introduce in the evidentiary phase of this proceeding . . . Imposing [the alternative proposal] without the other parties having notice and an opportunity to be heard would violate their due process rights.”), affirmed, 1998 Pa. PUC LEXIS 199 (Order Entered Aug. 24, 1998).  Columbia argues the OCA deprived the Company of the opportunity to develop testimony and to cross-examine OCA’s witness on this proposal.  Moreover, OCA fails to detail what costs would be involved with contacting all of these customers or whether contacts would be in-person, by repeated mailing, or by telephone calls.  If the latter, OCA does not discuss whether this proposal violates “Do-Not-Call.”  See 73 P.S. § 2245.2.  Columbia R.B., pp. 15-16.
 ] 


The OCA submits that the Company should be required to provide to Pilot Rider NAS applicants in writing the amount of up front payment due, the amount of the Pilot Rider NAS monthly surcharge, the term of the surcharge (20 years) and the interest rate used to calculate the surcharge amount so that applicants can make informed decisions.[footnoteRef:11]  The OCA opines that such information is crucial for Pilot Rider NAS applicants to make a meaningful and informed decision regarding whether the use of Pilot Rider NAS is right for their situations and circumstances.  OCA M.B., p. 16. [11:  Columbia objects to this suggested modification as well because, inter alia, it was first proposed in the OCA’s Main Brief.  Columbia R.B., p. 16.  ] 


In summary, the OCA argues Columbia should be directed to provide all of the information in OCA witness Watkins’ recommended reporting requirements listed above to the Commission, the OCA and BI&E annually for the duration of the Pilot Rider NAS program.  Additionally, as Columbia witness Evans stated the Company agreed to do, Columbia should be directed to identify the number of projects evaluated for Pilot Rider NAS service that did not elect to go forward under Pilot Rider NAS in its annual reporting to the Commission, the OCA and BI&E.  OCA M.B., pp. 24-25; OCA R.B., pp. 11-13.

	4.	Treatment of Residential Developers

Columbia proposes that Pilot Rider NAS be available to bona fide residential developers.  (Columbia Exh. EAE-4 at Fifth Rev. p. 174).  A bona fide residential developer is defined as:  “a developer of residential dwellings, building in an area where Columbia does not currently provide service and requests to obtain gas service.”  (Columbia Exh. EAE-4 at Fifth Rev. P. 175).  Columbia will consider bona fide residential developer applicants for Pilot Rider NAS “based on the number of potential customers, the density of the area seeking service, the potential usage and the cost of extending or expanding service.”  (Columbia Statement No. 1, p. 4).  In such cases, the Pilot Rider NAS surcharge would be the responsibility of whoever is paying the monthly bill after the meter is set.  (Columbia Statement No. 1, p. 4; Tr. 18); OCA M.B., p. 25.  

In his Direct Testimony, OCA witness Watkins testified that he is concerned about the proposed availability of Pilot Rider NAS to residential developers.  Specifically, Mr. Watkins testified as follows:
	As I understand Columbia’s proposal, Columbia would change its current policy of requiring contributions from developers, and instead install new mains in developments at no cost to the developer and when new homes are built and occupied, the new homeowner will then be required to either pay their proportionate share of an up front cash contribution or finance this amount over 20 years.  While there is no doubt that the homes built in these new developments will have natural gas heating equipment and appliances installed, the new homeowners will obviously need to subscribe to Columbia as its NGDC provider.  I am extremely concerned that these potential new homeowners will have no idea that they will be obligated to pay Columbia an up front cash contribution or finance this amount for 20 years until after they have purchased their new home and moved in.  Clearly, it is much easier and more economical for each new homeowner to simply roll the contribution requirement into the cost of the new home.  As such, while there may be other innovative ideas or plans to help developers, I do not believe the Company’s plan is appropriate for new developments.  

(OCA Statement No. 1, pp. 16-17) (Footnote omitted).  As such, Mr. Watkins recommended that the Pilot Rider NAS program not be available to residential developers and instead, be applicable only to homeowners.  (OCA Statement No. 1, p. 19); OCA M.B. pp. 25-26.  

In his Rebuttal Testimony, Columbia witness Evans testified that residential developers pass along any up front costs for extensions and carrying costs to homeowners in the costs charged for the homes or lots in the developments, but some developers avoid natural gas due to the up front cost.  (Columbia Statement No. 1-R, p. 10).  Additionally, Mr. Evans testified that residential developers can bring natural gas service to a large number of new customers, which would achieve one of the purposes of the pilot program to expand natural gas service in the Commonwealth.  Id.; OCA M.B., p. 26.  

The OCA submits that there is no evidence to support Columbia’s position that developers avoid natural gas due to the up front costs of extensions.  Mr. Watkins testified that Columbia had provided the economic analyses and underlying information for a random sampling of the 2013 requests to Columbia for main extension economic analyses.  (Tr. 34-35).  Mr. Watkins testified that he determined that there were two requests for economic analyses by developers in the sampling provided by Columbia.  (Tr. 35).  Of these two requests for economic analyses by developers in 2013, Mr. Watkins testified that both requests were economic or, in other words, that neither analyses resulted in an up front deposit.  (Tr. 36); OCA M.B., p. 26.  

Of additional concern to the OCA, Columbia witness Evans testified that Columbia’s Pilot Rider NAS program does not require bona fide developers to notify homebuyers that they will be responsible for the Pilot Rider NAS surcharge, yet homebuyers must consent to payment of the surcharge when they call Columbia to turn on natural gas service before the Company will do so.  (Tr. 17).  The OCA asserts Mr. Evans agreed that homebuyers may not have any knowledge of the Pilot Rider NAS surcharge until they call Columbia to turn on natural gas service.  (Tr. 17-18).  By the time the homeowner requests natural gas service, the OCA submits that the opportunity to borrow the amount needed to pay the CIAC up front with a primary mortgage is missed.  OCA M.B., pp. 26-27.  

The OCA submits that not only has Columbia failed to provide any evidence of a need by residential developers for an alternative funding mechanism for natural gas extensions, but allowing residential developers to use Pilot Rider NAS would likely lead to other complications in the access to service by new customers.  The OCA argues that, with appropriate notice, homebuyers might have rolled their portion of the Pilot Rider NAS costs into their mortgages, or they may have determined to purchase another home or lot outside of the development.  Should a need for an alternative extension program for developers be determined, the OCA submits that Columbia should design a program specifically for developers.  Based on the foregoing, the OCA submits that Columbia’s Pilot Rider NAS program should be available only to residential homeowners.  

The OCA opines that it is not reasonable public policy to approve a program that, as designed, would likely result in disputes between developers and homebuyers in instances where the developer does not advise the buyer of the Pilot Rider NAS surcharge and required payment before closing.  OCA R.B., p. 14.  

The OCA’s position is that more expansion should be encouraged.  The OCA believes the inclusion of developers in the Pilot Rider NAS program is not in the public interest.  According to the OCA, Columbia could develop and propose a program just for developers to better achieve the goal of expansion and address the unique circumstances presented by developers.  OCA R.B., p. 15.    

	5.	Other Proposed Modifications

		a.	Gas-on-Gas Competition

Columbia’s Pilot Rider NAS contains no prohibition against extending mains to areas already served by mains of other natural gas distribution companies (NGDCs).  According to the OCA, Columbia’s service territory in the western part of the state overlaps with the service territories of other NGDCs, creating the possibility that Columbia could potentially use Pilot Rider NAS to extend mains in areas already served by these other NGDCs.  Mr. Watkins recommended that Pilot Rider NAS include a prohibition against extending mains to areas already serviced by mains of other NGDCs, testifying: 
While I acknowledge that there is little realistic probability that a new residential customer would elect to make an up front cash contribution or finance the cost of extending a Columbia main when another NGDC already has service available in that customers’ [sic] area and am fully aware of the current Gas-on-Gas investigation that is pending before the Commission, any such duplicative facilities are not in the best public interest and should not be allowed in the NAS Rider.  

(OCA Statement No. 1, p. 17); OCA M.B., pp. 27-28.

Columbia witness Evans testified that Mr. Watkins’ recommendation is “overly vague” and that Mr. Watkins’ recommendation “offers no suggestion on how to define areas already served by another NGDC.”  (Columbia Statement No. 1-R, p. 11).  To avoid any confusion, the OCA explains that “already available” means that there is a main belonging to another NGDC in the ground which can be connected to the home being considered for Pilot Rider NAS.  OCA M.B., p. 28.  

b.	Repayment Options	
		
		As proposed, under Pilot Rider NAS, new customers will only have one payoff option, which is to pay the Pilot Rider NAS surcharge for a period of 20 years, capped at $35.00 per month, wherein the customer will have to pay up front any excess above the amount that will be collected through the surcharge.  Mr. Watkins recommended that Pilot Rider NAS customers be provided a second option, specifically the option of having a 10-year repayment term with no payment cap, with a maximum amount of $8,000 permitted to be recovered through the surcharge.  (OCA Statement No. 1, p. 18).  According to the OCA, this second payoff option provides two benefits to Pilot Rider NAS customers.  First, the Pilot Rider NAS customer can reduce the overall amount of interest he or she pays over the lifetime of the payback period, since the payback period is reduced.  Second, the 10-year repayment option will enable customers to reduce their up front contribution because the customer will be able to roll more of his or her uneconomic portion into the surcharge since there is no cap.  The OCA submits that Pilot Rider NAS should be modified to include a 10-year repayment option.  OCA M.B., p. 28.

		c.	Annual Funding

Columbia proposes to commit $1 million of annual funding for the Pilot Rider NAS program.  As recommended by Mr. Watkins, the OCA submits that the Company should commit $2 million a year towards Pilot Rider NAS.  The OCA believes that increasing the amount of annual funding should increase the number of consumers able to participate in Pilot Rider NAS per year, and better promote the expansion of natural gas service in Columbia’s service territory.  OCA M.B., p. 29.

C.	OSBA’s Position

The OSBA is not contesting the Company’s decision to exclude small business customers from eligibility in this program.  The Company provided its rationale for excluding small business customers from the program in its response to OSBA-I-1.[footnoteRef:12]  Regarding that response, the OSBA disagrees with the Company that small business owners have a lower cost of capital than a large regulated natural gas distribution utility.  However, given the nature of the Pilot Rider NAS program, the Company’s constraints on the overall size of the program, the economics of the program, and the complexities involved in offering this option to non-residential customers, the OSBA agrees with the Company that it is premature to extend this program to non-residential customers at this time.  According to the OSBA, its focus in this proceeding has been to ensure that small business customers are not absorbing costs or risks associated with the program, as they will not benefit from it.  OSBA M.B., p. 5.  [12:  Referenced interrogatory responses are attached to OSBA Statement No. 1, as Exhibit IEc-2.] 


The OSBA agrees with BI&E that this is not the appropriate forum for a major review of Commission policy on customer contributions.  While there may be merit in such a review, the OSBA believes that the issue is important enough to warrant a generic proceeding.  The OSBA does not object to continuing to subsidize new customers through the depreciation tax benefits in Columbia’s DCF calculation until such time as the Commission undertakes a full evaluation of the policy.  Nevertheless, the OSBA recognizes that the existing mechanism is favorable to new customers in that respect, as the Commission explicitly intended.  OSBA, M.B., p. 6.

The OSBA objects to the OCA’s proposed modifications to overhaul the methodology and substantially increase subsidies for new customers at the expense of existing customers, in a proceeding designed merely to create an alternative to the existing method.  The OSBA is also concerned that increasing subsidies will result in higher costs being assigned to small business customers, under normal cost allocation procedures.  OSBA M.B., p. 6.  

The OSBA contends that Columbia has failed to make the Pilot Rider NAS payments equivalent to the up front contribution, by excluding the income tax costs related to the return on equity from its Pilot Rider NAS calculation.  In effect, if Pilot Rider NAS is approved, the OSBA asserts that existing customers will be paying the taxes for the return on equity portion of the rate base for these new customers.  OSBA M.B., p. 6.  

According to the OSBA, the Company is unwilling to absorb any risk of non-payment of Pilot Rider NAS charges, but is proposing to assign that risk to existing ratepayers.  OSBA M.B., pp. 6-7.

Generally speaking, the OSBA prefers the Company’s proposed Pilot Rider NAS to the Pilot Rider NAS as modified by the OCA.  OSBA M.B., p. 7.  “The Company has offered a proposal that appears to increase subsidies to new residential customers, and Mr. Watkins (the OCA) offers a proposal that will result in larger subsidies to new customers.”  OSBA M.B., p. 9.  The OSBA opposes the OCA’s proposal in the current proceeding.  The OSBA explains that, while the magnitude of cross-subsidies may not be large, the potential exists for the approval of such a program to be used as a model for other NGDCs across the Commonwealth which may be contemplating a NAS program such as the one proposed here.  OSBA M.B., p. 10.

The OSBA opposes the OCA’s proposed modification to calculate the charges for the Pilot Rider NAS using a 3.0 percent interest rate.  According to the OSBA, this change will cause a shortfall between the charged cost of capital in Pilot Rider NAS and the Company’s claimed cost of capital on the total investments, a shortfall which will be passed on to existing ratepayers, including small business customers.  Additionally, at a 3.0 percent interest rate, the OSBA contends that the OCA’s proposed financing terms for Pilot Rider NAS are relatively attractive, compared to home equity or credit card interest rates.[footnoteRef:13]  OSBA M.B., p. 7.   [13:   The OSBA points out that, in comparing the interest rate charged by Columbia under Pilot Rider NAS with home mortgage or home equity loans, it is important to recognize that Pilot Rider NAS is not secured by the property, and is in fact not even secured by the threat of cutting off service.  As such, Columbia would face higher lending risk than a bank, and the customer would face much lower risks associated with non-payment.
] 


The OSBA believes the OCA’s proposed modifications to Columbia’s Pilot Rider NAS program would be likely to have a negative impact on small business customers.  Under normal base rate cost allocation and rate design procedures, the new investment would be allocated to all rate classes.  According to the OSBA, because the Pilot Rider NAS investment is not justified by rates, it is implicitly of higher cost per unit of demand (or per customer) than the existing rate base.  Under the normal arithmetic of cost allocation studies, this higher cost will be shared among all rate classes.  Moreover, the greater the cost of the expansion, the larger is the amount shared with other classes.  Thus, OSBA is of the opinion that, relative to the Company’s proposal, the OCA’s proposed modifications will likely serve to increase the burden on small business customers.  Therefore, the OSBA prefers the Company’s proposal.  OSBA M.B., p. 7.

The OCA proposes that the Company lower the pre-tax cost of equity capital used in its net present value (“NPV”) or DCF assessment model from the allowed equity return to the cost of long-term debt.[footnoteRef:14]  The OSBA asserts that this change will reduce the net investment amount that is the basis for the Pilot Rider NAS charges.  However, as Columbia is unlikely to voluntarily lower its claimed cost of capital for these new investments, this change will reduce the implicit contribution made by Pilot Rider NAS customers, creating an additional shortfall from new customers that is implicitly passed to existing customers.  Therefore, the OSBA concludes that existing customers, including small business customers, will be subsidizing the Pilot Rider NAS customers.  OSBA M.B., p. 8. [14:  As OSBA witness Robert D. Knecht explained in his Direct Testimony, the Company uses a NPV or DCF model to compare the present value of expected rate revenues from a new customer with the capital cost associated with attaching a new customer.  OSBA Statement No. 1, pp. 3-5. 
] 


The OSBA submits that, under the OCA’s proposed modifications, the Pilot Rider NAS customer would avoid the investment costs for a service line, meter and regulator, for which the non-Rider NAS customer generally must pay.[footnoteRef:15]  This obviously makes the Rider NAS program more attractive to new customers than the existing tariff model.  The OSBA is concerned that rather than achieving the worthy goal of economically expanding gas service to new customers, the OCA’s proposed modifications would essentially be a first-come first-served subsidy for Residential system expansions, paid for, in part, by small business customers.  OSBA M.B., 8. [15:  OSBA Statement No. 2, p. 3.
] 


OCA witness Watkins includes in his proposed modifications a listing of the information requirements from the Company that would go a long way toward allowing a segregation of the costs and revenues of the Pilot Rider NAS proposal in a base rate proceeding (cost allocation and rate design analyses) to ensure that small business and other non-Residential customers are not burdened by the subsidies provided to new Residential customers under Pilot Rider NAS.  The OSBA believes Mr. Watkins’ additional information requirements may need to be clarified to include class-specific information, for those expansion projects which involve both Residential and non-Residential customers.  The OSBA is interested in obtaining the necessary information from Columbia to track inter-class cross-subsidization for use in future base rate proceedings.[footnoteRef:16]  OSBA M.B., pp. 7-10.   [16:  The OSBA contends that, while it is theoretically possible that the issues related to inter-class cross-subsidization can be addressed in a base rate proceeding, they can only be so addressed if the Company (a) is capable of tracking the information needed, and (b) is either willing or required to track the information needed to do so.  
The OSBA’s witness, Mr. Knecht, proposed a list of tracking requirements, based upon Mr. Watkins’ model, which included:
Investment per project by rate class, including the economic model results and surcharge calculation details;
Total distance and cost of NAS project mains and service lines installed, by pipe diameter;
Number of customers originally and subsequently connected, by rate class;
Annual load by rate class, segregated between customers initially and subsequently connected;
Base rate and Rider NAS revenues received by NAS project by rate class, with Rider NAS revenues segregated between “principal” and “interest;”
Number of customers along NAS extensions who have not yet connected, by rate class, and, to the extent available, an explanation for non-conversion;
Direct program expenses;


Data on collections, including efforts for unpaid surcharge amounts; and,
Number of applicants turned down for insufficient credit.
(OSBA Statement No. 3, pp. 6-7).
] 

		In addition to a critique of some of the OCA’s proposed modifications,[footnoteRef:17] the OSBA addressed three areas of concern it has with Columbia’s Pilot Rider NAS program.  Those three positions will be addressed in subsections 1, 2 and 3 to follow. [17:  As discussed above, the OSBA opposed the OCA’s suggested interest rate of 3.0% and also opposed the changes to the economic model suggested (use of cost of debt in the DCF model and exclusion of service lines, meters and regulating equipment from the model).  The OSBA supports the OCA’s suggested additional information requirements and suggested that even more information be collected.  The OSBA took no position on the other modifications suggested by the OCA, including the treatment of residential developers.  OSBA M.B., pp. 7-10.] 


1.	Review of Tax Depreciation Benefits in Customer Contribution Calculation 


The OSBA submits that this is not the appropriate venue for evaluating substantive changes to the Company’s economic evaluation.   Economic models related to customer contributions involve a variety of debatable assumptions, some of which may be relatively favorable to protecting existing customers and some of which may be favorable to new customers.  As noted in OSBA witness Knecht’s Direct Testimony, Columbia’s established procedures for making this calculation are biased in favor of new customers, and it is the OSBA’s position that the Company’s method may merit additional review at the appropriate time.  OSBA M.B., p. 11. 

	2.	Income Tax Costs in Pilot Rider NAS Charge Calculation

The OSBA is not advocating a modification to the established practices at this time with respect to the treatment of income tax costs in the Pilot Rider NAS calculation as long as reasonable protections are established to prevent small business customers from bearing the costs for a program in which they are not eligible to participate.  OSBA M.B., p. 11.  

According to the OSBA, Columbia’s NPV of DCF analyses (provided in response to OSBA-I-2) do not include the direct tax effect of CIAC in assessing the costs related to system expansion.  The Company’s NPV model excludes the direct tax cost of the CIAC, but includes the depreciation tax shields.  Company witness Mr. Evans argues that the Commission determined that utilities “should include in rate base the resulting deferred tax debit from paying the tax on the CIAC and that the debit is removed from rate base as the gas utility receives the tax depreciation on plant constructed with the CIAC.”  However, in the NPV analysis provided in response to OSBA-I-2, the Company does not reflect the costs to ratepayers for the rate base associated with this deferred tax debit.  OSBA M.B., p. 12.  

The OSBA concludes, therefore, that the Company’s NPV model understates the tax costs (or overstates the tax benefits) associated with the CIAC, thereby understating the economic cost of the system expansion.  OSBA M.B., p. 12.  

The OSBA also concludes that the “interest” rate used by the Company in calculating the Pilot Rider NAS charge fails to recognize that the Company incurs income taxes related to equity.  The Company’s economic evaluation explicitly includes the income tax costs associated with the new customer, including both regular and deferred tax impacts.  These costs (correctly) serve to increase the magnitude of the required contribution.  In contrast, the Company includes no such tax effects in deriving the “interest” rate for Pilot Rider NAS.  According to the OSBA, the Company’s economic model and its “interest” calculation are simply not consistent.  OSBA M.B., p. 12.  

Finally, with regard to the complexities associated with deferred taxes, the OSBA notes that neither Columbia nor the Commission saw a need to include any such complexities in its DSIC calculations, which simply gross up the equity returns for income taxes.[footnoteRef:18]  The OSBA submits that its proposal is consistent with that approach.  OSBA M.B., p. 12.   [18:  See Petition of Columbia Gas of Pennsylvania, Inc. for Approval of a Distribution System Improvement Charge, Docket No. P-2012-2338282, January 2, 2013.
] 




	3.	Recording Customer Contributions Whether Payments Are Made    

The Company proposes to write down the gross book value of the Pilot Rider NAS investment only if Pilot Rider NAS payments are actually made.[footnoteRef:19]  If the contributions are not made, the Pilot Rider NAS investment will remain in gross plant.  It is the understanding of the OSBA that this non-payment implies that net book value associated with the Pilot Rider NAS investment will be higher than if the Pilot Rider NAS payments were made.  In effect, non-Rider NAS customers will be absorbing higher costs if Pilot Rider NAS payments are not made than if they are made.  OSBA M.B., p. 13.   [19:  OSBA-I-5(d).
] 


According to the OSBA, this is particularly problematic for two reasons.  First, the Company has relatively little leverage to collect Pilot Rider NAS charges, since it will not shut off service for non-payment of Pilot Rider NAS charges.  This means that un-collectibles costs are likely to be higher than normal.[footnoteRef:20]  Second, the relatively high implied financing costs for the Pilot Rider NAS program (particularly if income tax costs are fully reflected) implies that the customers most interested in using the Pilot Rider NAS option are more likely to have capital constraints of their own, and are therefore less likely to pay their bills.  OSBA M.B., p. 13.   [20:  OSBA-I-5(b).] 


In order to eliminate this bias, the OSBA recommends that the Company write down gross book value associated with Pilot Rider NAS charges whether or not payments are made, in order to eliminate the impact of non-payments on non-Rider NAS ratepayers.  In light of this recommendation, the Company may wish to include an un-collectibles component in the Rider NAS charge, in order to offset the incremental un-collectibles costs that it is likely to incur.  OSBA M.B., p. 13.  




D.	Bureau of Investigation & Enforcement’s Position

   BI&E supports Columbia’s proposed Pilot Rider NAS.  BI&E opposes the OCA’s proposal to lower the interest rate to 3.0% and also opposes the OCA’s proposed changes to the economic model.  BI&E agrees with the OCA’s proposed additional information requirements.  BI&E took no position with respect to the OCA’s proposed treatment of residential developers or the OCA’s other proposed modifications.  BI&E also took no position on any of the issues raised by the OSBA.  BI&E M.B., pp. 4-17.  

Columbia’s Pilot Rider NAS program is designed to provide an alternative to financing line extensions for customers located in unserved and underserved areas who may be unable to secure access to natural gas service due to the up front customer deposit required to extend such service.  According to BI&E, the Pilot Rider NAS program does not change the Company’s current line extensions rules.  It simply allows potential new customers to secure gas service for a modest monthly charge over a 20-year period rather than be required to pay the entire cash contribution up front.  BI&E believes the OCA’s recommended changes to the surcharge interest rate and economic model go far beyond the scope of what was envisioned by Pilot Rider NAS as they are wholesale changes to the Company’s line extension rules and will require existing customers to subsidize new Pilot Rider NAS customers.  BI&E M.B., p. 4.  

	1.       Lowering Interest Rate to 3% for Customer’s Contribution Financed

The monthly Pilot Rider NAS surcharge is designed to recover from customers the investment required for the Company to extend its facilities.  The Company proposes to use its weighted average cost of capital in its most recent base rate proceeding to determine the Pilot Rider NAS surcharge.  If no return on equity was specified in the most recent rate case, the Company proposes to use the Commission’s published Distribution System Improvement Charge (DSIC) equity return for gas utilities as a proxy.  BI&E believes this proposal is appropriate because it reflects the actual cost of the funds utilized by the Company in making the line extensions and minimizes the amount of costs shifted to existing ratepayers.  BI&E M.B., pp. 4‑5.

The OCA maintains that an interest rate equal to the Commission authorized rate of return at approximately 8% is not competitive, and cites to home equity loans in the range of 3.5% to 4.5% to support its recommended annual interest rate of 3%.[footnoteRef:21]  OCA witness Watkins contends that the participation and success of the Pilot Rider NAS program will be limited given that most homeowners are savvy enough to recognize the high interest rate proposed by Columbia.[footnoteRef:22]  BI&E argues that the OCA’s attempt to make Pilot Rider NAS more attractive to potential new customers by arbitrarily decreasing the interest rate to 3% is unsupported and requires existing customers to subsidize new costs to bring these new customers onto the system. According to BI&E, this is a fundamental alteration to the Company’s existing tariff rule since, as the Commission noted in its Suspension Order based upon Columbia’s design of the Pilot Rider NAS, no current customer will be affected by this rider because it will only affect new customers who specifically choose this option.  BI&E M.B., p. 5. [21:  	OCA Statement No. 1, pp. 15-16, 18.
]  [22:  	OCA Statement. No. 1, p. 16.
] 


BI&E asserts that attempting to make the program parameters of Pilot Rider NAS more attractive to potential new customers based on the features of a home equity loan is inappropriate for several reasons.  First, according to BI&E, Columbia witness Evans correctly articulated that no customer will be forced to use Pilot Rider NAS.[footnoteRef:23]  Some customers may have the option to use a home equity loan to finance the up front contribution and may choose to do so.  The Pilot Rider NAS simply provides another option and is not designed to compete with or replace the use of a home equity loan or any other financing tool available to the customer.  Second, Columbia witness Evans highlights that Columbia is not a bank and Pilot Rider NAS is  [23:  	Columbia Statement No. 1-R, p. 8.
] 

not a loan.[footnoteRef:24]  Pilot Rider NAS will not have any of the traditional requirements of a home equity loan, such as a credit check, collateral, or a home appraisal.  Given that they are very different instruments, BI&E submits that Pilot Rider NAS should not be forced to mimic a home equity loan interest rate.[footnoteRef:25]  Third, to the extent that comparing Pilot Rider NAS to a loan is appropriate, if a potential new gas customer does not want to attach the line extension cost to their home or lacks the necessary equity to do so BI&E witness Boyd argues that an 8% interest rate is reasonable for an unsecured personal loan.[footnoteRef:26]  BI&E M.B., pp. 5-6. [24:  	Columbia Statement No. 1-R, p. 8.
]  [25:  	Columbia Statement No. 1-R, p. 8.
]  [26:  	BI&E Statement No. 1-R, p. 16.
] 


Additionally, the OCA’s position that the Company’s proposed interest rate will make Pilot Rider NAS unattractive ignores the fact that financing a gas line extension with a home equity loan may not necessarily reflect the best approach for all customers.[footnoteRef:27]  Pilot Rider NAS allows customers to secure gas service for a modest monthly charge over a 20-year period and is paid by the person taking service from that meter; therefore, customers will not be responsible for the principal balance if they do not stay in the home for the 20-year financing period.[footnoteRef:28]  BI&E witness Boyd highlighted that, unlike a home equity or personal loan, the flexibility to walk away from the extension balance under Pilot Rider NAS if the home is sold may be an attractive feature given the mobile nature of society today.[footnoteRef:29]  BI&E contends that the OCA’s narrow focus on the interest rate fails to fully recognize the benefit of Pilot Rider NAS, which is that it provides an option to pay the up front deposit for those customers who may not have another option or who, for whatever reason, may not like the other options available to them.  BI&E M.B., pp. 6-7. [27:  	BI&E Statement No. 1-R, p. 16.
]  [28:  	BI&E Statement No. 1-R, p. 16; Columbia Statement No. 1, p. 7.
]  [29:  	BI&E Statement No. 1-R, p. 16.] 

  
BI&E submits that reducing the interest rate to the OCA’s recommended 3% will cause Columbia’s existing customers to subsidize the new Pilot Rider NAS customers by requiring them to provide significantly more funding of the revenue requirement for the rate-based uneconomic portion of Pilot Rider NAS projects.[footnoteRef:30]  Columbia included the interest portion of the Pilot Rider NAS payment to reimburse existing customers for the carrying costs of NAS investments costs that are included in rate base.  BI&E contends that reducing the interest percentage as the OCA recommends requires existing customers to provide significantly more funding of the revenue requirement for the rate-based uneconomic portion of NAS projects.[footnoteRef:31]  Columbia also opposes the OCA’s recommendation because “if the OCA’s proposed interest rate of 3% were used, then the existing customers would not be sufficiently compensated, and a subsidy would exist.”[footnoteRef:32]  BI&E M.B., 7. [30:  	BI&E Statement No. 1-R, p. 15; Columbia Statement No. 1, p. 4.
]  [31:  	BI&E Statement No. 1-R, pp. 17-18.
]  [32:  	Columbia Statement No. 1-R, p. 5.
] 


BI&E argues that requiring existing customers to subsidize potential new customers is not in the public interest as it violates the Public Utility Code’s mandate that all rates must be just and reasonable[footnoteRef:33] and non-discriminatory.[footnoteRef:34]  Moreover, according to BI&E, the OCA’s proposed subsidy is not consistent with the current thinking of the Pennsylvania General Assembly as reflected in Senate Bill 738, which was introduced on April 3, 2013, to address distribution system extension and expansion plans to increase natural gas usage in the Commonwealth.[footnoteRef:35]  BI&E contends that when the bill was considered on the Senate floor, concerns were raised about the potential risk to current customers to pay for these main extensions.  Senator Yaw, who sponsored Senate Bill 738, stated: [33:  	66 Pa.C.S. § 1301.
]  [34:  	66 Pa.C.S. § 1304.
]  [35:  	BI&E Ex. 1-R, Sch. 1.
] 

Pennsylvania has always had the policy of pay as you go.  It is the same way for electric utility lines.  If you want to have lines extended, then you have to pay for it.  We have a policy in this State, we do not socialize the cost of those, and it is the same way with gas service.[footnoteRef:36]   [36:  	BI&E Ex. 1-R, Sch. 2, p. 3. 
] 


BI&E M.B., pp. 7-8.

Additionally, according to BI&E, the OCA’s recommended 3% is significantly below the interest level the Commission recently approved in another line extension program.  UGI proposed its Growth Extension Tariff (GET Gas) Pilot Programs to explore ways to economically extend gas service to new customers by allowing certain new customers obtain service without paying a large up front contribution.  With regard to the GET Gas surcharge rates, the parties reached a settlement that utilized a pre-tax weighted average cost of capital equal to 11.92%.[footnoteRef:37]  While the Settlement adopts a “black box” cost of capital without the adoption of any specific methodology for calculating individual capital cost components, BI&E asserts that Columbia’s current weighted average cost of capital of approximately 8% is more in line with what was approved for UGI’s GET Gas program than the OCA’s recommended 3% for Columbia’s Pilot Rider NAS program.  BI&E M.B., p. 8. [37:  	Joint Petition of UGI Utilities, Inc. – Gas Division, UGI Penn Natural Gas, Inc. and UGI Central Penn Gas, Inc. for Approval to Implement Growth Extension Tariff Pilot Programs to Facilitate the Extension of Gas Service to Unserved and Underserved Areas within the Companies’ Service Territories, Docket No. P-2013-2356232, Recommended Decision, pp. 25-29. 
		] 

	
BI&E witness Boyd explained the impact of the subsidy under the OCA’s interest rate recommendation.  A single Pilot Rider NAS customer financing $4,213 at the Company’s proposed interest rate of 7.91% for a 20-year period would require existing customers to provide $109 in revenue to fund that project on the date it was placed in service.[footnoteRef:38]  The same amount over a 20-year period at the OCA’s proposed 3% interest rate would require existing customers to provide $314 in revenue to fund the Pilot Rider NAS project on the date it was placed in service.[footnoteRef:39]  This example illustrates the effect of a single customer financing $4,213; however, the Company’s annual commitment to the Rider NAS program is $1,000,000, which would correspond to 237 new Pilot Rider NAS customers if the same $4,213 is financed.[footnoteRef:40]  As a result, according to BI&E, existing customers would be required to provide revenue to fund the uneconomic share of Pilot Rider NAS projects of $74,418.[footnoteRef:41]  BI&E M.B., p. 9. [38:  	BI&E Statement No. 1-R, pp. 17-18.
]  [39:  	BI&E Statement No. 1-R, pp. 18-19.
]  [40:  	BI&E Statement No. 1-R, p. 19.
]  [41:  	BI&E Statement No. 1-R, p. 19.
] 

  
OCA witness Watkins argues that the revenue required from existing customers is insignificant, highlighting that this $74,418 would increase exiting residential customer rates by only $0.19 per year.[footnoteRef:42]  BI&E disagrees that this cost shifting is inconsequential because, if Pilot Rider NAS is continued beyond the proposed 4-year pilot or if the Company’s dollar commitment is increased, the Pilot Rider NAS program as modified by the OCA has the potential to become a substantial burden to existing customers.[footnoteRef:43]  BI&E M.B., p. 9. [42:  	OCA Statement No. 1-SR, p. 5.
]  [43:  	BI&E Statement No. 1-RJ, p. 10.
] 


In summary, BI&E concludes it is undisputed that existing customers will be required to pay more under the OCA’s 3% interest than the Company’s proposed weighted average cost of capital.[footnoteRef:44]  BI&E claims the OCA focuses the Commission’s attention on the benefit of utility expansion, but ignores the fact that those costs will be shifted to existing customers.  BI&E believes Columbia correctly maintains that there are many benefits to residential customers when they switch to natural gas and further incentives to use Pilot Rider NAS, such as shifting costs to existing customers, should not be necessary.[footnoteRef:45]  Columbia does not believe its main extension rules should be intentionally designed to shift costs to existing customers.[footnoteRef:46]  BI&E agrees and maintains that this subsidy, no matter how small during the pilot phase, must be rejected as it results in unjust and unreasonable rates for Columbia’s existing ratepayers.  BI&E M.B., p. 10. [44:  	BI&E Statement No. 1-R, pp. 18-19; Columbia Statement No. 1-R, p. 9; OCA Statement No. 1, p. 20.
]  [45:  	Columbia Statement No. 1-R, p. 2.
]  [46:  	Columbia Statement No. 1-R, p. 16.
] 


	2.	Economic Model

BI&E submits that Columbia’s Pilot Rider NAS program is not designed to change Columbia’s existing line extension process.[footnoteRef:47]  Pilot Rider NAS is offered as an alternative to help customers pay their required contribution, but the Company’s economic evaluation of line extensions will not be changed under the Company’s proposed program.  However, the OCA has proposed wholesale changes to the Company’s current economic model by reducing the equity cost rate and removing service lines, meters, and regulating equipment costs from the evaluation.  BI&E is of the opinion that Columbia correctly argues it would be impractical to have two different economic evaluations.[footnoteRef:48]  BI&E also contends that having two different economic evaluations for the same service establishes an unreasonable service distinction.  According to BI&E, this is especially true in light of the fact that the OCA’s recommended changes to the Company’s economic model will shift costs from potential new Pilot Rider NAS customers to existing customers.  BI&E M.B., pp. 10-11.      [47:  	Columbia Statement No. 1-R, p. 12.
]  [48:  	Columbia Statement No. 1-R, p. 12.
] 


3.	Cost of Debt as Surrogate for Return on Equity
 
Columbia uses a DCF model to evaluate the expected revenues and costs of line extension projects.[footnoteRef:49]  If the full cost of the extension is not justified by the projected revenues, customers must pay for the uneconomic portion in the form of an up front deposit.  No party disputes that the DCF model is appropriate; however, the OCA proposes to modify the DCF for Pilot Rider NAS projects by using the Company’s cost of debt as a surrogate for the Commission’s approved return on equity in the model.[footnoteRef:50]  BI&E M.B., p. 11. [49:  	OCA Statement No. 1, p. 12.
]  [50:  	OCA Statement No. 1, p. 18.  
] 

 
BI&E believes the OCA’s proposal to reduce the return on equity utilized in the Company’s economic analysis to the cost of debt will significantly change the outcome for the uneconomic and economic pieces of an extension.  BI&E asserts that reducing the equity input in the evaluation will shift some of the uneconomic portion that the new customer is required to pay to the economic portion that is recovered in rate base from existing customers.  In short, it will require existing customers to further subsidize the costs of extensions to individuals who have requested service.[footnoteRef:51]  Columbia agrees that not including the full cost of capital to serve a customer in the economic analysis will reduce or eliminate the recommended deposit for Pilot Rider NAS customers and shift those costs to existing customers.[footnoteRef:52]  BI&E M.B., pp. 11-12. [51:  	BI&E Statement No. 1-R, p. 8.
]  [52:  	Columbia Statement No. 1-R, p. 13. 
] 

    
As discussed above, BI&E contends that requiring existing customers to subsidize potential new customers is not in the public interest as it violates the Public Utility Code’s mandate that all rates must be just and reasonable.[footnoteRef:53]  Additionally, the Public Utility Code  [53:  	66 Pa.C.S. § 1301.
] 

prohibits discrimination in rates[footnoteRef:54] and service.[footnoteRef:55]  Under the OCA proposal, BI&E points out that there will be two different economic evaluations for line extensions that could result in two very different deposit amounts based simply on the potential new customer’s choice for payment.  Columbia provided an example illustrating that under its current economic model a potential customer may owe a $1,500 deposit; however, if the OCA’s recommendation to reduce the cost  [54:  	66 Pa.C.S. § 1304.
]  [55:  	66 Pa.C.S. § 1502.
] 

of equity to the cost of debt is approved, that deposit could drop to $200 over 20 years.[footnoteRef:56]  BI&E contends that the OCA has failed to prove why Pilot Rider NAS customers should have an economic evaluation that is substantially more favorable than non-NAS projects.  BI&E M.B., p. 12. [56:  	Columbia Statement No. 1-R, p. 13. 
] 

 
In summary, BI&E asserts that the OCA has not supported why the full cost of capital to serve a customer should not be reflected in the Company’s economic analysis.  According to BI&E, while there is no standard line extension tariff provision applicable to all natural gas distribution companies, there is uniformity with respect to the party responsible for the uneconomic piece – the prospective customer.[footnoteRef:57]  BI&E concludes that the OCA’s proposal to substantially reduce the amount paid by potential new customers and shift it to existing customers must be rejected.  BI&E M.B., pp. 12-13. [57:  	BI&E Statement No. 1-R, p. 9.] 


To support its proposed removal of the cost of equity from any consideration in the Company’s capital cost portion of the DCF analysis, the OCA relies heavily on the Commission’s regulation for water line extensions, which uses the cost of debt in economic models.  As the OCA notes, the line extension regulation for water companies was revised by the Commission in 1996.  According to BI&E, while the OCA recognizes that this regulation applies to the water industry in Pennsylvania only, the OCA fails to acknowledge that the Commission considered – and rejected – applying this same capital cost alteration to other Pennsylvania regulated utilities, including gas.  BI&E argues that the OCA’s unilateral effort to amend this regulation for Columbia, therefore, is wholly unsupported not only because it understates the cost of capital to the detriment of existing ratepayers, but also because it was specifically considered and rejected by the Commission when the water regulation was revised.  BI&E R.B., p. 8.  

Regulations for line extensions for each of the electric, gas, and water industries in Pennsylvania have independent authority and direction in the Commission’s regulations.  Line extensions for the electric industry are addressed in 52 Pa.Code § 57.19; gas line extensions are addressed in 52 Pa.Code § 59.27; water line extensions are addressed in 52 Pa.Code § 65.21. Each is different, with the water line extension regulation expressly mandating a formula to measure the utility’s investment.  According to BI&E, more pertinent than each industry’s specific regulation, however, is the fact that the Commission specifically refused to impose the same standard on other industries as it had on water. 

According to BI&E, the Commission’s 1996 Water Line Extension Order,[footnoteRef:58] relied on by the OCA, was initiated in 1993 as a Commission rulemaking to provide a public forum to address issues related to utility extensions. In the order, the Commission expressly notes that “the claim of an individual seeking the line extension must be balanced against the right of the public utility to remain financially viable and the right of existing customers to avoid subsidizing uneconomic line extensions for new customers.”[footnoteRef:59] While initially considered as perhaps an industry-wide resolution, the Commission noted that electric and telephone did not experience the same levels of uncertainty and litigation as had water and gas, and further that gas was increasingly an industry for which alternative fuels and electricity were readily available as alternatives, making natural gas “largely a matter of customer choice.”[footnoteRef:60] And while the Commission did state that the water regulation could serve as guidance for other industries, it expressly found that the proposed line extension regulation no longer was necessary “across the board” but instead would be limited to “target the real problem area,” namely the water industry.[footnoteRef:61]  BI&E R.B., p. 9. [58:  Re Line Extensions, Docket No. L-930089, 1996 Pa. PUC Lexis 162 (Order entered October 7, 1996) (1996 Water Line Extension Order).
]  [59:  1996 Water Line Extension Order, at *8 (emphasis added). 
]  [60:  Id., at *10.
]  [61:  Id.
] 


Moreover, in defining the new “debt costs” term in Section 65.1 of the water regulation, BI&E points out that the Commission specifically noted that, “[d]ue to the infrequency of base rate cases for some companies, we have decided to use a company’s current debt cost data” and that “[t]he cost of preferred stock, however, has been specifically excluded since it is a relatively minor component of any utility’s cost of service and would needlessly complicate the economic standard for a line extension.”[footnoteRef:62]  Having filed four base rate cases in the past six years, it hardly holds true today that Columbia’s base rate cases are infrequent, nor has OCA attempted to limit Columbia’s capital cost rate to the cost of debt because preferred stock is either a minor component or needlessly complicates the Company’s economic model, according to BI&E.  Rather, the OCA relies on an order and regulation that both, by their express terms, do not apply to the gas industry and does so for reasons that do not warrant exclusion of the equity cost rate as was decided in 1996 for the water industry.  BI&E R.B., pp. 9-10.  [62:  Id., at * 15.
] 


When approving the parties’ settlement of Columbia’s 2012 base rate case, Commissioner James H. Cawley addressed the proposed resolution of Pilot Rider NAS as follows:
The parties also committed to pursuing further discussions on a means of removing barriers to new service extensions by entering into an informal collaborative with Columbia to attempt to develop a program to extend service to new areas.  As a result, Columbia may file a tariff in the near future for our review that represents a new and creative method that balances the needs and concerns of existing and prospective customers.”[footnoteRef:63] [63:  Pa. Pub. Util. Comm’n v. Columbia Gas of Pennsylvania, Inc., Docket No. R-2012-2321748, Statement of Commissioner James H. Cawley at 2 (emphasis added).] 

  
BI&E contends that the OCA’s reliance on the 1996 Water Line Extension Order is misplaced. BI&E argues that the OCA’s proposed changes to Columbia’s economic model’s use of the capital cost rate fails to balance the needs and concerns of existing customers and should be rejected.  BI&E R.B., p. 10.



	4.	Cost of Service Lines, Meters and Regulating Equipment

The OCA proposes to exclude the capital costs of service lines, meters, and regulating equipment from the DCF model when evaluating NAS projects, and further recommends that Pilot Rider NAS customers not be required to pay for any service line or meter costs.[footnoteRef:64]  Again, according to BI&E, this proposal will require the Company to evaluate Pilot Rider NAS projects differently from all other extension projects and will shift costs from new Pilot Rider NAS customers to existing customers.  BI&E M.B., p. 13. [64:  	OCA Statement No. 1, pp. 13-15, 18.
] 

 
BI&E submits that service lines, meters, and regulating equipment are part of the project costs to extend natural gas service and, as such, belong in the analysis to determine the economic and uneconomic share.[footnoteRef:65]  Section 1501 of the Public Utility Code, as interpreted by the appellate courts, does not require utilities to extend service to all customers in their service territory, but only requires such extensions under reasonable conditions subject to the regulations and orders of the Commission.[footnoteRef:66]  As such, BI&E contends Columbia should not be required to engage in uneconomic expansions.  According to BI&E, the Company correctly states that the “goal of the program is not to engage in uneconomic expansions; therefore, all proper costs of the expansions should be considered.”[footnoteRef:67]  Commission regulations require gas utilities to include a rule in its tariff setting forth the conditions under which facilities will be extended and allow gas utilities to, upon proper cause shown, refuse or condition the acceptance of a particular application of extension of facilities.[footnoteRef:68]  Columbia’s Tariff Rule 8 complies with this regulatory mandate and requires residential applicants to provide a cash deposit equal to the difference between the minimum capital investment required to serve the applicant and the amount of capital the Company can justify investing in the project.[footnoteRef:69]  BI&E contends that the economic analysis for Pilot Rider NAS projects will not be complete if the cost of service lines, meters, and regulator equipment are excluded from the evaluation.  BI&E believes the OCA’s recommendation will significantly understate the investment required from the Pilot Rider NAS customer.  BI&E M.B., pp. 13-14. [65:  	BI&E Statement No. 1-R, p. 11.
]  [66:  	66 Pa.C.S. § 1501; Fayette County Gas Co. v. Pa. Pub. Util. Comm’n, 33 A.2d 761 (Pa. Super. 1943); Popowsky v. Pa. Pub. Util. Comm’n, 589 Pa. 605, 910 A.2d 38 (2006).
]  [67:  	Columbia Statement No. 1-R, p. 7.
]  [68:  	52 Pa.Code § 59.27.
]  [69:  	Supplement 181 to Tariff Gas-Pa. P.U.C. No. 9, Fourth Revised Page No. 8, Tariff Rule 8.2.1.
] 

    
OCA witness Watkins objects to the inclusion of service lines in the economic analysis due to the fact that Columbia has two different service line policies relative to customer location, and the variation of policies in these territories is not clearly delineated in the Columbia DCF model.[footnoteRef:70]  BI&E contends that the OCA’s concern about service line ownership and costs between eastern and western region customers is irrelevant to the Company’s economic analysis.  Moreover, Section 1510 of the Public Utility Code statutorily preserves any such tariffed differences that might have existed as far back as 1984.[footnoteRef:71]  BI&E witness Boyd correctly contends that, regardless of who owns or is responsible for service lines, it is part of the project cost and should be included in the economic analysis.[footnoteRef:72]  Whether service lines are included in the Company’s rate base is an accounting function, but it does not change the fact that service line costs are part of the Company’s costs in reaching new customers and should be considered in economic evaluation of the project.[footnoteRef:73]  Likewise, Columbia contends that this proposed modification to the DCF model is “absurd.”[footnoteRef:74]  Columbia illustrates this absurdity by explaining that, under OCA’s proposal, if a potential Pilot Rider NAS customer requires a 1,000 foot service line those costs would be excluded from the DCF model and would be shifted to existing customers.[footnoteRef:75]  By doing so, the Pilot Rider NAS customer would receive a windfall because those costs would be entirely paid by existing customers.  BI&E M.B., pp. 14-15. [70:  	OCA Statement No. 1, pp. 13-14.
]  [71:  	66 Pa.C.S. § 1510.
]  [72:  	BI&E Statement No. 1-R, p. 12.
]  [73:  	BI&E Statement No. 1-R, p. 12.
]  [74:  	Columbia Statement No. 1-R, p. 13.
]  [75:  	Columbia Statement No. 1-R, pp. 13-14.  
] 

   
Similarly, meters and regulator equipment must be included in the Company’s economic analysis, according to BI&E.  OCA witness Watkins relies upon 52 Pa.Code § 59.17, which states that regulation and measurement equipment shall be installed at the Company’s own expense.[footnoteRef:76]  Although meter costs are the Company’s responsibility, BI&E contends they are still a cost component of the extension project that should be considered in the economic evaluation.[footnoteRef:77]  How those meters are accounted for in rate base is an accounting matter, but there is no doubt that they are costs the Company will incur to expand its infrastructure.[footnoteRef:78]  BI&E believes Columbia witness Evans correctly notes that removing meter and regulation equipment costs from the economic model would improperly understate the cost to serve Pilot Rider NAS customers.[footnoteRef:79]  BI&E M.B., p. 15. [76:  	OCA Statement No. 1, pp. 14-15.
]  [77:  	BI&E Statement No. 1-R, p. 12; Columbia Statement No. 1-R, p. 6.  
]  [78:  	BI&E Statement No. 1-R, p. 12.
]  [79:  	Columbia Statement No. 1-R, p. 6.
] 


BI&E submits that removing service lines, meters, and regulator equipment from the economic model will require the Company to utilize a completely different economic model for Pilot Rider NAS projects than what it currently uses for other line extensions.  According to BI&E, the OCA has not demonstrated why it is appropriate for the Company’s economic evaluation of Pilot Rider NAS projects to be different than its non-Rider NAS projects, and thus interjects a level of discrimination in the service provided by the Company that is unfounded.  Moreover, both BI&E and the Company are concerned that the economic analysis for Pilot Rider NAS projects will not be complete if the cost of service lines, meters and regulator equipment are excluded.  Those costs are part of the expansion project and they must be appropriately reflected.  According to BI&E, Columbia correctly argues that it should not have to engage in uneconomic expansions, and that is exactly what may occur if service lines, meters, and regulator costs are not properly reflected in its economic model.[footnoteRef:80]  BI&E contends that the OCA’s proposal to remove those costs from the analysis does not mean that the costs will not be incurred; it simply means that such costs will be shifted to existing customers.  BI&E M.B., p. 16. [80:  	Columbia Statement No. 1-R, p. 6.
] 


	5.	Additional Reporting Requirements

The OCA proposed that the Company comply with a number of annual reporting requirements during the pilot phase of Pilot Rider NAS.[footnoteRef:81]  The Company modified one of the suggested requirements but agreed to the remaining reporting requirements recommended by OCA.[footnoteRef:82]  BI&E reviewed OCA’s recommendation and agreed that the requested information would be beneficial to adequately evaluate the Pilot Rider NAS program during the pilot phase.[footnoteRef:83]  Therefore, BI&E requests that the OCA’s additional reporting requirements be adopted by the Commission here.  BI&E M.B., pp. 16-17.    [81:  	OCA Statement No. 1, pp. 18-19.
]  [82:  	Columbia Statement No. 1-R, pp. 10-11.
]  [83:  	BI&E Statement No. 1-R, p. 20.] 


III.	DISCUSSION

Pursuant to Section 332(a) of the Public Utility Code, 66 Pa.C.S. § 332(a), Columbia has the burden of proof in this proceeding as to Supplement No. 210.  The burden of proof, also known as the burden of persuasion, means a duty to establish a fact by a preponderance of the evidence.  Se-Ling Hosiery, Inc. v. Margulies, 364 Pa. 45, 70 A.2d 854 (1950).  However, a party that offers a proposal not included in the Applicant’s filing bears the burden of proof for such proposal.  See, e.g., Pa. Pub. Util. Comm’n v. Philadelphia Gas Works, Docket Nos. R-00061931, et al., 2007 Pa. PUC LEXIS 45, at *165-68 (Order Entered Sept. 28, 2007); Pa. Pub. Util. Comm’n v. Metro. Edison Co., Docket Nos. R-00061366, et al., 2007 Pa. PUC LEXIS 5, at *111-12 (Order Entered Jan. 11, 2007).  As the proponent of a Commission order with respect to its proposal, such party bears the burden of proof as to proposals not included in the filing.  

In addition, any finding in this case must be supported by and based upon substantial evidence of record.  Met-Ed Indus. Users Grp. v. Pa. Pub. Util. Comm’n, 960 A.2d 189, 193 n.2 (Pa.Cmwlth. 2008) (citing 2 Pa.C.S. § 704).  Substantial evidence is such relevant evidence as a reasonable mind might accept as adequate to support a conclusion.  Borough of E. McKeesport v. Special/Temporary Civil Serv. Comm’n, 942 A.2d 274, 281 n.9 (Pa.Cmwlth. 2008) (citation omitted).  Substantial evidence must be “more than a scintilla and must do more than create a suspicion of the existence of the fact to be established.”  Kyu Son Yi v. State Bd. of Veterinary Med., 960 A.2d 864, 874 (Pa.Cmwlth. 2008) (citation omitted).

“Every rate made, demanded, or received by any public utility, or by any two or more public utilities jointly, shall be just and reasonable, and in conformity with regulations or orders of the commission.”  66 Pa.C.S. § 1301.  In addition, Section 1304 of the Public Utility Code (“the Code”), 66 Pa.C.S. § 1304, provides in pertinent part as follows:
No public utility shall, as to rates, make or grant any unreasonable preference or advantage to any person, corporation, or municipal corporation or subject any person, corporation or municipal corporation to any unreasonable prejudice or disadvantage.  No public utility shall establish or maintain any unreasonable difference as to rates, either as between localities or as between classes of service…   

Columbia’s Pilot Rider NAS program is designed to provide an alternative to financing line extensions for customers located in unserved and underserved areas who may be unable to secure access to natural gas service due to the up front customer deposit required to extend such service.  The Pilot Rider NAS program proposed by Columbia here does not change the Company’s current line extensions rules.  It simply allows potential new customers to secure gas service for a modest monthly charge over a 20-year period rather than be required to pay the entire cash contribution up front.  Both the OCA and OSBA proposed modifications to the Company’s proposal.  These proposals will be discussed in separate subsections to follow.   

Columbia is proposing Pilot Rider NAS, a 4-year pilot program, as an alternative payment option for customers requesting distribution line extensions in areas that currently do not have Columbia gas distribution facilities.  (Columbia Statement No. 1, pp. 2-3).  The Company originally proposed Pilot Rider NAS in its 2012 base rate proceeding at Docket No. R‑2012-2321748.  As part of the settlement in that proceeding, the parties agreed “to enter into an informal collaborative . . . to attempt to develop a program to extend service to new areas.”  Pa. Pub. Util. Comm’n v. Columbia Gas of Pennsylvania, Inc., Docket Nos. R-2012-2321748, et al., p. 14 (Apr. 24, 2013) (Recommended Decision), adopted (Order Entered May 23, 2013).  Pursuant to the settlement, the collaborative was held.  After that collaborative, Columbia filed the instant proposal.  Columbia M.B., p. 4.

Columbia’s current procedure for extending facilities to new applicants begins with an economic analysis that determines whether the full investment cost of the line extension is cost-justified by the projected revenues.  (Columbia Statement No. 1, p. 2).  If the project is not cost-justified, the applicant or applicants must pay an up front deposit to receive the distribution line extension.  (Columbia Statement No. 1, p. 2).  According to Columbia, the amount of the up front deposit equals the present value amount of investment to extend the facilities that are in excess of the projected future revenues from the new applicant(s) over the next 40 years.  (Columbia Statement No. 1, p. 5).  This economic analysis and determination of the deposit due remains unchanged under Pilot Rider NAS.  (Columbia Statement No. 1, p. 5).  Since the lump-sum up front deposit can often be meaningful, Columbia believes the deposit required can hinder the expansion of natural gas service to unserved and underserved portions of Columbia’s service area.  (Columbia Statement No. 1, p. 3); Columbia M.B., pp. 4-5.

Columbia explains that Pilot Rider NAS aims to expand natural gas service to those areas by serving as an additional option for customers to pay the deposit for the uneconomic portion of a line extension.  Specifically, Supplement No. 210 allows all or a portion of the deposit to be paid through a monthly surcharge over a 20-year period.  (Columbia Statement No. 1, pp. 2-3).  In order to maintain a simple pilot program and control costs, only a 20-year payment term is permitted in calculating the proposed Pilot Rider NAS surcharge amount.  (Columbia Statement No. 1, p. 6; Columbia Statement No. 1-R, p. 14).  However, the Pilot Rider NAS provides that a customer may pay off the principal balance at any time.  (Columbia Statement No. 1-R, p. 14).  The monthly surcharge includes the carrying costs for the 20-year term and contains a principal amount and an interest amount.  (Columbia Statement No. 1, pp. 5-6); Columbia M.B., p. 5. 

Under Pilot Rider NAS, the amount of the surcharge per meter may not exceed $35.00 per month.  (Columbia Statement No. 1, p. 11).  If the amount of the uneconomic portion of the line extension exceeds the principal amount that can be recovered through the Pilot Rider NAS surcharge, the applicant will be required to pay the difference through an up front deposit.  (Columbia Statement No. 1, p. 11).  When a project involves more than one meter, the payment amount will be applied to all of the meters involved over the 20-year term.  (Columbia Statement No. 1, p. 5).[footnoteRef:84]  Also, the monthly surcharge will remain the same for 20 years or until the customer pays off the remaining balance, whichever comes first.  (Columbia Statement No. 1, p. 6).  Pilot Rider NAS would give an applicant the option to pay a fixed amount up to $35.00 per month per meter for up to 20 years rather than having to pay the full deposit up front to receive the line extension.  Columbia M.B., pp. 5-6. [84:  In the case of a project involving multiple residences, the amount of the uneconomic portion that can be recovered through Pilot Rider NAS will increase, as the $35.00 per month cap will apply to each applicant.
] 


If more customers are added to the new Pilot Rider NAS line extensions, they would be charged the same surcharge.  (Columbia Statement No. 1, p. 8).[footnoteRef:85]  Although after the project is completed the surcharge amount would remain the same, the principal amount would be collected over a shorter timeframe than initially projected because more customers would be paying down the balance than anticipated.  (Columbia Statement No. 1, p. 8).  Furthermore, it is proposed that all customers included in a particular Pilot Rider NAS project will receive the surcharge on their bill; however, they do have the option to pay the balance in full with their first bill from Columbia or anytime thereafter.  (Columbia Statement No. 1, p. 8); Columbia M.B., p. 6.   [85:  In the event a commercial or industrial customer connects to the Pilot Rider NAS line extension, they would not be eligible for the Pilot Rider NAS surcharge.  (Columbia Statement No. 1, p. 4).  However, the Pilot Rider NAS customers associated with that project would receive a credit against their Pilot Rider NAS balance for new revenues.  (Columbia Statement No. 1, pp. 4, 8).] 


The customer’s obligation to pay the monthly surcharge begins when the meter is set (Columbia Exhibit EAE-4).  Further, the obligation remains with the meter.  (Columbia Statement No. 1, p. 7).  Therefore, in the event of a change in customer, the new customer is responsible for the monthly tariffed surcharge or may pay off the remaining balance after receiving the surcharge on the bill.  (Columbia Statement No. 1, pp. 7-8).  If that new customer does not want to pay the surcharge or the balance remaining, Columbia will simply not initiate service, and the new customer will have to seek alternative service.  (Columbia Statement No. 1, p. 7).  Columbia believes these provisions increase the likelihood that Columbia will collect the monthly surcharge amounts over the 20-year term.  (Columbia Statement No. 1, p. 7).  However, in the event of nonpayment of the Pilot Rider NAS charge, Columbia will not disconnect natural gas service.  (Columbia Statement No. 1, p. 7).  Instead, Columbia will use its standard collection practices.  (Columbia Statement No. 1, p. 7); Columbia M.B., pp. 6-7.  

For ratemaking purposes, when a customer chooses Pilot Rider NAS to pay for the deposit, the full cost of the line extension funded by Pilot Rider NAS initially would be placed in Columbia’s rate base.  (Columbia Statement No. 1, p. 5).  The surcharge includes a principal amount and an interest amount.  As the monthly surcharges are received, the principal amounts will be applied as a customer advance to reduce the rate base.  (Columbia Statement No. 1, p. 5).  The interest amount will be credited to the Company’s cost of service to compensate all of the existing customers for the carrying costs.  (Columbia Statement No. 1, pp. 5-6).  The interest rate used in calculating the monthly surcharge is set at Columbia’s weighted average cost of capital in its most recent base rate proceeding.[footnoteRef:86]  (Columbia Statement No. 1, p. 6).  Doing so will compensate existing customers for the carrying costs of the Pilot Rider NAS line extensions in rate base, thereby avoiding cost shifting from an inadequate interest rate.  (Columbia Statement No. 1-R, p. 5).  If a Pilot Rider NAS project has an unpaid balance at the end of the 20-year period, that amount remains in Columbia’s rate base.  (Columbia Statement No. 1, p. 9);[footnoteRef:87] Columbia M.B., p. 7. [86:  Columbia currently has a base rate proceeding requesting a rate increase before the Commission at Docket No. R‑2014-2406274.  I am the presiding officer in that case as well.  On April 23, 2014, the Commission issued an Order suspending Columbia’s Supplement No. 211 until December 20, 2014, unless otherwise directed by Order of the Commission.  A hearing was held on August 4, 2014.  Columbia advised me on August 6, 2014 that a settlement has been achieved and that the settlement parties intend to file a joint petition for settlement by September 5, 2014.  
]  [87:  The only reason for an unpaid balance would be nonpayment during the 20-year term, such as if the meter were inactive for a period of time or the customer defaults on the payments.  (Columbia Statement No. 1, p. 9).
] 


As proposed by Columbia, the Pilot Rider NAS program would be available to all residential customers and bona fide developers of residential properties in its service territory that seek natural gas service.  (Columbia Statement No. 1, p. 4).  Certain qualifications exist for a developer of residential properties to be considered a “bona fide developer” under the Pilot Rider NAS program.  (Columbia Statement No. 1, p. 4).  The developer must be building in an area where Columbia currently does not provide service and it must be building or developing a large aggregation of residential entities that ask to obtain natural gas service.  (Columbia Statement No. 1, p. 4).  Columbia will consider the following regarding developers requesting Pilot Rider NAS:  (1) the number of potential customers; (2) the density of the area seeking service; (3) the potential usage; and (4) the cost of extending or expanding service.  (Columbia Statement No. 1, p. 4).  Commercial buildings, however, would be excluded from the program.  (Columbia Statement No. 1, p. 4);[footnoteRef:88] Columbia M.B., pp. 7-8. [88:  Columbia witness Erich A. Evans has explained what would happen if a project is a combination of residential and commercial buildings.  (Columbia Statement No. 1, p. 4).  Specifically, “The commercial buildings would be excluded.  In this situation, if a deposit is due for the project the deposit would be split between the residential homes and the commercial buildings.  The residential homes would be able to use Pilot Rider NAS, and the commercial buildings would need to pay their share of the deposit up front.”  (Columbia Statement No. 1, p. 4).] 


Finally, for each calendar year of the pilot, Columbia is setting a maximum of $1 million of excess amounts that can qualify for Pilot Rider NAS.  (Columbia Statement No. 1, p. 10).  According to Columbia, this enables the Company to balance the extension of new facilities with its other obligations, such as providing safe and reliable service and continuing its main replacement program as scheduled.  (Columbia Statement No. 1, p. 10).  The limit of $1 million was determined by reviewing customer deposits for the last five years.  (Columbia Statement No. 1, pp. 10-11).  Each year, the sum of those deposits averaged approximately $300,000.  (Columbia Statement No. 1, p. 11).  Columbia opines that, if the future Pilot Rider NAS line extensions are similar to Columbia’s other line extension projects for the past five years, Columbia will have more than three times the number of line extension projects compared to each of the past five years.  (Columbia Statement No. 1, p. 11); Columbia M.B., p. 8.	

A.       Lowering Interest Rate to 3% for Customer’s Contribution Financed

The undersigned Administrative Law Judge agrees with the position of Columbia and BI&E regarding the OCA’s proposal to lower the interest rate to 3.0% for purposes of calculating the monthly surcharge.  Since rate base will earn a return at the weighted cost of capital, Columbia proposes that the Pilot Rider NAS interest be set at the same weighted cost of capital.[footnoteRef:89]  (Columbia Statement No. 1, p. 6; Columbia Statement No. 1-R, p. 5).  In this way, Pilot Rider NAS will sufficiently compensate existing customers for the carrying costs of the line extension.  (Columbia Statement No. 1-R, p. 5). [89:  To be clear, each new Pilot Rider NAS project will receive an interest rate calculated at the weighted cost of capital from Columbia’s most recent litigated base rate proceeding.  If the most recent proceeding was settled, the equity return rate to be included in the weighted cost of capital will be the rate set by the Commission for Distribution System Improvement Charge (“DSIC”) purposes.  (Columbia Statement No. 1, p. 6).  The rate will remain fixed for the term of each project.] 


While lowering the interest rate to 3% and shifting costs to existing customers may make the Pilot Rider NAS program more attractive to new customers, the pilot should test whether the program can be successful without such subsidization by existing customers.  It would be unreasonable, contrary to cost-causation principles, and unnecessarily burdensome to make existing customers subsidize line extensions to new customers.  Columbia M.B., p. 18.

The OCA argues that its proposed 3.0% interest rate is justified because home equity loans are in the range of 3.5% to 4.5%.  The OCA contends that applicants will be hesitant to use Pilot Rider NAS at an interest rate greater than 3.0% because they could finance the up front deposit with a lower interest rate.  (OCA Statement No. 1, pp. 15-16).  Specifically, Mr. Watkins alleges that “[g]iven that many, if not most, homeowners could finance the up front contribution with a home equity loan with an effective interest rate of somewhere around 3%, it would make little sense to finance the same amount at approximately 8%.”  (OCA Statement No. 1, p. 16).  He also believes that “most homeowners are savvy enough” to determine the difference between the Pilot Rider NAS interest rate and a home equity loan interest rate, resulting in limited customer participation.  (OCA Statement No. 1, p. 16).  

While Columbia does not deny that some customers do in fact finance uneconomic portions of line extensions with home equity loans, it is unfair to compare Pilot Rider NAS to a secured bank loan because Columbia is not a bank and Pilot Rider NAS is not a loan.  (Columbia Statement No. 1-R, p. 8).  Home equity loans involve credit checks, collateral, and a home appraisal, among other things, to which a Pilot Rider NAS applicant would not be subjected.  (Columbia Statement No. 1-R, p. 8).  It is inappropriate to compare an unsecured Pilot Rider NAS surcharge to a home equity loan.  Columbia M.B., pp. 14-15.  

With regard to subsidization by existing ratepayers, Columbia is correct.  The magnitude of the subsidy for each of Columbia’s over 400,000 customers should not be determinative of whether any subsidy should be provided in the pilot.  One of the purposes of the pilot should be to test whether a surcharge mechanism, which does not require shifting costs to existing customers, will encourage more applicants to request service extensions.  (Columbia Statement No. 1, p. 3).  The OCA should not presume that Pilot Rider NAS will be unsuccessful without a subsidy from current customers.  Columbia M.B., p. 15.

The OCA’s support for a reduced interest rate on the basis that the subsidy will be small also understates the potential consequences of the OCA’s proposal.  To begin, Pilot Rider NAS is a pilot program that can set a precedent for any future expansion of Pilot Rider NAS for Columbia, or for other NGDCs that might adopt a similar program.  If the “test” of Pilot Rider NAS using an insufficiently compensatory interest rate is used to justify an expanded program in the future, the magnitude of the subsidy per existing customer could grow exponentially.  Moreover, commercial and industrial customers are not able to participate in Pilot Rider NAS.  However, a future program could be implemented based on Pilot Rider NAS that includes those customers.  Any future expansion of Pilot Rider NAS to these customers with potentially greater capital investments would further grow a subsidy.  The OCA’s proposed interest rate that results in subsidization by existing customers should not be tested in the Pilot Rider NAS.  Columbia M.B., pp. 15-16.

The OCA alleges that cost shifting in Pilot Rider NAS is appropriate because some main extension projects will have net positive values that will reduce the cost to serve existing customers.  (OCA Statement No. 1, pp. 20-21; OCA Statement No. 1-SR, p. 4).  No  Pilot Rider NAS project will provide a positive net present value (“NPV”).  Pilot Rider NAS will only be used as an alternative to paying deposits for uneconomic extensions.  Furthermore, as Columbia witness Mr. Evans explains in his rebuttal testimony, the fact that occasionally main extensions produce a positive NPV is not a basis to establish main extension rules that intentionally are designed to shift costs to existing customers.  (Columbia Statement No. 1-R, p. 16).  No assurance exists that future projects will have a positive NPV.  (Columbia Statement No. 1-R, p. 16).  Additionally, as OCA witness Mr. Watkins observed, existing customers have paid for much of the existing backbone plant that is needed to serve the new customers.  (Columbia Statement No. 1-R, p. 16).  Pilot Rider NAS projects will provide no contribution toward that existing backbone plant.  Therefore, any positive income effect from other main extension projects helps spread the cost of remaining recovery among a broader customer base.  (Columbia Statement No. 1-R, p. 16).  This occasional contribution toward recovery of existing fixed costs should not be used as a basis for requiring a subsidy of Pilot Rider NAS projects.  Consequently, the OCA’s argument citing positive NPV from some main extension projects is without merit.  Columbia M.B., pp. 16-17.

The OCA contends that the broader costs and benefits of expanding natural gas service should be considered.  (OCA Statement No. 1, pp. 5-6).  In support, Mr. Watkins states that “[i]n the last several years,” he “ha[s] been involved in numerous cases in which broader costs and benefits have also been considered,” citing five instances in New Jersey, Arizona, Virginia, and Delaware.  (OCA Statement No. 1, pp. 5-6).  Pennsylvania gas utilities should neither be forced to engage in uneconomic expansions that shift costs to existing customers nor abandon historic practices that require applicants to pay the cost to extend facilities.  (Columbia Statement No. 1-R, p. 3).  Such an approach contradicts the manner in which Pennsylvania NGDCs have conducted line extensions for decades.  Columbia M.B., p. 17.

Pilot Rider NAS customers will pay the same return that they will pay in utility rates on the utility investment.  The interest is then provided as a credit in rate cases to compensate existing customers for the uneconomic share of the investment.  (Columbia M.B., p. 13).  Under the traditional economic model used to determine customer contributions, which Mr. Watkins admitted is “appropriate” and “an industry standard” (Tr. 31), Columbia accounts for the necessary return on the capital investment to determine whether the line extension is an economic investment or not.  (OCA Statement No. 1, p. 12).  To do so, Columbia uses the weighted average cost of capital.  (OCA Statement No. 1, p. 12).  Therefore, setting the interest rate at the weighted average cost of capital is appropriate and not excessive because it equals the return customers would have paid in rates for an economic plant investment.  Columbia R.B., p. 9. 

B.	Economic Model

Columbia’s Pilot Rider NAS program is not designed to change Columbia’s existing line extension process.[footnoteRef:90]  Pilot Rider NAS is offered as an alternative to help customers pay their required contribution, but the Company’s economic evaluation of line extensions will not be changed under the Company’s proposed program.  However, the OCA has proposed wholesale changes to the Company’s current economic model by reducing the equity cost rate and removing service lines, meters, and regulating equipment costs from the economic evaluation.  It would be impractical to have two different economic evaluations for Pilot Rider NAS customers and customers who elect to pay an up front deposit to extend service.[footnoteRef:91]  Having two different economic evaluations for the same service establishes an unreasonable service distinction.  This is especially true in light of the fact that the OCA’s recommended changes to the Company’s economic model will shift costs from potential new Pilot Rider NAS customers to existing customers.  BI&E M.B., pp. 10-11.      [90:  	Columbia Statement No. 1-R, p. 12.
]  [91:  	Columbia Statement No. 1-R, p. 12.] 


This proceeding is not the appropriate venue for evaluating substantive changes to the Company’s economic evaluation.   Economic models related to customer contributions involve a variety of debatable assumptions, some of which may be relatively favorable to protecting existing customers and some of which may be favorable to new customers.  OSBA M.B., p. 11.  This is not the appropriate forum for a major review of Commission policy on customer contributions.  While there may be merit in such a review, the issue is important enough to warrant a generic proceeding.  The undersigned Administrative Law Judge concludes and recommends that the OCA’s proposed modifications to Columbia’s economic model (replace the cost of equity in the model with cost of debt; and remove investment of service lines, meters, and regulatory equipment from the model) be rejected.  (OCA Statement No. 1, pp. 13‑16, 18).  

1.        Cost of Debt as Surrogate for Return on Equity

The OCA’s first proposed change to the DCF model would replace the cost of equity for Pilot Rider NAS projects with the Company’s weighted cost of long-term and short-term debt.  (OCA Statement No. 1, p. 18).  Using the cost of debt instead of the equity return is unreasonable because it will understate the capital cost of a main extension and thereby overstate the justified investment.  Pilot Rider NAS line extensions are capital investments.  Therefore, the return on those capital investments should be reflected in the model accordingly by using a weighted cost of capital that includes equity return and the weighted cost of debt, rather than just a debt cost rate.  Columbia M.B., pp. 20-21.

Using two different economic models, one of which produces a lower required deposit, would shift costs to existing customers.  Columbia witness Evans notes in his rebuttal testimony that “using Columbia’s cost of debt in place of its cost of capital . . . would have the effect of lowering the deposit due from customers without any increase in revenue to compensate.”  (Columbia Statement No. 1-R, p. 15).  Costs will be shifted to existing customers if the deposit amount does not properly reflect the Company’s capital investment in the Pilot Rider NAS line extensions.  The OCA admits that by requiring the cost of debt to be used in place of the cost of equity for Pilot Rider NAS, costs would be shifted to existing customers.  (OCA Statement No. 1, p. 20).  Establishing a separate economic model for Pilot Rider NAS that replaces the equity return component with the weighted cost of debt is unreasonable because it shifts costs to existing customers in a pilot program without first establishing that doing so is necessary to achieve the goals of the program.  Columbia M.B., p. 21.

The cost of equity is properly used within Columbia DCF model because Pilot Rider NAS line extensions are capital investments.  To ensure that the Company obtains a proper return on its investment, the model should continue to use the cost of equity.  Requiring the Company to do otherwise would force it to engage in uneconomic expansions of its facilities.  Columbia would invest its capital in line extensions without accurately projecting the return it should receive on that investment.  The result would be to understate the costs of the project.  By replacing the equity return component with the weighted cost of debt, the OCA’s proposal disrupts the balance of the DCF model for Pilot Rider NAS line extensions.  This results in the shifting of costs to existing customers.  Columbia’s DCF model should accordingly reflect the Company’s approved equity return, not the weighted cost of debt.  Thus, the undersigned Administrative Law Judge recommends that the OCA’s proposal to use the weighted cost of debt in the economic model should be rejected.  Columbia M.B., pp. 21-22.

2.	Cost of Service Lines, Meters and Regulating Equipment

The OCA proposes to remove the costs of service lines, meters, and regulating equipment from Columbia’s DCF model for Pilot Rider NAS projects.  (OCA Statement No. 1, pp. 13-16, 18).  The undersigned Administrative Law Judge concludes and recommends that this proposed modification should be rejected.  

The OCA’s proposal would shift, on a dollar for dollar basis, the cost of service lines, meter, and regulating equipment from Pilot Rider NAS applicants to existing customers.  Such proposed shift is without limitation of any degree.  For example, the OCA proposes that “[f]or any NAS project, the projected capital costs of all service lines . . . shall be excluded from the DCF model.”  (OCA Statement No. 1, p. 18).  Excluding the capital costs of all service lines could lead to extreme results.  Mr. Evans has provided the following example:  “[I]f service to a new customer requires the installation of a 1,000 foot service line on the applicant’s property, Mr. Watkins would want Columbia to exclude the costs of that service line from the DCF model.”  (Columbia Statement No. 1-R, p. 13).  (Columbia Statement No. 1-R, pp. 13-14); Columbia M.B., p. 22.

Similarly, excluding the costs of the meter and regulating equipment would shift those costs to existing customers.  Mr. Watkins admitted that the meter and regulating equipment are necessary to extend and provide service to a new customer.  (Tr. 27).  As explained by Mr. Evans in his rebuttal testimony, “The costs of the meter and regulation equipment are properly included in Columbia’s economic model because they are costs the Company will incur to expand its service infrastructure.”  (Columbia Statement No. 1-R, p. 6); Columbia M.B., pp. 22-23.  

An accurate economic model for line extensions properly reflects all of the costs required to extend and provide service to new customers.  Service lines, meters, and regulating equipment are necessary to extend and provide service to a new customer.  Therefore, costs of the service line, meters, and regulating equipment are and should continue to be properly reflected in Columbia’s economic model.  Columbia M.B., p. 23.

The OCA contends, with respect to meter and regulating equipment investment, that Columbia’s DCF model does not comport with the Commission’s regulations.  (OCA Statement No. 1, pp. 14-15).  OCA cites 52 Pa.Code § 59.17(a), which states that “a public utility shall provide and install at its own expense and shall continue to own, maintain and operate equipment necessary for the regulation and measurement of gas furnished to its customers.”  (OCA Statement No. 1, pp. 14-15).  However, contrary to the assertions of the OCA, Columbia’s DCF model comports with the Commission’s regulations.  Section 59.17(a) is intended to prevent situations where customers install and own meters.  It is not intended to prohibit utilities from accounting for the cost of meters and regulating equipment in their economic analysis for line extensions.  As observed by Mr. Evans in his rebuttal testimony, “Removal of the meter and regulation equipment cost from the model would understate the cost to serve the customer.”  (Columbia Statement No. 1-R, p. 6).  Since Columbia’s rates include the cost of meters and regulating equipment, “[r]emoving those costs would cause that equation to become unbalanced” and should only be done “if the goal is to have existing customers subsidize new customers.”  (Columbia Statement No. 1-R, pp. 6-7).  Shifting costs of new customers’ line extensions to existing customers is inequitable and inappropriate for a pilot.  It forces existing customers to subsidize extending service to new customers while enabling those new customers to obtain substantial savings from receiving natural gas service.  Columbia M.B., pp. 23-24.

Section 1501 of the Public Utility Code, 66 Pa.C.S. § 1501, does not require utilities to extend service to all customers in their service territory, but only requires such extensions under reasonable conditions subject to the regulations and orders of the Commission.[footnoteRef:92]  Columbia should not be required to engage in uneconomic expansions.  The Company correctly states that the “goal of the program is not to engage in uneconomic expansions; therefore, all proper costs of the expansions should be considered.”[footnoteRef:93]  Commission regulations require gas utilities to include a rule in its tariff setting forth the conditions under which facilities will be extended and allow gas utilities to, upon proper cause  [92:  	66 Pa.C.S. § 1501; Fayette County Gas Co. v. Pa. Pub. Util. Comm’n, 33 A.2d 761 (Pa. Super. 1943); Popowsky v. Pa. Pub. Util. Comm’n, 589 Pa. 605, 910 A.2d 38 (2006).
]  [93:  	Columbia Statement No. 1-R, p. 7.
] 

shown, refuse or condition the acceptance of a particular application of extension of facilities.[footnoteRef:94]  Columbia’s Tariff Rule 8 complies with this regulatory mandate and requires residential applicants to provide a cash deposit equal to difference between the minimum capital investment required to serve the applicant and the amount of capital the Company can justify investing in the project.[footnoteRef:95]  The economic analysis for Pilot Rider NAS projects will not be complete if the cost of service lines, meters, and regulator equipment are excluded from the evaluation.  The OCA’s proposal will significantly understate the investment required from the Pilot Rider NAS customer.  BI&E M.B., pp.13-14. [94:  	52 Pa.Code § 59.27.
]  [95:  	Supplement 181 to Tariff Gas-Pa. P.U.C. No. 9, Fourth Revised Page No. 8, Tariff Rule 8.2.1.] 


In addition, the OCA’s proposal fails to account for the fact that Columbia’s customer charge, which covers these costs, is sufficient on its own to justify a meter and average service line without a customer contribution.  (Columbia Statement No. 1-R, p. 7).  For instance, the Company’s current customer charge is $16.75 and produces an NPV over 40 years of $2,018.  (Columbia Statement No. 1-R, p. 7).  In 2013, the average cost of a residential service line was $1,689.  (Columbia Exhibit EAE-2).  Using the OCA’s example that a residential meter and regulating equipment cost $200, the total cost of an average residential service line, meter, and regulating equipment is $1,889.  (OCA Statement No. 1, p. 15; Columbia Statement No. 1-R, p. 7).  As a result, the NPV over 40 years of the customer charge ($2,018) exceeds the cost of the service line, meter, and regulating equipment ($1,889).  The Company’s customer charge alone justifies the investment in the service line, meter, and regulating equipment.  (Columbia Statement No. 1-R, p. 7).  Thus, Columbia’s DCF model covers those costs without charging the customer and complies with 52 Pa.Code § 59.17(a) and 66 Pa.C.S. § 1501.  (Columbia Statement No. 1-R, p. 7); Columbia M.B., p. 24.

C.	Additional Reporting Requirements

In his Direct Testimony, OCA witness Watkins noted that Columbia did not propose any reporting requirements relating to the Pilot Rider NAS program.  (See OCA 
Statement No. 1, p. 17).  Mr. Watkins recommended that Columbia be required to report annually to the Commission, the OCA and BI&E the following:

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

b. total distance of NAS main installed;

c. number of customers connected by project and number of subsequent connections to NAS extensions;

d. NAS revenues received by principal and interest;

e. annual NAS participant average use per customer (by residential and commercial sectors if applicable);

f. average NAS participant investment cost per customer (by residential and commercial sectors if applicable); 

g. the number of customers along NAS extensions who have not yet connected and, to the extent available, why;

h. direct program expenses;

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

j. the number of applicants turned down for insufficient credit.

(See OCA Statement No. 1, pp. 18-19).  In her Rebuttal Testimony, BI&E witness Boyd supported OCA witness Watkins’ recommended reporting requirements.  (BI&E Statement No. 1-R, p. 20); OCA M.B., p. 23.  

In his Rebuttal Testimony, Columbia witness Evans stated that the Company agrees with OCA witness Watkins’ recommended annual reporting requirements except for the following requirement:
g. the number of customers along NAS extensions who have not yet connected and, to the extent available, why?

(Columbia Statement No. 1-R, p. 10).  Mr. Evans testified that in order for Columbia to provide this information, the Company would have to survey each potential customer along the proposed extension and determine why the potential customers were not connecting to the extension, which “would pose additional cost and effort for little reason.”  Id. at 11.  Also, Mr. Evans testified that it could be difficult to determine who the potential customers along an extension are.  Id.  As a replacement for this requested information, Mr. Evans stated that Columbia would agree to identify the number of projects evaluated for Pilot Rider NAS service that did not elect to go forward under Pilot Rider NAS.  Id; OCA M.B., pp. 23-24.  

		The undersigned Administrative Law Judge agrees with Columbia and recommends that all of the additional information requirements requested by the OCA (which Columbia agreed to provide) prior to the submission of its Main Brief, with the exception of the requirement to provide “the number of customers along NAS extensions who have not yet connected and to the extent available, why” should be provided because the information requested will aid the parties and the Commission in evaluating the success of the Pilot Rider NAS program and in identifying issues that may arise.  Additionally, since Columbia agreed it would identify the number of projects evaluated for Pilot Rider NAS service that did not elect to go forward under Pilot Rider NAS and provide that information, it is recommended that the Commission order Columbia to provide this information as well.      

The OCA submits that it would be reasonable for Columbia to contact all structure owners with mailing or delivery addresses along a potential Pilot Rider NAS extension route to determine if they will connect to natural gas service if the extension is completed.  If structure owners do not accept natural gas service from the extension, Columbia should follow up with the owners to determine the reasons therefor.[footnoteRef:96]  The OCA submits that such information is crucial to evaluating the Pilot Rider NAS pilot program and its attractiveness to potential customers.  OCA M.B., p. 24.   [96:  In its Reply Brief, Columbia argues the OCA’s proposal that Columbia contact every structure owner with a mailing or delivery address along the potential Pilot Rider NAS extension to determine whether each owner will connect to the new line extension, and then “follow-up” with those structure owners if they do not accept service should be rejected.  Columbia notes that it was not proposed in OCA’s testimony or at hearing.  Waiting until its Main Brief to propose such a requirement is improper, according to Columbia.  See, e.g., Pa. Pub. Util. Comm’n v. Pa. Power and Light Co., Docket Nos. R-822169, et al., 55 P.U.R. 4th 185, 57 Pa. PUC 559, 596-97 (Order Entered Aug. 19, 1983) (“Merits aside, it is highly inappropriate for a party to propose a completely new adjustment for the first time in its brief . . . Trial staff made no attempt to develop this issue during the course of this case, nor did they present testimony in support of such an adjustment.”); Enron Capital & Trade Res. Corp. v. Peoples Natural Gas Co., Docket No. R-00973928C0001, 1997 Pa. PUC LEXIS 178, at *10-11 (Nov. 13, 1997) (Recommended Decision) (“Enron cannot be permitted to introduce an argument at the briefing stage which it did not introduce in the evidentiary phase of this proceeding . . . Imposing [the alternative proposal] without the other parties having notice and an opportunity to be heard would violate their due process rights.”), affirmed, 1998 Pa. PUC LEXIS 199 (Order Entered Aug. 24, 1998).  Columbia argues the OCA deprived the Company of the opportunity to develop testimony and to cross-examine OCA’s witness on this proposal.  Moreover, OCA fails to detail what costs would be involved with contacting all of these customers or whether contacts would be in-person, by repeated mailing, or by telephone calls.  If the latter, OCA does not discuss whether this proposal violates “Do-Not-Call.”  See 73 P.S. § 2245.2.  Columbia R.B., pp. 15-16.
 ] 


The undersigned Administrative Law Judge concludes that the OCA’s proposal, made for the first time in its Main Brief, that Columbia contact every structure owner with a mailing or delivery address along the potential Pilot Rider NAS extension to determine whether each owner will connect to the new line extension, and then “follow-up” with those structure owners if they do not accept service should be rejected.  Columbia notes that it was not proposed in the OCA’s testimony or at hearing.  Waiting until its Main Brief to propose such a requirement is improper.  Moreover, the OCA fails to detail what costs would be involved with contacting all of these customers or whether contacts would be in-person, by repeated mailing, or by telephone calls.  If the latter, the OCA does not discuss whether this proposal violates “Do-Not-Call.”  See 73 P.S. § 2245.2.  

The OSBA also requested additional reporting requirements.  The OSBA contends that, while it is theoretically possible that the issues related to inter-class cross-subsidization can be addressed in a base rate proceeding, they can only be so addressed if the Company (a) is capable of tracking the information needed, and (b) is either willing or required to track the information needed to do so.  OSBA M.B., p. 9.  

The OSBA’s witness, Mr. Knecht, proposed a list of tracking requirements, based upon Mr. Watkins’ model, which included:
a. Investment per project by rate class, including the 	economic model results and surcharge calculation 	details;

b. Total distance and cost of NAS project mains and 	service lines installed, by pipe diameter;

c. Number of customers originally and subsequently 	connected, by rate class;

d. Annual load by rate class, segregated between 	customers initially and subsequently connected;

e. Base rate and Rider NAS revenues received by 	NAS project by rate class, with Rider NAS 	revenues segregated between “principal” and 	“interest;”

f. Number of customers along NAS extensions who 	have not yet connected, by rate class, and, to the 	extent available, an explanation for non-conversion;

g.  Direct program expenses;

h. Data on collections, including efforts for unpaid 	surcharge amounts; and,

i. Number of applicants turned down for insufficient 			credit.

(OSBA Statement No. 3, pp. 6-7); OSBA M.B., pp. 9-10.

Columbia argues that the OSBA’s suggested reporting requirements, listed above, are premature and unnecessary.  According to Columbia witness Evans, “[t]his proceeding is not where base rate decisions should be made.”  (Columbia Statement No. 1-SR, p. 3).  Further, the Company maintains that it would be inappropriate to exclusively assign costs to residential customers when all customers could benefit from Pilot Rider NAS mains and when all customers receive the benefit of crediting the interest paid by Pilot Rider NAS customers to the cost of service.  (Columbia Statement No. 1-SR, p. 4).  Moreover, the Company has agreed to several of OCA’s proposed reporting requirements, including the annual reporting of “investment per project” and the “direct program expenses” of Pilot Rider NAS.  (Columbia Statement No. 1-SR, p. 4).[footnoteRef:97]   [97:  Columbia notes that OSBA’s reporting requirement in letter (f) is similar to OCA’s reporting requirement in letter (g).  OSBA M.B., p. 10; OCA M.B., p. 23.  For the reasons explained in Columbia’s Main Brief (Columbia M.B., pp. 24-25) and in Section III.D therein, Columbia opposes such a reporting requirement because it is overly vague and subjective, would impose additional costs for no reason, and would create administrative issues.  However, Columbia has offered a replacement for letter (g), under which Columbia would identify the number of projects evaluated for Pilot Rider NAS that ultimately do not elect Pilot Rider NAS.  Columbia M.B., p. 25.] 


The undersigned Administrative Law Judge agrees with the OSBA that all of the tracking information requested by the OSBA above should be collected and provided to the parties, with the exception of the following: 
(f)	Number of customers along NAS extensions who 			have not yet connected, by rate class, and, to the 			extent available, an explanation for non-conversion.

Requirement (f) is rejected because it is overly vague and subjective, would impose additional costs for no reason, and would create administrative issues.  The other information requested by the OSBA will assist parties who may wish to challenge cross-subsidization in a future base rate proceeding.  

D.	Treatment of Residential Developers

As proposed by Columbia, the Pilot Rider NAS program would be available to all residential customers and bona fide developers of residential properties in its service territory that seek natural gas service.  (Columbia Statement No. 1, p. 4).  Certain qualifications exist for a developer of residential properties to be considered a “bona fide developer” under the Pilot Rider NAS program.  (Columbia Statement No. 1, p. 4).  The developer must be building in an area where Columbia currently does not provide service and it must be building or developing a large aggregation of residential entities that ask to obtain natural gas service.  (Columbia Statement No. 1, p. 4).  Columbia will consider the following regarding developers requesting Pilot Rider NAS:  (1) the number of potential customers; (2) the density of the area seeking service; (3) the potential usage; and (4) the cost of extending or expanding service.  (Columbia Statement No. 1, p. 4).  Commercial buildings, however, would be excluded from the program.  (Columbia Statement No. 1, p. 4);[footnoteRef:98] Columbia M.B., pp. 7-8. [98:  Columbia witness Erich A. Evans has explained what would happen if a project is a combination of residential and commercial buildings.  (Columbia Statement No. 1, p. 4).  Specifically, “The commercial buildings would be excluded.  In this situation, if a deposit is due for the project the deposit would be split between the residential homes and the commercial buildings.  The residential homes would be able to use Pilot Rider NAS, and the commercial buildings would need to pay their share of the deposit up front.”  (Columbia Statement No. 1, p. 4).] 


In his Direct Testimony, OCA witness Watkins testified that he is concerned about the proposed availability of Pilot Rider NAS to residential developers.  Specifically, Mr. Watkins testified as follows:
	As I understand Columbia’s proposal, Columbia would change its current policy of requiring contributions from developers, and instead install new mains in developments at no cost to the developer and when new homes are built and occupied, the new homeowner will then be required to either pay their proportionate share of an up front cash contribution or finance this amount over 20 years.  While there is no doubt that the homes built in these new developments will have natural gas heating equipment and appliances installed, the new homeowners will obviously need to subscribe to Columbia as its NGDC provider.  I am extremely concerned that these potential new homeowners will have no idea that they will be obligated to pay Columbia an up front cash contribution or finance this amount for 20 years until after they have purchased their new home and moved in.  Clearly, it is much easier and more economical for each new homeowner to simply roll the contribution requirement into the cost of the new home.  As such, while there may be other innovative ideas or plans to help developers, I do not believe the Company’s plan is appropriate for new developments.  

(OCA Statement No. 1, pp. 16-17) (Footnote omitted).  As such, Mr. Watkins recommended that the Pilot Rider NAS program not be available to residential developers and instead, be applicable only to homeowners.  (OCA Statement No. 1, p. 19); OCA M.B. pp. 25-26.  

In his Rebuttal Testimony, Columbia witness Evans testified that residential developers pass along any up front costs for extensions and carrying costs to homeowners in the costs charged for the homes or lots in the developments, but some developers avoid natural gas due to the up front cost.  (Columbia Statement No. 1-R, p. 10).  Additionally, Mr. Evans testified that residential developers can bring natural gas service to a large number of new customers, which would achieve one of the purposes of the pilot program to expand natural gas service in the Commonwealth.  Id.; OCA M.B., p. 26.  

The OCA submits that there is no evidence to support Columbia’s position that developers avoid natural gas due to the up front costs of extensions.  Mr. Watkins testified that Columbia had provided the economic analyses and underlying information for a random sampling of the 2013 requests to Columbia for main extension economic analyses.  (Tr. 34-35).  Mr. Watkins testified that he determined that there were two requests for economic analyses by developers in the sampling provided by Columbia.  (Tr. 35).  Of these two requests for economic analyses by developers in 2013, Mr. Watkins testified that both requests were economic or, in other words, that neither analyses resulted in an up front deposit.  (Tr. 36); OCA M.B., p. 26.  

Of additional concern to the OCA, Columbia witness Evans testified that Columbia’s Pilot Rider NAS program does not require bona fide developers to notify homebuyers that they will be responsible for the Pilot Rider NAS surcharge, yet homebuyers must consent to payment of the surcharge when they call Columbia to turn on natural gas service before the Company will do so.  (Tr. 17).  The OCA asserts Mr. Evans agreed that homebuyers may not have any knowledge of the Pilot Rider NAS surcharge until they call Columbia to turn on natural gas service.  (Tr. 17-18).  By the time the homeowner requests natural gas service, the OCA submits that the opportunity to borrow the amount needed to pay the CIAC up front with a primary mortgage is missed.  OCA M.B., pp. 26-27.  
The OCA submits that not only has Columbia failed to provide any evidence of a need by residential developers for an alternative funding mechanism for natural gas extensions, but allowing residential developers to use Pilot Rider NAS would likely lead to other complications in the access to service by new customers.  The OCA argues that, with appropriate notice, homebuyers might have rolled their portion of the Pilot Rider NAS costs into their mortgages, or they may have determined to purchase another home or lot outside of the development.  Should a need for an alternative extension program for developers be determined, the OCA submits that Columbia should design a program specifically for developers.  Based on the foregoing, the OCA submits that Columbia’s Pilot Rider NAS program should be available only to residential homeowners.  OCA M.B., p. 27.  

The OCA opines that it is not reasonable public policy to approve a program that, as designed, would likely result in disputes between developers and homebuyers in instances where the developer does not advise the buyer of the Pilot Rider NAS surcharge and required payment before closing.  OCA R.B., p. 14.  

The OCA’s position is that more expansion should be encouraged.  The OCA believes the inclusion of developers in the Pilot Rider NAS program is not in the public interest.  According to the OCA, Columbia could develop and propose a program just for developers to better achieve the goal of expansion and address the unique circumstances presented by developers.  OCA R.B., p. 15. 

The undersigned Administrative Law Judge believes the OCA has identified foreseeable problems with allowing bona fide developers to participate in the Pilot Rider NAS program.  Of particular concern is that Columbia’s Pilot Rider NAS program does not require bona fide developers to notify homebuyers that they will be responsible for the Pilot Rider NAS surcharge, yet homebuyers must consent to payment of the surcharge when they call Columbia to turn on natural gas service before the Company will do so.  (Tr. 17).  In addition, there are no property records that could be accessed by purchasers at the Court of Common Pleas where the property is situate to obtain information regarding the Pilot Rider NAS surcharge prior to entering into an agreement of sale and purchasing a property.   

A developer could conceal or fail to disclose the fact that it is participating in the Pilot Rider NAS program to an unsuspecting homebuyer.  The homebuyer may agree to a price for the home relying on the assumption that natural gas service will be available and that the cost of the infrastructure necessary for delivering the gas has been factored into the purchase price.  A homebuyer who, after closing on the home, calls Columbia and is made aware for the first time that he must agree to a surcharge as high as $35.00 per month for 20 years would more than likely be confused, surprised and angry.  The homebuyer may agree to pay the Pilot Rider NAS surcharge in order to establish service but subsequently refuse to pay it because he was not notified.  The Pilot Rider NAS program does not permit termination for failure to pay the monthly surcharge.  Columbia must resort to collection methods.  Obtaining judgments against homebuyers and then executing on judgments in an effort to collect unpaid monthly surcharges results in collection costs, including attorneys’ fees.  In addition, collection efforts would involve using Columbia’s resources and result in costs that cannot be collected and may, perhaps, be difficult to quantify.  Columbia’s Pilot Rider NAS program provides that the unpaid charges remain in rate base.         

The OCA’s position that, because of the problems it has identified with notification, developers should not be permitted to participate in the program is a bit extreme and would be contrary to the stated purpose of the program (expanding residential natural gas service).  However, the undersigned believes that the Commission must impose conditions to allay the OCA’s concerns and insure that potential homebuyers know what they are getting into when they purchase a tract of land, developed or undeveloped, from a developer.

In order to participate in the Pilot Rider NAS program, bona fide developers should be required to place a note on any final subdivision plan approved and recorded in the Recorder of Deeds of the Court of Common Pleas where the property is situate stating that the residential lots in [the proposed development specifically identified] that have gas meters can only receive natural gas utility service from Columbia if the lot owner agrees to pay a monthly Pilot Rider NAS surcharge [Supplement No. 210 to Tariff Gas PA. P.U.C. No. 9] not to exceed $35.00 for a period of 20 years.  Lenders and homebuyers would then be able to review the subdivision plan and obtain the information needed to make an informed decision regarding purchase.

Additionally, in order to participate in the Pilot Rider NAS program, bona fide developers should be required to have purchasers of residential lots sign a form, similar to a Truth-in-Lending Disclosure Statement, prior to the sale, and return the same to Columbia.  The form should be a standard form created by Columbia.  It should be the developer’s responsibility to request the form prior to closing.  The form should contain the following information regarding the Pilot Rider NAS surcharge for the residential lot purchased:
a. Interest rate-cost of credit;

b. Finance charge-estimated total amount of the interest 	payments for the 20‑year term;

c. Total of Payments-the estimated total amount including principal 	and interest of all payments made over the 20-year term as 	scheduled;

d. Total Number of Payments;

e. Monthly Payment Amount; and

f. Advise that the balance may be paid off at any time without any 				penalty.

If these two requirements are made a part of the program, the undersigned Administrative Law Judge would recommend that bona fide developers be included in the Pilot Rider NAS program.   




E.	Other Proposed Modifications

	1.	Gas-on-Gas Competition

Columbia’s Pilot Rider NAS contains no prohibition against extending mains to areas already served by mains of other natural gas distribution companies (NGDCs).  According to the OCA, Columbia’s service territory in the western part of the state overlaps with the service territories of other NGDCs, creating the possibility that Columbia could potentially use Pilot Rider NAS to extend mains in areas already served by these other NGDCs.  Mr. Watkins recommended that Pilot Rider NAS include a prohibition against extending mains to areas already serviced by mains of other NGDCs, testifying: 
While I acknowledge that there is little realistic probability that a new residential customer would elect to make an up front cash contribution or finance the cost of extending a Columbia main when another NGDC already has service available in that customers’ [sic] area and am fully aware of the current Gas-on-Gas investigation that is pending before the Commission, any such duplicative facilities are not in the best public interest and should not be allowed in the NAS Rider.  

(OCA Statement No. 1, p. 17); OCA M.B., pp. 27-28.

Columbia witness Evans testified that Mr. Watkins’ recommendation is “overly vague” and that Mr. Watkins’ recommendation “offers no suggestion on how to define areas already served by another NGDC.”  (Columbia Statement No. 1-R, p. 11).  To avoid any confusion, the OCA explains that “already available” means that there is a main belonging to another NGDC in the ground which can be connected to the home being considered for Pilot Rider NAS.  OCA M.B., p. 28.  

Columbia submits that, if an applicant requested a line extension from Columbia today, Columbia cannot reject the request based upon whether another gas utility’s mains were in the area.  (Columbia Statement No. 1-R, pp. 11-12).[footnoteRef:99]  According to Columbia, Pilot Rider NAS should similarly not be limited in such a fashion.  (Columbia Statement No. 1-R, p. 12).  Furthermore, Mr. Evans states in his rebuttal testimony that “the issue of duplicative facilities is being considered by the Commission in the ‘Gas-on-Gas’ competition case at Docket Nos. P‑2011-2277868 and I-2012-2320323 and should not be prejudged in this context.”  (Columbia Statement No. 1-R, p. 12); Columbia M.B., p. 29. [99:  Columbia observes that there is no reason to believe that a residential customer of another gas utility would pay a deposit, or use Pilot Rider NAS, to switch to Columbia’s service.  Therefore, Pilot Rider NAS would not be used to take residential customers from another utility.] 


The undersigned Administrative Law concludes that this proceeding is not the proper place to consider the issue of duplicative facilities and recommends that the OCA’s proposal for the inclusion of a prohibition against extending mains to areas already serviced by mains of other NGDCs in the Pilot Rider NAS be rejected.  

2.	Repayment Options	
		
		As proposed, under Pilot Rider NAS, new customers will only have one payoff option, which is to pay the Pilot Rider NAS surcharge for a period of 20 years, capped at $35.00 per month, wherein the customer will have to pay up front any excess above the amount that will be collected through the surcharge.  Mr. Watkins recommended that Pilot Rider NAS customers be provided a second option, specifically the option of having a 10-year repayment term with no payment cap, with a maximum amount of $8,000 permitted to be recovered through the surcharge.  (OCA Statement No. 1, p. 18).  According to the OCA, this second payoff option provides two benefits to Pilot Rider NAS customers.  First, the Pilot Rider NAS customer can reduce the overall amount of interest he or she pays over the lifetime of the payback period, since the payback period is reduced.  Second, the 10-year repayment option will enable customers to reduce their up front contribution because the customer will be able to roll more of his or her uneconomic portion into the surcharge since there is no cap.  The OCA submits that Pilot Rider NAS should be modified to include a 10-year repayment option.  OCA M.B., p. 28.

Columbia disagrees that this additional option under Pilot Rider NAS should be implemented.  According to Columbia, the different payment term and dollar limitation would cause additional programming and administration issues for the program.  (Columbia Statement No. 1-R, p. 14).  Thus, it would add costs for the pilot.  Columbia submits that a shorter term is also unnecessary because customers always have the option of paying down the remaining Pilot Rider NAS balance early.  (Columbia Statement No. 1-R, p. 14).  Since customers always have the option to voluntarily increase their monthly payments to pay off the balance in 10 years (or less) or to pay the balance off with a lump sum without penalty, no reason exists for the additional Pilot Rider NAS program option proposed by Mr. Watkins.  (Columbia Statement No. 1-R, p. 14); Columbia M.B., pp. 29-30.

The undersigned Administrative Law Judge agrees with Columbia.  There is no need for a second payment option in the Pilot Rider NAS program.  Customers always have the option of paying down the remaining Pilot Rider NAS balance early.  (Columbia Statement No. 1-R, p. 14).  Since customers always have the option to voluntarily increase their monthly payments to pay off the balance in 10 years (or less) or to pay the balance off with a lump sum without penalty, no reason exists for the additional Pilot Rider NAS program option proposed by Mr. Watkins.  (Columbia Statement No. 1-R, p. 14).  The undersigned Administrative Law Judge recommends that the OCA’s proposal for a second payment option be rejected.

	3.	Annual Funding

Columbia proposes to commit $1 million of annual funding for the Pilot Rider NAS program.  As recommended by Mr. Watkins, the OCA submits that the Company should commit $2 million a year towards Pilot Rider NAS.  The OCA believes that increasing the amount of annual funding should increase the number of consumers able to participate in Pilot Rider NAS per year, and better promote the expansion of natural gas service in Columbia’s service territory.  OCA M.B., p. 29.

Columbia claims it set the $1 million limit on annual funding to prevent any adverse impact on its main replacement program.  Columbia only has so much capital to invest in any given year.  (Columbia Statement No. 1-R, p. 15).  Columbia argues that funneling another $1 million in annual funding to Pilot Rider NAS may adversely affect Columbia’s ability to replace existing bare steel mains.  (Columbia Statement No. 1-R, pp. 15-16).  Moreover, according to Columbia, the OCA has noted in its surrebuttal testimony that under Mr. Watkins’ “worst case scenario,” any increase in capital investment pursuant to Pilot Rider NAS, as modified by the OCA, would increase cost shifting to existing customers.  (OCA Statement No. 1-SR, p. 4 n.5).  Despite recognizing this, the OCA proposes to double the annual funding of Pilot Rider NAS and, therefore, double the cost shifting to existing customers that will occur if its modifications are adopted.  Therefore, Columbia concludes that annual funding for Pilot Rider NAS should remain at $1 million.  Columbia M.B., p. 30.

The undersigned Administrative Law Judge concludes and recommends that the Pilot Rider NAS funding should remain at $1 million per year as Columbia proposed.  This is a pilot program that must be studied to determine whether it accomplishes its goals and also to identify issues and problems with the program that emerge.  The additional information requirements recommended in this proceeding, which were proposed by the OCA and the OSBA, should enable the parties and the Commission to study this pilot and modify it in the future, if necessary.  Funding can always be increased or decreased in the future.  

F.	Review of Tax Depreciation Benefits in Customer Contribution Calculation 


The OSBA submits that this is not the appropriate venue for evaluating substantive changes to the Company’s economic evaluation.  Economic models related to customer contributions involve a variety of debatable assumptions, some of which may be relatively favorable to protecting existing customers and some of which may be favorable to new customers.  OSBA witness Knecht testified that Columbia’s established procedures for making this calculation are biased in favor of new customers.  It is the OSBA’s position that the Company’s method may merit additional review at the appropriate time.  OSBA M.B., p. 11. 
Columbia claims the OSBA’s position is flawed for several reasons.  According to Columbia, Mr. Knecht’s position is based upon his belief that Columbia is overstating the value of the customer contribution.  (OSBA Statement No. 1, p. 4).  Mr. Knecht reasons that Columbia “should not obtain any additional depreciation tax shields” because there allegedly is “no incremental gross plant to depreciate.”  (OSBA Statement No. 1, p. 4; see also OSBA Statement No. 3, p. 2); Columbia M.B., p. 31. 

Columbia claims the OSBA’s argument is incorrect.  According to Columbia, the crux of the OSBA’s argument is its assertion that contributions in aid of construction (“CIACs”) are not depreciable.  Columbia claims the OSBA fails to recognize that the Internal Revenue Code, as amended by the Tax Reform Act of 1986, treats CIACs as taxable income to the utility.  Consequently, line extensions funded by CIACs are depreciable assets for tax purposes.  (Columbia Statement No. 1-R, p. 17).  Therefore, Columbia contends that it appropriately reflects tax depreciation benefits in its economic model.  Columbia M.B., p. 31. 
  
According to Columbia, the Commission’s investigation in 1989 concerning how to treat the new taxable status of CIACs supports this position.  See Re Contributions in Aid of Construction and Customer Advances, Docket No. I-880083, 70 Pa. PUC 44, 47 (Order Entered June 14, 1989).  Therein, the Commission determined that natural gas utilities should include in their rate base the resulting deferred tax debit from paying income tax on the CIAC.  Id. at 47‑48, 57.  Moreover, as the natural gas utility receives the tax depreciation on the facilities constructed with the CIAC, the deferred tax debit is removed from the utility’s rate base.  Id.; Columbia M.B., p. 31.

Here, Columbia claims its approach of including tax depreciation benefits in its economic model is entirely consistent with the Tax Reform Act of 1986 and the Commission’s order in Re Contributions in Aid of Construction and Customer Advances.  To begin, Columbia treats the CIACs it receives from customers as taxable income.  Moreover, for tax purposes, it considers the facilities funded by CIACs as depreciable assets.  Additionally, the deferred tax debit resulting from Columbia paying income tax on the CIAC is included in its rate base.  As the Company realizes the tax depreciation on the facilities funded by the CIAC, it removes the deferred tax debit from its rate base.  Columbia M.B., p. 32.

According to Columbia, in his surrebuttal testimony, Mr. Knecht  mischaracterizes the Commission’s findings in Re Contributions in Aid of Construction and Customer Advances.  Mr. Knecht asserts that Columbia had an alternative to including taxes on CIACs in rate base because Columbia had the option to charge the taxes to the applicant as a gross up to the contribution.  (OSBA Statement No. 3, p. 3 n.1).  According to Columbia, the Commission explicitly approved the method used by Columbia in Re Contributions in Aid of Construction and Customer Advances.  However, the “grossed up for income taxes” method, which Mr. Knecht alleges was also approved, could only continue to be used by those “gas utilities which currently employ[ed]” that method.  Id. at 57.  The Commission stated further that “[s]hould any electric or gas utility wish to deviate from these methods it must file a petition, complete with proposed tariffs, to deviate from this method.”  Id.  Since Columbia has neither used the grossed-up method cited by Mr. Knecht nor petitioned to use it, Columbia argues it should continue to use the methodology explicitly approved by the Commission in Re Contributions in Aid of Construction and Customer Advances, and any argument to the contrary is without merit.  Thus, for the foregoing reasons, Columbia believes it properly includes accelerated tax depreciation benefits in its model, and OSBA’s proposed review of the model should be rejected.  Columbia M.B., pp. 32-33.

The undersigned Administrative Law Judge agrees with Columbia that since Columbia has neither used the grossed-up method cited by Mr. Knecht nor petitioned to use it, Columbia should continue to use the methodology explicitly approved by the Commission in Re Contributions in Aid of Construction and Customer Advances in the Pilot Rider NAS program. 

G.	Income Tax Costs in Pilot Rider NAS Charge Calculation

The OSBA is not advocating a modification to the established practices at this time with respect to the treatment of income tax costs in the Pilot Rider NAS calculation as long as reasonable protections are established to prevent small business customers from bearing the costs for a program in which they are not eligible to participate.  OSBA M.B., p. 11.  

According to the OSBA, Columbia’s NPV of DCF analyses (provided in response to OSBA-I-2) do not include the direct tax effect of CIAC in assessing the costs related to system expansion. The Company’s NPV model excludes the direct tax cost of the CIAC, but includes the depreciation tax shields.  Company witness Mr. Evans argues that the Commission determined that utilities “should include in rate base the resulting deferred tax debit from paying the tax on the CIAC and that the debit is removed from rate base as the gas utility receives the tax depreciation on plant constructed with the CIAC.”  However, in the NPV analysis provided in response to OSBA-I-2, the Company does not reflect the costs to ratepayers for the rate base associated with this deferred tax debit.  OSBA M.B., p. 12.  

The OSBA concludes, therefore, that the Company’s NPV model understates the tax costs (or overstates the tax benefits) associated with the CIAC, thereby understating the economic cost of the system expansion.  OSBA M.B., p. 12.  

The OSBA also concludes that the “interest” rate used by the Company in calculating the Pilot Rider NAS charge fails to recognize that the Company incurs income taxes related to equity.  The Company’s economic evaluation explicitly includes the income tax costs associated with the new customer, including both regular and deferred tax impacts.  These costs (correctly) serve to increase the magnitude of the required contribution.  In contrast, the Company includes no such tax effects in deriving the “interest” rate for Pilot Rider NAS.  According to the OSBA, the Company’s economic model and its “interest” calculation are simply not consistent.  OSBA M.B., p. 12.  

Finally, with regard to the complexities associated with deferred taxes, the OSBA notes that neither Columbia nor the Commission saw a need to include any such complexities in its DSIC calculations, which simply gross up the equity returns for income taxes.[footnoteRef:100]  The OSBA submits that its proposal is consistent with that approach.  OSBA M.B., p. 12.   [100:  See Petition of Columbia Gas of Pennsylvania, Inc. for Approval of a Distribution System Improvement Charge, Docket No. P-2012-2338282, January 2, 2013.] 


Columbia contends that OSBA’s argument that the Pilot Rider NAS charge should be grossed up for income tax costs is erroneous.  According to Columbia, while Mr. Knecht contends that the Company understates the requisite revenues to fund the Pilot Rider NAS investment by allegedly not reflecting the equity cost of capital’s associated income tax costs, no need exists to gross up the interest rate for calculating the Pilot Rider NAS charge.  (OSBA Statement No. 1, pp. 5, 7; Columbia Statement No. 1-R, pp. 18-19).  As explained by Mr. Evans in his rebuttal testimony, “Columbia has proposed the Pilot Rider NAS charge to be consistent with its economic evaluation of line extensions,” which “uses its most recent weighted average cost of capital to determine if any deposit is due from the customer.”  (Columbia Statement No. 1-R, pp. 18-19).  Therefore, Columbia contends, it is simpler, more efficient, and consistent with the Company’s evaluation of line extensions for Columbia to use the weighted average cost of capital when determining the Pilot Rider NAS monthly surcharge and the total deposit due.  (Columbia Statement No. 1-R, p. 19). 
 
Moreover, according to Columbia, grossing up the interest rate used in the Pilot Rider NAS surcharge calculation would needlessly complicate the formula.  (Columbia Statement No. 1-R, p. 19).  Columbia claims Mr. Knecht fails to recognize that a deferred tax impact exists, which serves to reduce rate base, and that between base rate cases, Columbia incurs carrying charges.  (Columbia Statement No. 1-R, p. 19).  Mr. Evans explains that “different tax impacts and carrying charges would cause minor up and down changes to the interest rate,” and that these fluctuations would unnecessarily complicate the Pilot Rider NAS surcharge calculation.  (Columbia Statement No. 1-R, p. 19).  Columbia concludes the OSBA’s proposed modification to Columbia’s Pilot Rider NAS calculation should be denied. 

The undersigned Administrative Law Judge agrees that this Pilot Rider NAS proceeding is not the proper proceeding to review and potentially change the customer contribution calculation.  It is a pilot program, small in scale, with the stated goal of expanding natural gas service to residential customers in Columbia’s service territory.  Additionally, it is simpler, more efficient, and consistent with the Company’s evaluation of line extensions for Columbia to use the weighted average cost of capital when determining the Pilot Rider NAS monthly surcharge and the total deposit due.   

H.	Recording Customer Contributions Whether Payments Are Made    

The Company proposes to write down the gross book value of the Pilot Rider NAS investment only if Pilot Rider NAS payments are actually made.[footnoteRef:101]  If the contributions are not made, the Pilot Rider NAS investment will remain in gross plant.  It is the understanding of the OSBA that this non-payment implies that net book value associated with the Pilot Rider NAS investment will be higher than if the Pilot Rider NAS payments were made.  In effect, non-Rider NAS customers will be absorbing higher costs if Pilot Rider NAS payments are not made than if they are made.  OSBA M.B., p. 13.   [101:  OSBA-I-5(d).
] 


According to the OSBA, this is particularly problematic for two reasons.  First, the Company has relatively little leverage to collect Pilot Rider NAS charges, since it will not shut off service for non-payment of Pilot Rider NAS charges.  This means that un-collectibles costs are likely to be higher than normal.[footnoteRef:102]  Second, the relatively high implied financing costs for the Pilot Rider NAS program (particularly if income tax costs are fully reflected) implies that the customers most interested in using the Pilot Rider NAS option are more likely to have capital constraints of their own, and are therefore less likely to pay their bills.  OSBA M.B., p. 13.   [102:  OSBA-I-5(b).] 


In order to eliminate this bias, the OSBA recommends that the Company write down gross book value associated with Pilot Rider NAS charges whether or not payments are made, in order to eliminate the impact of non-payments on non-Rider NAS ratepayers.  In light of this recommendation, the OSBA suggests that the Company may wish to include an un‑collectibles component in the Pilot Rider NAS charge, in order to offset the incremental un‑collectibles costs that it is likely to incur.  OSBA M.B., p. 13.  

According to Columbia, the OSBA offers two reasons for its proposal.  First, OSBA believes that the Company has “little leverage” to collect payments because it will not terminate service for nonpayment.  (OSBA Statement No. 1, p. 6).  However, Columbia claims it does have leverage to collect payments from its customers for nonpayment.  (Columbia Statement No. 1-R, p. 20).  As observed by Mr. Evans in his rebuttal testimony, “Columbia has legal avenues to collect outstanding payments from customers besides shutting off their service.”  (Columbia Statement No. 1-R, p. 20); Columbia M.B., p. 34.  

According to Columbia, the OSBA’s second reason is that “the relatively high implied financing costs” means that applicants most likely to enlist in the program will have capital constraints and, as a result, will be less likely to pay the NAS surcharge.  (OSBA Statement No. 1, p. 6).  However, Columbia asserts that applicants with more interest in Pilot Rider NAS are not likely to present problems with nonpayment.  (Columbia Statement No. 1-R, p. 20).  According to Columbia, the monthly surcharge “is capped at $35.00, but it will often times be lower.”  (Columbia Statement No. 1-R, p. 20).  Columbia believes that capping the monthly surcharge at such a small amount increases the likelihood that customers will pay the surcharge in full and on time.  (Columbia Statement No. 1-R, p. 20).  Columbia also claims that customers can also more easily account for the payment each month because it is fixed.  (Columbia Statement No. 1-R, p. 20).  Columbia M.B., p. 34.

As part of its proposal to write down payment balances even if the payments are not made, the OSBA also proposes adding an un-collectibles component to the Pilot Rider NAS surcharge to offset the uncollectible expenses that the Company may incur.  (OSBA Statement No. 1, p. 6).  According to Columbia, the OSBA’s proposal would completely change the operation of Pilot Rider NAS.  It would create hypothetical recovery of principal and interest on a Pilot Rider NAS project and then treat the hypothetical recovery as an uncollectible expense.  Columbia would be placed at risk for these uncollectible amounts and would be required to incorporate an unknown additional charge in the Pilot Rider NAS surcharge to compensate for this unknown collectible.  Columbia asserts that the OSBA does not indicate whether this uncollectible charge is an amount in addition to the $35.00 maximum monthly charge or whether this amount is to be included within the maximum charge.  If the former, Columbia argues, it violates the proposed pilot cap on the monthly surcharge.  If the latter, it would reduce the principal amount of uneconomic plant that can be paid through the Pilot Rider NAS surcharge.  Columbia M.B., p. 35.

Columbia submits that it should not bear the risk for any under-recovery of the Pilot Rider NAS charge because it is not at risk under its traditional contribution method.  (Columbia Statement No. 1-R, p. 20).  As a result, Columbia argues no need exists for the Pilot Rider NAS charge to include an uncollectible component.  (Columbia Statement No. 1-R, p. 20).  According to Columbia, its effort to develop an alternative to make contributions more affordable to pay should not be changed to put Columbia at risk.  Columbia requests that the OSBA’s proposal to write down gross plant whether or not payments are actually received and its proposal to add an uncollectible component to the Pilot Rider NAS charge be rejected.  Columbia M.B., p. 35.  

OCA witness Watkins weighed in on this issue as well.  Mr. Watkins testified that,
While there may be an extremely small percentage of customers that do not make timely NAS payments, this percentage should be so small that it will not have any measurable impact on Columbia’s rates or revenue requirement.  However, should the Commission agree with Mr. Knecht in this regard, any uncollectible [expense] associated with NAS monthly payments will simply increase the Company’s uncollectible expense reflected in base rates.

(OCA Statement No. 1-R, p. 3).  The OCA submits that Mr. Knecht’s recommendation is unnecessary.  OCA M.B., p. 30.
		The undersigned Administrative Law Judge agrees with the Company and the OCA on this issue.  Columbia should not bear the risk for any under-recovery of the Pilot Rider NAS charge because it is not at risk under its traditional contribution method.  Uncollectible expenses are a concern in the Pilot Rider NAS program.  The additional reporting requirements and the notice requirements for Pilot Rider NAS participants discussed below and in the discussion section titled, “Treatment of Residential Developers,” may result in a very small uncollectible expense.  The undersigned Administrative Law Judge recommends that the OSBA’s proposal to record customer contributions whether payments are made or not should be rejected.  

I.	Notice Requirement for All Residential Pilot Rider NAS Applicants

In its Main Brief, the OCA succinctly addressed a notice issue that is of great concern.  Columbia does not intend to provide Pilot Rider NAS applicants with notice of the interest rate used to calculate the surcharge.  When questioned about the information that the Company intended to provide Pilot Rider NAS applicants, Columbia witness Evans testified that the only information Columbia intends to provide is the up front amount due, if any, and the monthly Rider NAS surcharge amount.  (Tr. 15).  The OCA submits that the Company should be required to provide to Pilot Rider NAS applicants in writing the amount of up front payment due, the amount of the Rider NAS monthly surcharge, the term of the surcharge (20 years) and the interest rate used to calculate the surcharge amount so that applicants can make informed decisions.  According to the OCA, such information is crucial for Pilot Rider NAS applicants to make a meaningful and informed decision regarding whether the use of Pilot Rider NAS is right for their situations and circumstances.  OCA M.B., p. 16.

The undersigned Administrative Law Judge agrees with the OCA.  Each and every Pilot Rider NAS customer should know the terms of the contract obligations he is agreeing to perform and have sufficient information to weigh the Pilot Rider NAS program alternative 


against other options.  It is recommended that Columbia be required to provide the following 
information in writing to all potential Pilot Rider NAS customers:
a. Up front amount due;

b. Interest rate-cost of credit;

c. Finance charge-estimated total amount of the interest 	payments for the 20‑year term;

d. Total of Payments-the estimated total amount including principal 	and interest of all payments made over the 20-year term as 	scheduled;

e. Total Number of Payments;

f. Monthly Payment Amount; and

g. Comparison of Pilot Rider NAS surcharge total of 	payments over 20-year term to total cost of establishing 	service without participating in the program (up front 	deposit). 

h. Advise that the balance may be paid off at any time without any 			penalty.


IV.	CONCLUSION

		The undersigned Administrative Law Judge concludes that Columbia has met its burden of proof that its proposed Pilot Rider NAS program, as modified in the preceding discussion section, is just, reasonable and in the public interest.  66 Pa.C.S. § 332(a); 66 Pa.C.S. §§ 1301, 1304.  The undersigned Administrative Law Judge recommends approval of the Pilot Rider NAS program provided the additional information requirements, notice requirement for residential customers and modifications regarding the participation of bona fide developers set forth in the ordering paragraphs to follow are met.   
		


V.	CONCLUSIONS OF LAW

1. The Commission has jurisdiction over the subject matter and the parties to this proceeding.  66 Pa.C.S. §§ 501, et seq.

2. Columbia Gas of Pennsylvania, Inc. has the burden of proof in this proceeding regarding Supplement No. 210 to Tariff Gas PA. P.U.C. No. 9.  66 Pa.C.S. § 332(a).  

3. A party that offers a proposal not included in the Applicant’s filing bears the burden of proof for such proposal.  See, e.g., Pa. Pub. Util. Comm’n v. Philadelphia Gas Works, Docket Nos. R-00061931, et al., 2007 Pa. PUC LEXIS 45, at *165-68 (Order Entered Sept. 28, 2007); Pa. Pub. Util. Comm’n v. Metro. Edison Co., Docket Nos. R-00061366, et al., 2007 Pa. PUC LEXIS 5, at *111-12 (Order Entered Jan. 11, 2007).

4. Section 1501 of the Public Utility Code, 66 Pa.C.S. § 1501, does not require utilities to extend service to all customers in their service territory, but only requires such extensions under reasonable conditions subject to the regulations and orders of the Commission. 66 Pa.C.S. § 1501; Fayette County Gas Co. v. Pa. Pub. Util. Comm’n, 33 A.2d 761 (Pa. Super. 1943); Popowsky v. Pa. Pub. Util. Comm’n, 589 Pa. 605, 910 A.2d 38 (2006).

5.	Columbia Gas of Pennsylvania, Inc. has met it burden of proof in this 
proceeding regarding Supplement No. 210 to Tariff Gas PA. P.U.C. No. 9, as modified in the Discussion section of this Recommended Decision and the ordering paragraphs to follow.  66 Pa.C.S. § 332(a).

		6.	The Office of Consumer Advocate has met its burden of proving that the additional information requirements accepted by Columbia Gas of Pennsylvania, Inc. and recommended in the Discussion section of this Recommended Decision, and fully set forth in the Ordering paragraphs to follow, are in the public interest and reasonable.

		7.	The Office of Consumer Advocate has met its burden of proving that the notice requirement for Pilot Rider NAS applicants as modified and recommended in the Discussion section of this Recommended Decision, and fully set forth in the Ordering paragraphs to follow, is in the public interest and reasonable.

		8.	The Office of Small Business Advocate has met its burden of proving that the additional information requirements accepted by Columbia Gas of Pennsylvania, Inc. and recommended in the Discussion section of this Recommended Decision, and fully set forth in the Ordering paragraphs to follow, are in the public interest and reasonable.

		9.	Every rate made, demanded, or received by any public utility, or by any two or more public utilities jointly, shall be just and reasonable, and in conformity with regulations or orders of the Commission.  66 Pa.C.S. § 1301.

		10.	No public utility shall, as to rates, make or grant any unreasonable preference or advantage to any person, corporation, or municipal corporation or subject any person, corporation or municipal corporation to any unreasonable prejudice or disadvantage.  No public utility shall establish or maintain any unreasonable difference as to rates, either as between localities or as between classes of service.  66 Pa.C.S. § 1304.

VI.	ORDER


		THEREFORE,

		IT IS RECOMMENDED:

1. That Supplement No. 210 to Tariff Gas PA. P.U.C. No. 9, Columbia Gas of Pennsylvania, Inc.’s proposed Pilot Rider New Area Service (NAS), filed at Docket No. R‑2014-2407345, be approved as modified in the numbered ordering paragraphs to follow.  
2.	That Columbia Gas of Pennsylvania, Inc.’s Pilot Rider New Area Service
(NAS) include the following additional information requirements:   
a. investment per project including the economic 	model  results and surcharge calculation details;

b. total distance of NAS main installed;

c. number of customers connected by project and 	number of subsequent connections to NAS 	extensions;

d. NAS revenues received by principal and interest;

e. annual NAS participant average use per customer 	(by residential and commercial sectors if 	applicable);

f. average NAS participant investment cost per customer (by residential and commercial sectors if applicable); 

g. direct program expenses;

h. data on collections, including efforts for unpaid 	surcharge amounts; 

i. the number of applicants turned down for 	insufficient credit;

j. Investment per project by rate class, including the 	economic model results and surcharge calculation 	details;

k. Total distance and cost of NAS project mains and 	service lines installed, by pipe diameter;

l. Number of customers originally and subsequently 	connected, by rate class;

m. Annual load by rate class, segregated between 	customers initially and subsequently connected;


n. Base rate and Rider NAS revenues received by 	NAS project by rate class, with Rider NAS 	revenues segregated between “principal” and 	“interest”;

o. Direct program expenses; and

p. Identify the number of projects evaluated for Pilot 	Rider NAS service that did not elect to go forward 	under Pilot Rider NAS. 


3.	That Columbia Gas of Pennsylvania, Inc.’s Pilot Rider New Area Service
(NAS) include a provision that, in order to participate in the Pilot Rider NAS program, bona fide developers must place a note on any final subdivision plan approved and recorded in the Recorder of Deeds of the Court of Common Pleas where the property is situate stating that the residential lots in [the proposed development specifically identified] that have gas meters can only receive natural gas utility service from Columbia Gas of Pennsylvania, Inc. if the lot owner agrees to pay a monthly Pilot Rider NAS surcharge [Supplement No. 210 to Tariff Gas PA. P.U.C. No. 9 or new tariff supplement filed to comply with the Commission’s Final Order in this proceeding] not to exceed $35.00 for a period of 20 years. 

4.	That Columbia Gas of Pennsylvania, Inc.’s Pilot Rider New Area Service
(NAS) include a provision that, in order to participate in the Pilot Rider NAS program, bona fide developers must require purchasers of residential lots to sign a form, prior to the sale, and return the same to Columbia Gas of Pennsylvania, Inc.  The form must be a standard form created by Columbia Gas of Pennsylvania, Inc.  The bona fide developers must request the form from Columbia Gas of Pennsylvania, Inc. prior to closing or sale.  The form must contain the following information regarding the Pilot Rider NAS surcharge for the residential lot purchased:
a. Interest rate-cost of credit;

b. Finance charge-estimated total amount of the interest payments for the 20‑ year term;

c. Total of Payments-the estimated total amount including principal and interest of all payments made over the 20-year term as scheduled;

d. Total Number of Payments;

e. Monthly Payment Amount; and

f. Advise that the balance may be paid off at any time without any penalty.
	
5.     That Columbia Gas of Pennsylvania, Inc.  be required to provide the following information in writing to all potential Pilot Rider NAS customers:
a. Up front amount due;

b. Interest rate;

c. Finance charge-estimated total amount of the interest 	payments for the 20‑ year term;

d. Total of Payments-the estimated total amount including 	principal and interest of all payments made over the 20-	year term as scheduled;

e. Total Number of Payments;

f. Monthly Payment Amount; 

g. Comparison of Pilot Rider NAS surcharge total of 	payments over 20-year term to total cost of establishing 	service without participating in the program (up front 	deposit); and 

h. Advise that the balance may be paid off at any time without any 			penalty.

6.	That Columbia Gas of Pennsylvania, Inc. shall be permitted to file a tariff
supplement incorporating the modifications, additions and changes contained in these ordering paragraphs to become effective on one day’s notice after entry of the Commission’s Order .

		7.	That the following formal complaints consolidated at Docket No. R-2014-2407345 be granted in part and dismissed in part consistent with this Recommended Decision and the preceding ordering paragraphs:  the Office of Consumer Advocate at Docket No. C‑2014-2410197 and the Office of Small Business Advocate at Docket No. C‑2014-2415136.  

8.	That the Commission’s investigation at Docket No. R-2014-2407345 be
marked closed.



Date:  August 22, 2014							/s/			
								Mark A. Hoyer
								Administrative Law Judge
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